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Foreword

his evaluation examines the relevance and effectiveness of one of the

Bank’s key tools to support IDA countries: the Poverty Reduction Sup-

port Credit (PRSC). Introduced in early 2001—in the context of global
changes in aid architecture that recognized the importance of country own-
ership, government reform commitment, and multidimensional poverty re-
duction—PRSCs were intended to aid country-owned Poverty Reduction
Strategies, support comprehensive growth, improve social conditions, and
reduce poverty. Compared with previous adjustment lending, PRSCs were
intended to ease conditionality, provide predictable annual support, and
strengthen budget processes in results-based frameworks. Many of its prin-

ciples were reflected in the Paris Declaration of Aid Effectiveness.

Within four years of their introduction, PRSCs
came to account for almost 60 percent of IDA
policy-based lending and a quarter of total
Bank policy-based lending. During fiscal years
2001-08, the period of the present evaluation, the
Bank approved 87 PRSC operations totaling
US$6.6 billion. By end-September 2009, PRSC
approvals increased to 99 operations, with an-
other 20 in the pipeline.

Main Findings

* In terms of process, PRSCs worked well, serv-
ing in many respects as a prototype for De-
velopment Policy Loans (stronger country
ownership, eased conditionality, more pre-
dictable resource flows, and greater emphasis
on public sector management and pro-poor
service delivery). PRSCs balanced tensions be-
tween predictability of financing and program
credibility. They reflected commitment to aid
harmonization and, in some countries, served
as a donor focal point.

e PRSCs also stimulated dialogue between central
and sectoral ministries in client countries, rais-

ing sector ministry accountability and comple-
menting sector lending in budget or cross-
cutting issues.

* Yet, significant issues remain. Conditionality
can be further simplified and made more trans-
parent. Extra-budgetary funds need to be cur-
tailed as part of PRSC financial management
goals. Moreover, despite attention to the Mil-
lenium Development Goals, only two-fifths of
PRSC objectives in education, half in health, and
less than a fifth in water supply and sanitation
had an explicit pro-poor focus.

Recommendations

* The evaluation recommends further simplify-
ing the language of conditionality, synchroniz-
ing the Bank’s internal process with country
and donor processes, underpinning PRSCs/
Development Policy Loans (DPLs) with com-
prehensive pro-poor growth diagnostics,
strengthening results frameworks, and limiting
sector policy content in multisector policy-
based loans to high-level or cross-cutting issues,
complemented with parallel sector lending.

Xi
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* PRSCs and other policy-based lending have
converged over time toward a similar design,
yet the PRSC label remains in use. Operational
policies introduced in 2004 do not distinguish

Vs

PRSCs from other DPLs, yet past practices
linger. The evaluation recommends that PRSCs
be phased out as a separate brand name—or
that these differences be clearly spelled out.

s,

Vinod Thomas
Director-General, Evaluation



Executive Summary

he goal of Poverty Reduction Support Credits (PRSCs), introduced in

early 2001 under World Bank Interim Guidelines, was to help countries

implement comprehensive, country-owned development strategies
to promote growth, improve social conditions, and reduce poverty. PRSCs were
intended to ease conditionality and to make annual flows to recipient coun-
tries predictable and integrated with their budgets. To reduce fiduciary risks
associated with budget support, PRSCs were intended to strengthen domes-
tic budget processes. They were seen as providing a framework for donor har-
monization and were meant to focus on achieving clearly defined results.

In terms of process, PRSCs have worked well.
Findings show that they incorporated many en-
visaged changes in design and implementation,
including stronger country ownership, eased
conditionality, and a shift of focus toward public
sector management and pro-poor service deliv-
ery. PRSCs balanced tensions between pre-
dictability and program credibility. They reflected
commitment to aid harmonization and in a small
number of countries served as a donor focal
point.

The outcomes of PRSCs are less clear. While PRSC
countries have been somewhat superior per-
formers in growth and poverty reduction, it is
not possible to attribute this to the PRSC because
PRSCs were generally offered to better perform-
ers and other better performers among Interna-
tional Development Association (IDA) countries
that made comparable improvements in per-
formance. PRSCs addressed some bottlenecks to
growth but usually without a comprehensive
growth strategy. Achievements in pro-poor service
delivery are hard to measure due to weaknesses
in results frameworks, but available data suggest,
at best, modest translation of objectives into out-
comes. Measurable improvement was made in
some relatively straightforward areas of financial

management, but it is not clear that more difficult
public financial management or governance issues
were tackled successfully. Moreover, as an in-
strument of sectoral lending, PRSCs are limited in
their depth of technical dialogue, level of line
ministry engagement, successful integration in
the process of aid coordination, and outcomes
achieved, although they have usefully raised cross-
cutting issues and brought attention to sector
budgets.

Although PRSCs differed from their predecessors
at the time of their introduction, other policy-
based lending has converged toward a similar de-
sign. Meanwhile, PRSC Interim Guidelines have
been subsumed under new guidelines for Devel-
opment Policy Loans (DPLs), issued in 2004. Today
there are no clear criteria to distinguish PRSCs
from other DPLs. Yet, in practice, differences linger
from the past (such as the connection to Poverty
Reduction Strategy Papers, scope, programmatic
nature, and implicit country eligibility criteria).
This evaluation recommends either that PRSCs be
phased out as a separate brand name or that these
differences be clearly spelled out.

The evaluation also recommends that the lan-
guage of conditionality be simplified further, that

Xiii
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the Bank’s internal process be synchronized with
country and donor processes, that PRSCs/ DPLs
be underpinned by comprehensive pro-poor
growth diagnostics, that results frameworks be
strengthened, and that sector policy content be
limited to high-level or cross-cutting issues, com-
plemented with parallel sector lending. These
lessons are particularly important in light of recent
rapid growth in DPLs in response to crises.

PRSCs Today Are Regionally
Concentrated

From fiscal 2001 to the first quarter of fiscal 2010
the Bank approved 99 PRSC operations totaling
US$ 7.9 billion, and another 20 are in the pipeline.
Within four years of their introduction, PRSCs
came to account for almost 60 percent of IDA
policy-based lending and a quarter of total
Bank policy-based lending. The share of PRSCs
in IDA disbursements to some individual coun-
tries (such as Benin, Burkina Faso, Ghana, Rwanda,
and Uganda) exceeded half of total Bank dis-
bursements. Even in those countries where the
role of the PRSC was not prominent, for example,
in Albania, Armenia, and Senegal, it accounted for
20-25 percent of IDA flows. Ten countries have
embarked on their second or third PRSC series.
Another nine countries have had a single series
so far. In eight countries, PRSC operations did not
mature into a programmatic series.

Africa has the largest portfolio of PRSCs among the
Regions, with about half of all ongoing series,
typically in the context of multidonor budget sup-
port. In the five Europe and Central Asia countries
where the PRSC has been used (Albania, Armenia,
Azerbaijan, Georgia, and Moldova), it has gener-
ally provided a relatively small share of country
budget needs. Three PRSC countries in Europe
and Central Asia have graduated from IDA or cho-
sen other instruments. There are currently no
ongoing PRSCs in South Asia or Latin America.
Changes in political conditions rendered it im-
possible to continue with PRSCs in Nepal,
Nicaragua, and Sri Lanka, and PRSCs in Guyana,
Honduras, and Pakistan have also ceased. The
PRSC has never been a part of the Middle East and
North Africa lending portfolio.

PRSC Design Reflects Parallel Changes
in Aid Architecture

Parallel trend changes in aid architecture recog-
nized the importance of country ownership and
government commitment to reform. A greater
multidimensional emphasis on poverty reduc-
tion was introduced with the Millennium Devel-
opment Goals, supporting pro-poor service
delivery.

These changes were reflected in the World Bank’s
Comprehensive Development Framework in 1999,
which emphasized a long-term, holistic vision of
development. The Poverty Reduction Strategy
(PRS) initiative was launched in tandem to put key
principles of the Comprehensive Development
Framework into practice. PRSCs were introduced
under Interim Guidelines in 2001 to aid the op-
erationalization of the Poverty Reduction Strategy
Papers (PRSPs) and provide structural support
for the International Monetary Fund’s Poverty
Reduction and Growth Facility. By fiscal 2005,
new Bank guidelines for development policy lend-
ing reflected the same principles.

Other lenders also increased budget support aid.
Alignment with country systems and harmoniza-
tion among donors were central tenets of the
Paris Declaration of Aid Effectiveness, which also
focused on capacity building, transparency, and
results based on better monitoring systems.

These changes render it more difficult to isolate
the effects of the PRSC and its achievements be-
cause the character of all Bank development pol-
icy lending changed over the period of the PRSC.
And for recipient countries, the PRSC paralleled
increased budget support flows in a multidonor
framework. Despite these issues, the analysis
shows how lessons learned from the PRSC re-
main relevant for policy-based lending today.

Convergence in PRSCs and Other
Policy-Based Lending

Convergence is evident in design—for example,
eased conditionality and enhanced pro-poor
focus—as well as in overall outcomes. PRSCs ef-
fectively served in many regards (for example,



eased conditionality, sectoral focus, programmatic
nature) as a prototype for DPLs introduced since
September 2004, and the PRSC Interim Guidelines
were subsumed under their framework. The PRSC
label still carries connotations of criteria used
since the time of their introduction, but today
there is no distinct set of guidelines for the PRSC,
despite the use of the brand name.

Increased Flexibility in PRSC and All
Policy Lending

Stronger Country Ownership

PRSC program ownership was usually strong, es-
pecially compared with previous adjustment lend-
ing. In Armenia, for example, all counterparts
agreed that the PRSC, derived from the partici-
patory PRSP led to strong country ownership and
leadership of the PRSC program. Whereas the
Bank had largely determined programs of ad-
justment credits, the government determined
overall strategy in the PRSP, and the PRSCs sup-
ported the PRSP program. PRSC ownership has
been particularly high at the level of central min-
istries such as finance and planning, though less
so with sectoral ministries such as health or edu-
cation. PRSCs stimulated dialogue between the
center and sectors and raised their accountability.
By contrast, recipient governments’ engagement
with legislative bodies and civil society was low.

PRSCs aligned reasonably well with national de-
velopment strategies, especially where the PRS was
merged with the national development strategy.
Alignment improved over time. In Vietnam, the
PRSP merged with the National Development
Strategy. Uganda’s national Poverty Eradication Ac-
tion Plan now serves as its PRSP PRSCs occa-
sionally included policies outside the national
plan, reflecting evolving country circumstances.

Shift in Focus toward Public Management and
Pro-Poor Service Delivery

The sectoral focus of the PRSC showed a marked
shift away from macroeconomic adjustment to-
ward public sector management and key social
service delivery. In Lao PDR, the first PRSC series
covered virtually all sectors, but in the second se-

EXECUTIVE SUMMARY

ries a more selective focus on health and educa-
tion was adopted. Indeed, all Bank adjustment
lending began to reflect a reorientation toward
areas emphasized by the PRSC.

Eased Conditionality

PRSCs responded to concerns about the extensive
and overly rigid nature of conditionality with
fewer legally binding conditions than earlier ad-
justment loans and a gradual decline in program
benchmarks. Armenia provides an example of
this pattern. Its Structural Adjustment Credits
had a peak of 66 conditions, in multitranche op-
erations, while its first, second, and third PRSCs
each had about 10-12 legally binding conditions
in the form of prior actions. Armenia’s fourth
PRSC included only 7 such conditions. Following
the introduction of new guidelines for adjust-
ment lending in late 2004, other policy-based
lending showed a similar trend, and today there
is little difference in the numbers or nature of con-
ditions of PRSCs and other policy-based lending.

Yet some country clients continue to believe that
there are too many conditions, reflecting unclear
perceptions of the differences among prior ac-
tions, triggers, and program benchmarks, espe-
cially in large multidonor programs.

PRSCs have been markedly more flexible than
earlier adjustment lending, as demonstrated by the
high number of trigger modifications, or actions
for subsequent operations. In Ghana, for exam-
ple, an agreed measure to complete the rollout
of a budget management system in five ministries
was deemed met when achieved in only two, and
a significant unmet trigger in the energy sector was
waived and made a requirement for the following
PRSC. Yet, flexibility does not seem to be at the
expense of program adherence because PRSC
managers often delayed the loan or adjusted their
amounts downward in cases of program slippage.

The Bank has clearly been prepared to exit a PRSC
series when the reform program goes off track, as
happened in Nicaragua following a change of gov-
ernment. However, following the termination of
PRSCs, the Bank has often remained substantially

XV
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engaged, sometimes though other policy-based
loans. This underscores the question of the brand
value of the PRSC label.

Somewhat More Predictable Financing

PRSCs have led to some increase in the depend-
ability of obtaining financing from year to year, as
well as increased stability in the volume of fi-
nancing. And PRSCs have tended to disburse in
a more timely manner than previous lending. In
Burkina Faso, for example, whereas 60 percent of
budget support disbursements through the end
of PRSCs 1-3 took place during the last quarter
of the budget year, the approval of PRSC 4 was ac-
celerated to May 2004 to permit a vote by the Na-
tional Assembly before its June recess.

Limited Donor Harmonization

While PRSCs made effective contributions to donor
harmonization under a variety of arrangements,
they rarely served as a focal point for donor co-
ordination (Vietnam being an exception). In many
large, budget support groups, the Bank had lim-
ited influence in shaping the overall agenda. There
has been progress in achieving joint Performance
Assessment Frameworks, which are the overall
donor matrixes of policy frameworks, but up-
stream harmonization of the PRS process and its
integration in the policy matrix has been limited.
More also remains to be achieved in the harmo-
nization of results indicators, capacity building, and
especially in reporting arrangements.

The Bank'’s effectiveness is also curbed by limited
synchronization of its internal processing calen-
dar with the donor cycle. Agreement on the
substantive agenda can be unduly influenced by
individual donors. Recipient countries sometimes
seek to leave major items off the agenda. The
Bank has sometimes reverted to means outside
the joint matrix to achieve its objectives. Fur-
thermore, harmonization involves intensive trans-
action costs, which team leaders feel are not
adequately recognized and sometimes crowd out
substantive issues.

From a wider perspective, clients value harmo-
nization for its reduced transaction costs, but face
difficulties with initial increases in conditionality

as individual positions are aggregated. In some cir-
cumstances clients prefer separate arrangements
to spread risks. Donors, especially small ones,
face high transaction costs but value having a
voice at the table. Further synchronization will be
more difficult due to legitimate differences in
donor priorities.

Outcomes Are Less Clear

Weak Results Frameworks

PRSC results frameworks were initially weak in
many operations, although there is some evidence
of improvement over time. In Mozambique, for ex-
ample, the first PRSC had no explicit results frame-
work. PRSC 2 had a results framework but it
omitted key areas, and the subsequent series for
the first time contained a results framework for the
series as a whole. Many shortfalls in PRSC results
frameworks can be attributed to shortcomings in
underlying country monitoring systems. Upstream
shortcomings in results frameworks for PRSPs
also contribute. Weaknesses remain in terms of
clearly defined and consistent outcome indica-
tors, intermediate milestones, and baseline data.
Indicators for poverty outcomes are also lacking.

Unclear Achievements in Pro-Poor

Service Delivery

The ultimate objective of PRSCs has been to sup-
port national development plans for achieving
poverty-reducing economic growth. Assessing
the contribution of PRSC operations to growth and
poverty outcomes is difficult due to the funda-
mental problem of attribution. The PRSC is only
one, typically small, element in a range of con-
tributing factors.

PRSC countries performed well on growth and
macro indicators, but so did relevant comparators.
Differences in creating a growth-enabling insti-
tutional environment are small. Most PRSCs did
not have a comprehensive overall growth strategy,
focusing in many cases on reforms related to the
investment climate (Benin, Ghana, Lao PDR, and
Mozambique) and select other issues. It is difficult
to trace a direct link from PRSC growth-related
measures to country growth outcomes. In some
successful countries (Vietnam, for example), a



growth-oriented reform momentum was already
under way.

PRSC countries have a good record on income
poverty reduction as well as on the achievement
of the Millennium Development Goals—better
than comparable high-performing IDA countries
despite broadly similar initial conditions. Yet es-
tablishing a clear link between the PRSC and pro-
poor service delivery is difficult. A portfolio review
shows that most PRSCs had program objectives
in these areas, though such program compo-
nents usually ran in parallel to sector projects, and
social sector development objectives were usually
ancillary to core objectives. Only about two-fifths
of PRSC objectives in education, and half in health,
had an explicit pro-poor focus. Proportions for
water supply and sanitation were lower, at less
than a fifth.

PRSC program components in health and edu-
cation focused particularly on budgetary aspects,
with an emphasis on increasing resources and
improving the efficiency of resource allocation. In
Vietnam and Lao PDR, for example, the intro-
duction of a medium-term expenditure frame-
work was a priority in the education sector. But
countries lagged in their ability to link budgetary
inputs with results and outputs. In most countries
the PRSC was not able to make the budget the ve-
hicle for most sectoral policy interventions, even
in pro-poor areas. Large proportions of country
sectoral resources remain off-budget.

Limitations in the monitoring framework make it
difficult to track outcomes, especially poverty
outcomes. To the extent that indicators are avail-
able, targets have been fully met one-third to
one-half of the time, across the three sectors of
health, education, and water supply and sanitation.

Improved Public Financial Management,
Largely in Areas That Are Easier to Tackle
PRSCs have helped to advance public financial
management and procurement (PFMP) reform in
most borrowing countries. PEMP reform pro-
grams in PRSCs have been well grounded in re-
cent diagnostics and have generally conformed to

EXECUTIVE SUMMARY

Bank guidelines on fiduciary risk analysis. Many
PRSCs have integrated two or more diagnostic
tools, helping to sequence their recommenda-
tions. Countries performed moderately well in
developing an appropriately sequenced and
donor-supported PFMP strategy, although im-
plementation has sometimes been slower than
expected.

Areas of successful reform in PRSCs, such as
budget classification systems, have arguably been
the easier ones to tackle. Remaining weaknesses
reflect tougher challenges, including the inability
of most PRSC series to reduce the proportions of
extra-budgetary funds or to include all donor
funds on-budget, also pointing to limits in progress
by donors on the use of country systems under
the Paris Declaration. A prominent area of weak-
ness has been the public financial management
results framework, which was complete or largely
complete in only about half of the countries
reviewed. Finally, the impact of PRSCs—and of
donor budget support more generally—on over-
all governance and levels of corruption is a de-
bated issue with little meaningful evidence to
support claims either way.

Partial Support to Sectors

In many respects, the PRSC is an imperfect vehi-
cle for sector support. PRSC engagement focuses
on central ministries. While dialogue between
central ministries and sectoral agencies has been
strengthened, surveys suggest the depth of their
engagement may have been limited. Efforts to
streamline conditionality imply that some areas
of importance are not highlighted. Sector staff
acknowledge the PRSC’s usefulness for high-level
dialogue but express reservations about its effec-
tiveness for tackling details. Few support having
PRSCs be the sole vehicle for sector engagement,
as envisioned by some Bank managers in the early
years of PRSCs. When attempted, the Bank usu-
ally reverted to parallel sector financing. In Benin,
Burkina Faso, and Mozambique, Country Assis-
tance Strategies for early PRSC series expressed in-
tent to subsume health lending in the PRSCs, but
sector projects were subsequently resumed. And
outcomes of sector components of PRSCs in health
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appear weaker than in health-sector investment
lending.

There are also tensions in sector working groups
within the harmonization process. In many coun-
tries they reflect financing arrangements that
may be earmarked or even off-budget, which is
counter to the philosophy of joint budget sup-
port. Also, counterparts sometimes prefer sepa-
rate arrangements.

Sector staff point out that the Bank’s incentive
framework introduces resource variability and
limited recognition for sectoral team participation,
as compared with delivery of freestanding sectoral
projects. Incentives affect sector managers as
well.

Recommendations

1. Phase out the PRSC as a separate brand
name for development policy lending or clarify
when it is appropriate to use

Convergence in the design and content of PRSCs
and other development policy lending, in terms
of conditionality and sector focus, suggests that
there is limited rationale for the separate existence
of the PRSC today. However, there are also implicit
criteria backing the PRSC brand name. If the PRSC
brand name is still important, clear guidelines
(which are currently lacking) and criteria for eli-
gibility should be spelled out and applied.

2. Simplify the language of conditionality for
PRSCs/DPLs by eliminating the term “triggers”
and by transferring program benchmarks to the
monitoring framework

In line with its use of the term “prior actions,” the
Bank could further simplify its lending framework
by dispensing with the term “triggers” and sub-
stituting the term “indicative prior actions for fu-
ture lending.” Lending would then be based simply
on prior actions already achieved and indicative
prior actions for future lending. This would exhibit
greater flexibility and improve understanding.

To clearly delineate legally binding conditions
from program benchmarks, which are still re-
ferred to as binding and nonbinding conditions
by clients and others in the aid community, pro-

gram benchmarks should be removed from the
policy matrix/Performance Assessment Frame-
work and, instead, combined with the program
monitoring framework.

3. Enable more effective participation of the
Bank in a multidonor budget support lending
framework by better synchronizing Bank
internal process with donor processes

At present, Bank financial commitments in a mul-
tidonor framework must sometimes be made be-
fore the Bank’s internal review of the PRSC. This
can limit the Bank’s substantive contributions
and comments on program content. Synchro-
nizing the Bank’s internal processing schedule
with country and donor processes would ensure
Bank input in PRSC/DPL formulation.

4. Underpin operations with comprehensive
diagnostics

PRSCs (and DPLs) should reflect country-specific
growth diagnostics, which are undertaken based
on analytic underpinnings that identify an over-
all growth strategy reflecting the linkages among
growth, poverty reduction, and broader social
development.

5. Strengthen PRSC/DPL results frameworks,
link them with the underlying PRS/national
development strategy, and increase their
poverty focus

Results frameworks of PRSCs should be consis-
tently linked to those in the PRS or national de-
velopment strategy, and its annual reviews and
should be simplified to a small set of core out-
comes. Adequate baseline and intermediate in-
dicators and pro-poor results indicators should be
required and built on country monitoring sys-
tems to the extent feasible.

6. Focus sector content in policy loans on
high-level or cross-cutting issues

PRSC/DPL sector content should focus on areas
where it has been consistently effective—on cross-
sectoral or central ministry issues critical to facil-
itating key sectoral reforms and strengthening
sector budget processes. Complementary parallel
sector lending, linked to PRSCs/DPLs, remains
important to address detailed technical issues and
facilitate program ownership by line ministries.



Management Response

anagement welcomes the Independent Evaluation Group (IEG) eval-

uation of Poverty Reduction Support Credits (PSRCs), covering the

period from fiscal years 2001 through 2008. Management appreciates
the fact that many of the conclusions from its 2009 Development Policy Loan
(DPL) Retrospective are independently confirmed by the evaluation.

Introduction

In addition, there is agreement on some of the el-
ements where DPLs can be strengthened. Man-
agement does have a set of observations on areas
in which it has differences with the analysis in the
IEG evaluation. Some are around understand-
ings on what is a PRSC, where Management notes
that this is not a separate brand name. Others have
to do with measurement of outcomes, the rela-
tionship of Development Policy Operations (DPOs)
to other types of lending, and alignment and
donor harmonization.

Elements of Agreement

The IEG evaluation contains a number of im-
portant findings about the Bank’s PRSC support
that are consistent with the positive trends iden-
tified in the recently completed DPL Retrospec-
tive, which examined all DPOs approved between
April 1, 2006 and March 31, 2009:

* DPOs reflect stronger country ownership with
good alignment with national development
strategies;

* The Bank has made substantive progress in
streamlining conditionality in its development
policy lending;

* DPOs have been markedly more flexible in the
interpretation of conditions and that over time
this flexibility has been used selectively and
appropriately;

* The predictability of DPO disbursement has
improved over time in IDA countries;

* The focus of DPOs and their conditionality
have shifted from macroeconomic adjustment,
trade liberalization, and private sector devel-
opment toward public sector management and
social service delivery;

* DPOs have become increasingly focused on
results, although the quality of results frame-
works has varied; and

* DPOs prepared jointly with other development
partners in the context of multidonor budget
support frameworks have effectively con-
tributed to donor harmonization.

Support for Strengthening DP0Os

Management also agrees with IEG’s observations
on where DPOs could be improved. The report’s
recommendations in the following areas are es-
pecially welcome: the need to support opera-
tions with analytical underpinnings; the need to
strengthen results frameworks; and the need to
focus sector content on high-level and cross-
cutting issues. Although progress has been made
on many of these critical areas, as noted in the
2009 DPL Retrospective, IEG’s observations are
useful to support Management’s ongoing efforts
to strengthen DPO support to countries in achiev-
ing development results.

Observations on Differences
PRSCs Are Not a Separate Brand Name

Management notes that, at their origin, PRSCs
were introduced to “support IDA-eligible country’s
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policy and institutional reforms to help imple-
ment a country’s poverty reduction strategy,” and
they were governed by interim guidelines for a
period of three years (2001 to 2004) and by the
Bank’s OD 8.60. In August 2004 the new OP/BP
8.60 (Development Policy Lending) replaced
OD 8.60 and updated and replaced the interim
guidelines, as indicated in the preamble to the op-
erational policy. Hence, since 2004, before this
evaluation was initiated, there has been no dif-
ference, either in processing, design, or imple-
mentation between an operation that carries the
title “Poverty Reduction Support Credit” (or Grant)
and any other Development Policy Operation with
a different title. PRSCs and Poverty Reduction Sup-
port Grants are guided by OP/BP 8.60 and since

IEG Ratings of PRSC Outcomes Based on IEG

Evaluations of Implementation Completion Reports,

FYO01-08

Number Percentage
of PRSCs of PRSCs
rated by IEG rated by IEG
Operations with Implementation
Support Credits rated by IEG 51
Of which are rated:
Satisfactory 25 49%
Moderately satisfactory 18 35%
Moderately unsatisfactory 8 16%
Unsatisfactory 0 0

XX

its introduction there have been no explicit or
implicit criteria for the use of the PRSC title in a
development policy operation. Unlike DPLs with
Deferred Drawdown Options, and Special DPLs,
for instance, PRCSs are not formally designated as
a separate “DPL Option” in OP/BP 8.60. Their only
distinguishing feature is one of content—they are
aligned with the country’s PRSP and help imple-
ment its development priorities and goals. It is this
content and alignment that the title reflects.

Outcomes of PRSCs

Despite recognizing difficulties with issues of at-
tribution, the IEG evaluation concludes that
growth outcomes of PRSCs have been weak. Man-
agement notes that IEG made only limited use of

its own validations of PRSC Implementation Com-
pletion Reviews (ICRs) in making this assertion.
Management is of the view that it is not possible
to attribute growth outcomes (positive or nega-
tive) to a single operation used by the Bank to sup-
port a country’s national development strategy.
This is because the achievement of the broad ob-
jectives of growth and poverty reduction are the
result of many different factors, including the
support by the Bank through a variety of instru-
ments. If the evaluation had made more use of IEG
validations of PRSC outcomes, which focus on
the specific objectives of each PRSC series, it
would have revealed compelling evidence of the
good performance of PRSCs. Between 2001 and
2009, the Board approved 99 PRSCs. Out of this
total, there are 33 ICRs available covering a total
of 64 PRSCs. IEG validations of these ICRs are
available for a total of 51 operations (as of Sep-
tember 22, 2009). Within the universe of PRSCs
that have ICRs validated by IEG, there were only
eight operations with outcomes rated moder-
ately unsatisfactory, representing about 16 per-
cent of the total. In none of the 51 PRSCs for
which an IEG validation is available were out-
comes rated as unsatisfactory. In 84 percent of
the cases, therefore, PRSC outcomes were rated
as moderately satisfactory or higher by IEG (see
table).

The favorable performance for DPOs overall is also
corroborated by the analysis presented in IEG’s
Annual Review of Development Effectiveness
(ARDE) for 2008 and 2009, which show that PRSCs
have consistently been rated as satisfactory in
achievement of development outcomes during the
past few years. The 2008 ARDE, for example,
found that PRSC outcome ratings had increased
steadily since FY03, with 100 percent of them
rated satisfactory in FY06. The 2009 ARDE found
that project performance was strong in FY0S,
with 81 percent of all Bank-supported projects
rated satisfactory and with DPOs receiving, on av-
erage, higher ratings than investment operations.

Support to Sector Reforms
The report emphasizes in several places (especially
in chapter 2) that, at the time of its introduction,



PRSCs were expected to replace sectoral lending.
Management would like to reiterate that PRSCs
were not designed with the intention to replace
sector lending and that such an objective was
never part of the operational policy guiding de-
velopment policy lending. Quite the opposite—
over time, Management has been expanding the
range of financial and knowledge products it of-
fers to its members, to meet an increasingly diverse
range of client needs. Oftentimes, DPOs are ac-
companied and complemented by analytical work,
by sectoral DPOs, and investment lending. Be-
tween FY05 and FY06, for example, DPOs titled
as PRSCs represented only 15-16 percent of all IDA
lending, and this share fell to 12 percent in FY07
and then further to 8-9 percent in FYO8-09. In ad-
dition, PRSCs as a share of all DPO commitments
in IDA countries topped 27 percent in FY05 and
now represent 21 percent of all DPO commit-
ments for IDA countries.

Replacement of Freestanding Sector Lending
Management questions the report’s finding that
the replacement of sector lending was explicitly
discussed as part of the Country Assistance Strat-
egy in 10 out of 27 countries that had a PRSC op-
eration (chapter 2). Management notes that in a
few CASs, there are references to the fact that de-
velopment policy lending is the preferred aid
modality for specific governments, among other
reasons, because of lower transaction costs to
governments, but even when this is the case, the
Bank’s program includes sectoral investment
lending, which complements (not substitutes for)
development policy lending.

Flexibility in Joint Budget Support Groups

The 2009 DPL Retrospective highlights that de-
velopment policy operations prepared jointly
with other development partners, including
PRSCs, have contributed toward reducing trans-
action costs for governments and enhancing syn-
ergies in policy-based aid. Management has also
observed that (i) in the context of joint budget
support groups, there is a tendency for donors to
cluster around the “lowest common denomina-
tor” in terms of policy content; and (ii) that in
highly harmonized contexts, the harmonization

MANAGEMENT RESPONSE

process can also imply loss of flexibility for gov-
ernments to include new areas of importance in
the joint agenda. Management is of the view that
these factors could reduce the effectiveness of the
Bank’s support to IDA clients, and introduce rigid-
ity in the response to changing conditions and
government priorities. In addition, they may un-
dermine the ownership of the program. The re-
port could have recognized that some flexibility
needs to be retained to adjust the results frame-
work of DPOs (including Performance Assess-
ment Frameworks) to situations in which country
circumstances and government priorities have
changed or new information became available
and may have deviated from what was originally
outlined in the Performance Assessment Frame-
work (PAF). Moreover, the results frameworks of
these PAFs tend to include expected results that
are of a much higher order than a DPO or any
other form of budget support can realistically
influence.

Contribution to Donor Harmonization

Management questions the statement in the Ex-
ecutive Summary that PRSCs rarely served as a
focal point for donor harmonization. When first
introduced, PRSCs supported a country’s PRSP,
which provided the basis for donor coordina-
tion and harmonization around a government’s
strategic objectives. This message contradicts
the report’s own conclusions in chapter 7 that
PRSCs did usually serve as a catalyst for attract-
ing donors to general budget support. For the
same reason, Management also questions the
view expressed in the Executive Summary that
upstream harmonization of the PRS process and
its integration in the policy matrix is limited. In
all countries where a joint budget support group
has been established and a joint PAF is in place,
donors agree on 2 common framework to sup-
port the implementation of the country’s PRS.
The joint PAFs actually reflect the policies and
outcomes of the government’s development
plans and strategies, and Management is of the
view that this harmonized framework leverages
donor assistance to achieve the country’s poverty
reduction objectives as it provides an oppor-
tunity for parallel financing of a government’s
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budget. It is not clear, therefore, why IEG
claims that upstream harmonization of the PRSP
process and its integration in the policy matrix
is limited.

Outcomes in the Health Sector

Management questions the report’s finding that
the “outcomes of sector components of PRSCs in
health appear weaker than in health sector in-
vestment lending.” Management notes that health
outcomes of Bank operations in general have
been weak and this evaluation does not present
evidence to show that these outcomes are weaker
for DPOs (or DPOs titled PRSCs) as compared with
investment lending.

Caveats

Although Management agrees with the thrust of
the findings of the IEG evaluation, it would like
to point out that the report contains a few ex-
amples of statements—specifically, regarding the
interpretation of some of the findings—that would
have benefited from further elaboration and qual-
ification. Overall, Management agrees with most
of the IEG findings and, with the exceptions noted
above regarding the assumption that the PRSC re-
mains a separate brand name and that the use of
the term “trigger” should be eliminated, accepts
its recommendations. Detailed responses to the
recommendations are outlined in the attached
Management Action Record.



Management Action Record

MANAGEMENT RESPONSE

Recommendations

Management response

1. Phase out the PRSC as a separate brand name
for development policy lending or clarify when it is
appropriate to use it.

Convergence in the design and content of PRSCs and other
development policy lending suggests that there is no rationale
for the separate existence of the PRSC today. However,
there are also implicit criteria backing the PRSC brand name.
If the PRSC brand name is seen to still be important, clear
guidelines (which are currently lacking) and criteria for eli-
gibility should be spelled out and applied.

Agreed. All operational policy and guidance on development policy lending were unified with
the introduction of OP/BP 8.60 in 2004. OP/BP 8.60 and operational guidance do not list PRSCs
as a separate option. Since 2004, therefore, PRSCs have not had a separate existence. Poverty
Reduction Support Credit (or Grant) is simply a title given to operations, usually programmatic,
to signal their alignment with a PRSP. Management will emphasize this in training activities and
guidance to staff to eliminate any remaining misunderstandings on this matter. Management
is not prepared to object, however, if a government wants to call the development policy opera-
tion that it receives from the World Bank a PRSC. Management considers this action complete,
as subsequent to the evaluation we have clarified this in DPO guidance.

2. Simplify the language of conditionality for
PRSCs/DPLs by eliminating the term “triggers”
and by transferring program benchmarks to the
monitoring framework

Inline with its use of the term “prior actions,” the Bank could
further simplify its lending framework by dispensing with the
term “triggers” and substituting the term “indicative prior ac-
tions for future lending.” Lending would then be based sim-
ply on prior actions already achieved and indicative prior
actions for future lending. This would exhibit greater flexi-
bility and improve understanding.

To clearly delineate legally binding conditions from program
benchmarks, which are still referred to as binding and non-
binding conditions by clients and others in the aid commu-
nity, program benchmarks should be removed from the policy
matrix/Performance Assessment Framework and, instead,
combined with the program monitoring framework.

Disagreed. Management is of the view that the thrust of this recommendation is embedded in
the framework for the provision of programmatic development policy lending. Triggers—as
described in Board approved OP/BP 8.60—are “indicative prior actions for future lending.” As
evidenced in the evaluation, the use of triggers for future operations has been flexibly applied.

Legally binding conditions in DPOs are only prior actions and tranche release conditions. These
are clearly identified in program documents and in legal agreements. Both are documents of the
World Bank and are made public. However, Performance Assessment Frameworks are not Bank
documents, but are developed jointly by governments and our development partners. Therefore,
Management cannot commit to undertake the actions suggested by this recommendation.

3. Enable more effective participation of the Bank
in a multidonor budget support lending framework
by better synchronizing Bank internal process with
donor processes.

At present, Bank financial commitment to support, in a mul-
tidonor framework, must sometimes be made before the
Bank's internal review of the PRSC. This can limit the Bank's
substantive contributions and comments on program content.
Synchronizing the Bank’s internal processing schedule with
country and donor processes would ensure Bank input in
PRSC/DPL formulation.

Agreed in principle. More effective participation of the Bank in multidonor budget support (MDBS)
groups would be valuable in helping countries achieve their development goals. Management
agrees that it would be optimal to achieve such synchronization. However, MDBS lending frame-
waorks are prepared and implemented in tandem with other development partners, and there can
be tradeoffs and limits to Management's ability to commit to a particular operation in the absence
of Senior Management and Board approval. As indicated in the 2009 DPL Retrospective, Man-
agement agrees to review its experience with MDBS frameworks and derive lessons from these
collaborative engagements and to use these lessons to identify ways to do better in the future.
This action will be completed when the proposed review of experience with MDBS frameworks
agreed to in the DPL Retrospective has been concluded and lessons disseminated.

4. Underpin operations with comprehensive
diagnostics

PRSCs (and DPLs) should reflect country-specific growth di-
agnostics, which are undertaken based on analytic under-
pinnings that identify an overall growth strategy reflecting
the linkages among growth, poverty-reduction, and broader
social development.

Agreed. As discussed in the 2009 DPL Retrospective, Management fully agrees that the policy
and institutional actions supported by a DPO should be underpinned by comprehensive analytic
work. However, Management would like to note that diagnostic work needs to be related to the
content of the operation. For example, a DPO that focuses on the health sector should be un-
derpinned by comprehensive analytic work on health. Management will monitor and report on
progress in strengthening the diagnostic underpinning of DPLs in the context of its periodic DPL
Retrospectives.
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Management Action Record (continued)

Recommendations

Management response

5. Strengthen PRSC/ DPL results frameworks
and link them with the underlying PRS / national
development strategy and increase their
poverty focus.

Results frameworks of PRSCs should be consistently linked
to those in the PRS or national development strategy and its
annual reviews, and simplified to a small set of core out-
comes. Adequate baseline and intermediate indicators and
pro-poor results indicators should be required and built on
country monitoring systems to the extent feasible.

Agreed. As discussed in the 2009 DPL Retrospective, DPOs have become increasingly results
focused, but there is scope for further improvement in their results frameworks. Management
agrees with the recommendation to strengthen DPL results frameworks with the adequate use
of baseline and results indicators that are linked to the actions supported by the operation. Man-
agement notes, however, that the results frameworks of DPOs need to be mare specific than those
prepared for a PRSP or a national development strategy. In the context of its 2009 DPL Retrospective,
Management has agreed to update guidance to staff on how to design results frameworks. This
action will be considered completed when the revised guidance to staff agreed to in the DPL Ret-
rospective has been completed and disseminated.

6. Focus sector content in policy loans on high
level or cross-cutting issues.

PRSC/DPL sector content should focus on areas where it has
been consistently effective: cross-sectoral or central ministry
issues critical to facilitating key sectoral reforms and strength-
ening sector budget processes. Complementary parallel sec-
tor lending, linked to PRSC/DPL, remains necessary to address
detailed technical issues and facilitate program ownership
by line ministries.

Agreed. Management agrees with this recommendation to focus sector content of DPOs on areas
that can enhance the effectiveness of the reforms supported by the Bank and with the provision
of parallel sector lending necessary to address specific sector issues that cannot be addressed
by the DPL instrument in isolation. Management will continue to monitor the content of DPOs in
the context of its periodic DPL Retrospectives.

XXV



Chairperson’s Summary:

Committee on Development
Effectiveness (CODE)

n November 4, 2009, the Committee on Development Effectiveness

(CODE) considered the report Poverty Reduction Support Credits:

An Evaluation of World Bank Support, prepared by the Independent
Evaluation Group (IEG), together with the draft Management Response.

Summary

The Committee felt that the IEG evaluation was
positive overall and a good complement to the
recently discussed Development Policy Lending
(DPL) Retrospective. The Committee welcomed
the agreement between Management and IEG
on the importance for PRSCs to incorporate
analytical underpinnings and to strengthen their
results framework. However, it also noted some
disagreements on key issues, including the
need to clarify the use and meaning of the PRSC
“brand name” as a specific instrument supporting
country-owned development strategies, the con-
tributions of PRSCs to growth and poverty re-
duction, and the role PRSCs have had in facilitating
donor harmonization.

Members raised diverse views on the use of “PRSC”
as a separate brand name for DPL support for
IDA. In this regard, the Legal Counsel confirmed
that the unified framework adopted by the Bank
in 2004 for all policy-based lending through OP
8.60 covers operations entitled PRSC, while leav-
ing room for customization. Members agreed on
the difficulties of measuring the impact of PRSCs
on growth and poverty reduction given the issue
ofattribution, and the need for more work by IEG
and Management on attributing poverty outcomes

to particular operations. Related to this, mem-
bers underscored the importance of having a
communication strategy for the general public
about the evaluation findings and recommenda-
tions, including Management Response, in order
to avoid misperceptions. Members raised several
comments on IEG’s recommendation for the
Bank to have a greater voice in the multidonor
budget support lending framework, through bet-
ter synchronization of Bank and country processes.
They felt that the Bank’s leading role should be
adapted to countries’ specific conditions.

Next Steps

The Committee noted the following next steps:

* For Management to review its response in light
of the CODE discussions.

* For IEG to disclose this evaluation report in
accordance with the IEG disclosure policy.

The following main issues were discussed during
the meeting:

Brand Name

Members and speakers raised questions on
whether PRSCs are instruments with distinguishing
characteristics or are identical to other DPOs.
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They expressed diverse views, pointing out that
having a brand name may help to identify the in-
strument’s objectives and to assess quality, and that
abrand name helps to differentiate PRSCs’ specific
alignment to Poverty Reduction Strategies (PRSs)
from other DPLs. They noted that further infor-
mation was needed to clarify the relevance of
distinguishing PRSCs from DPLs. Management
clarified that PRSCs were processed under in-
terim guidelines prior to 2004. However, since
OP/BP 8.60 was approved in 2004, PRSCs are not
subject to separate policy or guidelines and should
not be identified as a different instrument. Today,
PRSC or PRSG is a title given to a DPO, usually pro-
grammatic, to signal its alignment with a PRSP
IEG pointed out that although, de jure, there is
no distinction, de facto, many Bank task team
leaders, managers, and client countries still view
the PRSC as having some characteristics distinct
from other DPLs.

In response to a specific request for a legal clar-
ification, the Legal Counsel explained that, under
the unified policy framework for all policy-based
loans (PBL) adopted in 2004 through the in-
troduction of OP 8.60, the Bank discontinued
the use of special names and acronyms previ-
ously used for PBL, such as SECALs and PSALs.
The policy framework uniformly applies to all
DPL as a single lending instrument, while leaving
room for customization. However, the Board
agreed to retain the use of the term PRSCs for de-
velopment policy support to IDA countries with
a PRSP, to maintain continuity with the well-
established approach of using PRSPs as a basis for
IDA support.

PRSC

Members felt that more emphasis should be given
to tracking growth and poverty reduction in PRSCs,
although recognizing that there is a difficult attri-
bution problem. They noted that IEG did not find
performance differences between PRSC countries
and better performing non-PRSC IDA countries.
Noting the differences between IEG and Man-
agement on measuring the attribution to growth

and poverty reduction, some speakers encour-
aged early discussions on this matter. One mem-
ber stressed the need to focus on the quality of
conditionalities as well as simplifying or reducing
their number, and the need to avoid misinter-
pretations regarding legally binding conditions, in-
cluding triggers and program benchmarks.

Speakers raised comments and questions on the
use of PRSCs in fragile countries; the relation be-
tween large budget support and country debt
management; the complementarity of PRSCs,
sectoral DPLs, and investment lending (for spe-
cific sectors); and technical and capacity-building
support.

Results Framework

Members broadly agreed on the importance
of strengthening the results framework and
maintaining consistent outcomes indicators and
baseline data but taking into account countries’
capacity constraints. One member felt that the
evaluation of CASs against the core objectives of
poverty reduction may be more appropriate than
trying to measure PRSCs’ contributions to poverty
reduction.

Harmonization

Members expressed diverse views on IEG’s rec-
ommendation to enable more effective partici-
pation of the Bank in a multidonor budget support
lending framework. Their comments underlined
the different models of donor harmonization,
based on each country’s situation or sector-
specific support; that the Bank is just one of many
participants, and that it is not in a position to en-
sure a leading role in a multidonor partnership
framework. In addition, there was a suggestion to
undertake further work on the impact of har-
monization on transaction costs to the Bank. The
need for greater flexibility in adjusting multi-
donor budget support group’s Performance As-
sessment Frameworks (PAFs) to changing country
circumstances was also cited.

Carolina Renteria, Acting Chairperson



Synthesis of Comments from
External Expert Panel Review

General Comments

The external experts who reviewed this evaluation
commended it as comprehensive and competent
in its analysis, with soundly based judgments sup-
ported by a well-triangulated range of quantitative
and qualitative data. The lessons learned were
deemed quite rich and a good guide in redesign-
ing the PRSC instrument or considering similar in-
struments at the World Bank or sister multilateral
development banks. Many findings echoed those
of other, similar studies outside the Bank, and
the evaluation would benefit from more cross-
references to such studies.

The main finding of the evaluation—that PRSCs
have made important contributions but largely in
the arena of budget/public financial management,
rather than observable sector outcomes, along
with some important changes in the design and
implementation of development policy lending,
was not considered a surprising finding. Other
evaluations of budget support point to similar
changes in process. However, the net impact of
the PRSC was also the outcome of a number of
parallel programs by other donors, and a deeper
exercise of the relationship between develop-
ment lending by all donors and development out-
comes would be needed to better appreciate the
impact of budget support to country-owned de-
velopment strategies.

Detailed Comments

PRSC Design: Differences Relative to Past
Structural Adjustment Lending and Other DPLs
One of the main achievements of the PRSCs was
in processes and design. At inception, PRSCs re-
ally were a substantially different way of doing

business for the Bank. They helped strengthen
country ownership and supported a shift in focus
to public sector management and pro-poor service
delivery. The report makes a convincing case that,
although there were important design differences
between PRSCs and past structural adjustment/
balance of payments-style lending, now there are
few discernible differences between PRSCs and
DPLs as currently constituted. The PRSC design has
thus in a sense been validated within the Bank by
the creation of the DPL instrument.

PRSC Conditionality

The discussion about conditionality could be
more hard-hitting. The use of language around
core conditions (benchmarks, triggers, waivers,
milestones, etc.) is nontrivial and has to be radi-
cally simplified if trust and transparency with
county partners is to grow. There is some skep-
ticism in the wider development community
about whether the Bank has in fact reduced the
number of conditions, with some arguing that
the proliferation of benchmarks is simply condi-
tionality by another name. It is important that
the evaluation is very clear on the value, or oth-
erwise, of core conditions and what can be done
to continue to simplify while supporting owner-
ship and better performance.

PRSC Sector Focus

The evaluative evidence points unequivocally to
the limited reach of PRSCs at the sector level. This
would seem to support the case for complemen-
tary instruments working at systemwide and sec-
tor levels. There is a lot of evidence, including in
this report, that general budget support instru-
ments are very useful for dialogue on govern-
mentwide policy issues and on some high-level
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sectoral ones, but not useful for any more de-
tailed sector policy dialogue. However, there is no
mention of the new breed of Sector Budget Sup-
port instruments and their place in the Bank’s in-
strument mix. Some cross-referencing to what is
happening at the sector level, and what might be
appropriate in the way of policy-based lending at
the sector level, would be very helpful. There is
more work to be done on assisting countries to
build constructive relationships between finance
and sectoral ministries.

PRSC Predictability and Regularity

The report’s conclusions on predictability ring
true and seem soundly based—that is, that there
was some increase in both the proportion of com-
mitments disbursed and the regularity of dis-
bursement, and that better alignment with the
preparatory process is harder (though arguably
at least as important) as other aspects of aid and
budget alignment. However, the evaluation does
not investigate the optimum cycle for PRSC-type
lending. This could feed into the debate about the
time needed to deliver on results, the impor-
tance of medium-term commitments, and how
to create/support recipient country policy space.
Finally, although PRSCs may have improved the
predictability of resources from the World Bank,
it could be argued that overall resource pre-
dictability did not necessarily improve. There is
a risk that in case of a disagreement, donors could
jointly withdraw their support and the recipient
country would be confronted with a large gap in
its budget. It is for this reason that some African
countries prefer to have project-based support.

The PRSC Process—Alignment with Country
Systems, Operationalization of PRS, Results
The general picture of gradually increasing align-
ment from a weakly aligned beginning seems
clear and well-supported by evidence. The com-
ment that, in practice, alignment is much closer
with the ministry of finance/planning, that there
is little contact with legislatures, and that links to
sectoral ministries and civil society are highly vari-
able, all ring true. The report could be strength-
ened by highlighting more the internal political
economy of recipient countries (for example, the
PRSC tends to strengthen the ministry of finance

and, therefore, create tensions with line min-
istries such as those for health and education).

On the operationalization of a country-driven
PRS, the report may miss the significance of pol-
icy dialogue and good advice on operationaliza-
tion (for example, development of key institutions
and improved monitoring by civil society of ser-
vice delivery). The report could have better ad-
dressed the extent to which the PRSCs have
helped shape the dialogue around core policy
issues within the government and among the
government, the Bank, and other development
partners.

The report’s cautious conclusions regarding re-
sults and monitoring are well supported and seem
entirely plausible. Reflection on how to move
this discussion from accountability to the donors
toward accountability of PRSC host governments
to their electorate would have been welcome.
Homegrown results frameworks will be far more
significant than box-ticking the often complex
requirements of donors, including the Bank.

PRSC Contribution to Donor Harmonization
around a Country-Owned, Medium-Term PRS
The report asserts that, despite their contributions
to donor harmonization, PRSCs rarely served as
focal points for donor coordination, and the Bank
had limited influence in shaping the overall
agenda. This judgment seems soundly based.
There is no doubt that the effective management
of large donor groups providing general budget
support financing is a major current issue. The re-
port is consistent with other surveys in pointing
out that such groups can cause overly complex
conditionality and results matrixes. The fact that
the Bank’s influence is limited is not, however, an
undesirable outcome. The Bank’s influence, like
that of every individual donor should be limited
if country ownership is to mean anything. With-
out doubt, the Bank had a major role in harmo-
nizing and aligning donors around the PRSC, but
this should not be presented as a determinant of
success.

The issue of transaction costs is correctly raised.
It is encouraging that some recipient government
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officials feel that harmonization has cut transac-
tion costs to them. On the donor side, the com-
plaints of Bank staff would be echoed by many of
their counterparts in other donor agencies. The
analysis of aid channeled though national sys-
tems for PEMP could be framed in a more chal-
lenging way by looking at how far non-general
budget support flows use such systems.

PRSC Outcomes—Effectiveness in
Strengthening Public Financial Management
This issue is addressed in a single chapter, using
a clear methodology and drawing on a large num-
ber of sources for its findings. The conclusion, that
PRSCs were reasonably effective in design, help-
ing address recipients’ needs in PFMP systems,
harmonizing such programs among donors, and
generally implementing them in a timely manner,
seems well-based. It is also very consistent with
the findings of the OECD-DAC’s 2006 evaluation
of budget support.

PRSC Outcomes—Setting Conditions for
Sustained Growth and Supporting Service
Delivery to the Poor

A common critique among the expert panelists
was the need for more discussion of the
“spend/absorb” debate in the report so as to bet-
ter understand exactly how PRSC resources were
used by client governments and its macro and
micro effects. For example, were the additional re-
sources provided through the PRSC used to sus-
tain key aspects of government spending or to pay
down domestic debt and cut government bor-
rowing? Were they used to facilitate additional
imports or to boost net reserves? To the extent that
some client countries decided to regulate ab-
sorption of aid disbursements and build up their
reserves to avoid the effects of “Dutch disease”;
could this explain the relatively weak development
outcomes in PRSC countries?

Despite the report’s lack of analysis on the extent
to which financial resources were spent/absorbed,
its conclusion that the PRSC instrument was prob-
ably not particularly influential in boosting growth
rates is probably accurate. However, the report also
takes a rather limited view of pro-poor growth in
several of its judgments, in its reference that “In

some countries, an early poverty focus shifted to-
ward growth-oriented educational strategies em-
phasizing technical and vocational training in an
effort to address growing skilled labor shortages.”
Surely, countries are right to expand technical
and vocational education as labor market demand
increases, to sustain growth and employment.

Further discussion would also be welcome on
how effectively the PRSCs have helped introduce
a growth focus into the PRS agenda—that is, did
PRSC policy dialogue help rebalance donor efforts
and national action toward growth, while main-
taining a focus on the distribution of the benefits
of growth to the poor?

The analysis of how well PRSCs have supported
service delivery to the poor was generally sound
and addresses the heart of the issue—the com-
plementarity between what one should expect of
a general budget support-type instrument and
what one should expect from sector-based in-
struments. The findings that “a high proportion
of measures incorporated in individual PRSCs to
support the achievement of sectoral objectives in
the areas of health, education, and water supply
and sanitation focused on budget and public fi-
nance. . .” seem plausible and indeed logical.
However, the question about whether PRSCs are
more or less effective than other interventions, for
example, in health, may be somewhat misplaced
given the necessarily different focus of a general
budget support-type instrument and a sector-
specific instrument.

The report should also do more to highlight its
finding that PRSC countries were associated with
greater progress on the Millennium Development
Goals. The suggestion that PRSCs have been as-
sociated with, if not contributed to, generalized
progress toward the Millenium Development
Goals is not trivial.

Conclusion and Recommendations

There is no conclusion that states that PRSCs
have delivered and that budget support works in
some fundamental ways. This could be stated
more clearly, with all the appropriate caveats
about the scale and type of achievements.

XXX
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While the PRSC has probably lost its distinctive-
ness, and the evidence in the evaluation is pretty
persuasive on this, the “poverty reduction” ele-
ment of the Poverty Reduction Support Credit was
terribly important as a signaling device. Instead
of dropping the PRSC label, the report could con-
sider renaming it something slightly different, as
such branding may be useful as a signaling device,
and there may be some unfinished business that
a PRSC-type instrument should still be address-
ing, especially in light of the financial crisis and
the need to build systemwide resilience in low-
income economies. It is accepted that PRSPs are
now morphing increasingly into national devel-
opment strategies and hence the poverty reduc-
tion element of the PRSC has less of an obvious

anchor. But an alternative view would be to reflect
better the changing landscape and rename the
PRSC as the Poverty Reduction and Growth Sup-
port Credit.

Notwithstanding these points, the recommen-
dations seem sensible but incremental. Perhaps
this is the best way forward, but the financial cri-
sis and long arm of the food-price crisis in low-
income countries adds a sense of urgency to what
needs to be done on everything from domestic
resource mobilization to climate-resilient growth,
to social protection. Urgent answers are needed
to the question of how future Bank DPLs will
support low-income countries and the place of the
PRSC within this context.

Alison Evans, Director, Overseas Development Institute
Louis Kasekende, Chief Economist, African Development Bank

Richard Manning, former Director, OECD-DAC



Chapter 1

Evaluation Highlights

e This evaluation assesses the rele-

vance and effectiveness of PRSCs
and their contribution to poverty-
reducing growth.

PRSCs were introduced to opera-
tionalize countries’ development
strategies.

PRSCs embodied differences in focus
and design compared with previous
adjustment lending.

PRSCs were based on Interim Guide-
lines that were never formalized.
Later guidelines for development pol-
icy lending subsumed PRSCs, which
today have no formal underpinning.
Parallel with changes in Bank lend-
ing, the character of aid flows from
other donors also changed.
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Introduction

t the time of its introduction in early 2001, the Poverty Reduction
Support Credit (PRSC) signaled a new modality for adjustment lend-
ing to low-income International Development Association (IDA) coun-
tries, anchored in a country-owned, comprehensive, partnership-oriented, and
poverty-focused development strategy. PRSCs were introduced to help im-
plement countries’ development strategies, embodied in Poverty Reduction
Strategy Papers (PRSPs), introduced in tandem with the World Bank’s Com-

prehensive Development Framework.

Adjustment Lending and Poverty
Reduction Support Credits

Poverty Reduction Strategies (PRSs) provided the
basis for Bank and International Monetary Fund
(IMF) concessional lending and debt relief under
the joint Heavily Indebted Poor Countries (HIPC)
Initiative. PRSCs were intended to parallel the

PRSC was intended to increase attention on so-
cial services, in line with expectations under the
Millennium Development Goals. And the PRSC
program was also intended to serve as a vehicle
for donor harmonization and alignment around
a set of development objectives.

The PRSC design was intended to pro-
vide programmatic support framed by
a series of annual single-tranche oper-
ations, in contrast to preceding multi-
tranche adjustment operations. The
PRSC was also expected to reduce the
burden of conditionality, based on ac-
tions already achieved, prior to the sub-
mission of an operation to the Bank’s

PRSCs differed from
previous adjustment
lending in baving greater
country ownership, less
onerous conditionality,
greater predictability,
and a strong focus on
reinforcing budgetary
processes.

IMF’s Poverty Reduction and Growth Facility, with
a focus on long-term and poverty-focused insti-
tutional strengthening.

While PRSCs were subject to prevailing provi-
sions for Bank-supported adjustment lending,
they were heralded by new Interim Guidelines that
specified the underlying principles (annex 1).!
Country ownership was the first principle.

Whereas traditional adjustment operations were
held to be based on the Bank’s vision of de-
velopment, the PRSC would be based on the
country-owned PRSP, developed with the partic-
ipation of all segments of government and civil so-
ciety. PRSCs were intended to be based on a
comprehensive and holistic view of development,
covering a range of medium-term structural, so-
cial, and institutional issues (such as social services
delivery, public sector management, regulatory
framework, and governance), in contrast to the
focus of traditional adjustment lending on stabi-
lization, market liberalization, and private sector
development. The poverty—reducing focus of the

Board for approval.2 PRSCs introduced

the concept of adaptable triggers for subsequent
operations, which could be modified, substituted,
or waived, in place of binding ex-ante legal con-
ditions. The programmatic nature of annual lend-
ing was intended to increase the predictability of
support and to complement countries’ budget
resources; greater attention would also be paid
to alignment with countries’ domestic budget
cycles.

Finally, PRSCs were intended to explicitly recog-
nize the role of institutions and governance in
achieving success in development, and strong
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Is the PRSC a Distinct Instrument?

Box 1.1.

Many Characteristics of PRSCs Have Been Subsumed
under Development Policy Loans

The Bank’s new policy for Development Policy Loans, issued in Au-
gust 2004 under OP 8.60, do not distinguish between PRSCs and
other DPLs. In practice, DPLs adopted many features of the PRSC
Interim Guidelines of May 2001, including a broad-based consul-
tative process underpinning a program of structural reform that fo-
cused on achieving poverty-reducing growth, a sustainable macro
and institutional framework, enhanced donor harmonization, the
use of a results-based approach, and a monitoring and evaluation
framework. Moreover, the analysis here shows that many of the
characteristics of PRSCs have been subsumed under DPLs, as the
new OP 8.60 intended. There was a clear shift in the structural focus
as well as the character of conditionality in policy-based lending.

But the PRSC Label Still Retains Some Distinguishing
Features

In practice, the PRSC aims to be a distinctive brand name and re-
tains distinguishing features, including:

* Providing broad-based reform support, based on the country’s

medium-term national development strategy and/or country-
owned PRS;

The Africa Region

own guidelines.

reform commitment was a prerequisite.
PRSC programs emphasized reinforcing
public financial management systems to

* Policy-based lending as part of a programmatic series, based
on Country Assistance Strategy and Poverty Reduction Strat-
egy Paper (CAS/PRSP) cycles;

* A policy reform program oriented toward poverty-reducing
growth;

* Awell-performing macro policy and institutional environment,
with adequate capacity in financial management and suffi-
cient control of corruption; and

* A demonstrated record of sustained reform commitment.

Many IDA CASs considered the adoption of PRSCs, but rejected
their use because conditions were not deemed adequate, due to
doubts about sustained reform commitment or limited depth of di-
alogue. In other countries, PRSCs have been rejected as the op-
eration of choice by managers because they are perceived to be
broad-based, while narrower, more focused operations have been
considered more strategically useful (and in some cases, easier
to supervise). In some Europe and Central Asia countries ap-
proaching middle-income status there has been hesitation to use
the PRSC due to its implied poverty focus, which is felt to be as-
sociated with low-income countries. In sum, it appears that there
are generally accepted, implicit criteria guiding the selection of op-
erations that can earn the PRSC label.

came to be clearly articulated in the Africa Region,

PRSC instrument.

enable aid to be channeled through

which became the most intensive user of the

country systems with manageable levels of fidu-
ciary risk. Some of the features described were not
new, although PRSCs embodied a marked change
in their emphasis and practice.

Although not explicitly stated in the Interim Guide-
lines, PRSCs came to be offered, usually, to better-
performing IDA countries with a demonstrated
record of reform and sustained commitment to
a medium-term national development strategy
aimed at poverty reduction. PRSCs became a sig-
nal of dependable Bank support to countries ca-

pable of sound fiduciary management,

The Interim Guidelines of the PRSC were never
formalized. New Bank guidelines for adjustment
lending were introduced in late 2004, subsuming
the PRSC Interim Guidelines and bearing many
of its characteristics.> Today, PRSCs are a part of
Development Policy Loans (DPLs)/Credits and
there are no guidelines for the PRSC as a distinct
lending instrument. Nevertheless the PRSC label
remains, albeit as a subset of programmatic de-
velopment policy operations, traditionally re-
served for well-performing IDA countries, for
broad-based support toward national strategies
focused on poverty-reducing growth.*

Later, PRSCs were
subject to guidelines for
all Bank development
policy lending.

where aid could be fungible and dis-
bursed into a country’s budget, to be
efficiently allocated in accordance with
country priorities. These principles

The PRSC remains popular, especially in Africa,
where new PRSC countries continue to be added
each year, and it remains the Bank’s most im-



portant form of policy-based lending in many
IDA countries.> This evaluation aims not only
to examine the extent to which PRSCs were able
to operationalize countries’ Poverty Reduction
Strategies but also, in view of their continued
prominence, to examine their relevance and ef-
fectiveness today as an instrument of Bank lend-
ing for poverty alleviation.

PRSC Growth and Regional

Distribution

Within four years of its introduction, by fiscal
2005, PRSCs had rapidly come to account for al-
most 60 percent of IDA policy-based lending,
which amounted to almost a quarter of total Bank
policy-based lending at that time.® The share of
the PRSC in total IDA disbursements, including in-
vestment lending, grew from 5 percent in fiscal
2002 to a peak of 17 percent in fiscal 2005, and
declining to 11.3 percent in fiscal 2008 (figure 1.1
and appendix table A1.1).”

The share of the PRSC in IDA disbursements to
individual countries was sometimes considerably

INTRODUCTION

higher, often attaining or exceeding
half of total Bank disbursements in
countries such as Benin, Burkina Faso,
Ghana, Rwanda, and Uganda. In some
years PRSC flows exceeded 60 percent of IDA
flows to Burkina Faso and over 80 percent of IDA
flows to Uganda. PRSC disbursements averaged
a third of total disbursements to PRSC countries
in the years in which they had a PRSC operation
(appendix table A1.2).

For all recipient countries, the share of PRSCs in
total World Bank disbursements has averaged 30
to 40 percent over the past five years, with perhaps
some trend decline within this band. PRSCs have
never made up a large part of government budget
needs—from 7 percent for countries receiving
PRSCs in 2001 and 5.4 percent in 2004, the share
declined steadily thereafter to 1.5 percent in 2008.
PRSCs also appear to have declined relative to
total aid and to total budget support aid
that PRSC countries have received from
all sources (figure 1.2 and appendix
table Al.4). This is despite some pro-

Figure 1.1. PRSCs: Shares in Policy-Based and Total Lending (FY01-08)

PRSC operations initially
grew rapidly in number
and importance.

PRSCs accounted for over
balf of IDA disbursements
in many countries.
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Figure 1.2. PRSC Lending in Proportion to Country Income, Budget, and Aid Flows (1995-2008)
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More recently,
PRSC shares in Bank

disbursements have

declined, as bave their
contributions to budget
support in recipient
countries.

Some Bank operations
bave PRSC characteristics
but are not labeled PRSCs.

portional decline in aid flows to PRSC
countries, relative to their national in-
come, from somewhat over 15 percent
to about 10 percent, and reflects an
overall increase in budget support aid
as a proportion of total aid, at least
until 2006.

PRSCs expanded from 21 operations in fiscal
2001-04 to 66 operations in fiscal 2005-08 (fig-
ure 1.3, appendix table A1.3). Over this period the
Bank approved 87 PRSC operations. Total ap-
provals by end-fiscal 2008 amounted to $6.6 bil-
lion. Further approvals of $1.3 billion brought
the total to 99 operations by end-September 2009.
Another 20 operations amounting to $1.7 billion
are under preparation. New PRSCs approved each
year rose from 2 per year in fiscal 2001-02 to 10
per year in fiscal 2004, and between
15-19 per year in fiscal 2005-08 (fig-
ure 1.3). The number of countries en-
gaged in ongoing PRSC operations

increased to 20 by fiscal 2005, and fluctuated
around this level thereafter.

Of the 27 countries that have received PRSC fund-
ing through fiscal 2008, 10 have embarked on
their second or even third PRSC series (table
1.1). Another 9 countries have had a single PRSC
series so far. But in 8 countries, PRSC operations
were abandoned and did not mature into a full
programmatic series. Some early PRSCs began
preparation as Structural Adjustment Credits—in
Vietnam, Lao People’s Democratic Republic, and
Nicaragua.® The Bank also had poverty-focused
programmatic loans that did not bear the PRSC
label—for example, Bangladesh Development
Credits (four in 2003-08) and Tajikistan Pro-
grammatic Development Policy Grants (three
from 2006 to the present). Especially between
2002 and 2005, several other IDA countries con-
sidered, or even began, the preparation of PRSCs
but did not proceed with them.? PRSCs had other
implicit criteria—providing broad-based support
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Figure 1.3. PRSCs: Ongoing Programs, New Operations Approved, and Regional Distribution

(FY01-08)
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Table 1.1. PRSCs: Countries, Series, and Operations (FY01-08)

Burkina Faso 7 3 FY02—present Albania 3 1 FY02-05 Azerbaijan 1 1 FY05
Benin 4 2 FYO04—present Armenia 4 1 FY05-08 Ethiopia 2 1 FY02-05
Ghana 6 2 FY03-present Cape Verde 3 1 FY05—present  Guyana 1 1 FY03
Lao PDR 4 2 FY05—present Georgia 4 1 FY06—present  Honduras 1 1 FY04
Madagascar 5 2  FY05-present Lesotho 1 1 FY08—present  Nepal 1 1 FYo4
Mozambique 4 2 FY05-present Malawi 1 1 FY08—present  Nicaragua 1 1 FY04-07
Rwanda 4 2 FY05—present Mali 2 1 FY07—present ~ Pakistan 2 1 FY05-07
Tanzania 9 2 FY03-present Moldova 2 1 FYO7—present  Sri Lanka 1 1 FY03
Uganda 7 2 FYO1-present Senegal 3 1 FY05—present
Vietnam 7 2 FYO1-present
Totals PRSCs Countries PRSCs Countries PRSCs  Countries

53 10 23 9 10 8

Source: World Bank data.
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to countries with strong reform commitment.
The group of PRSC look-alikes is small.!? This eval-
uation therefore does not adjust, through omis-
sion or inclusion, for those operations that have
PRSC characteristics but do not bear the label.

Parallel Changes in the Lending
Environment and Aid Architecture
Changes in lending policies introduced with the
PRSC reflected larger trend changes in the global
aid architecture, affecting the Bank as well as
other donors (box 1.2). Critics found

programs of other lenders that also increased
their budget support aid. And calls for donor har-
monization and alignment with country systems
were central tenets of the 2005 Paris Declaration
of Aid Effectiveness, to which the Bank was a sig-
natory. New Bank guidelines for development
policy lending, introduced in late 2004, reflected
all of these principles.

These factors increase the difficulty of isolating the
effects of the PRSC. First, development policy
lending was changing Bank-wide, and its com-

limited links between structural ad-
justment programs and economic
growth in the absence of country
ownership. The Bank’s emphasis on
country-driven aid and strengthened
budget processes was reflected in aid

Policies toward

other adjustment
lending changed over the
PRSC period, so did the
nature of aid flows from
other sources.

parators were therefore shifting. Second, changes
in thinking toward aid and the development
agenda affected not only the Bank but also other
partners in development. In recipient countries,
therefore, changes in the character of aid flows
with the PRSC occurred in tandem with changes

Box 1.2. PRSCs in the Bank’s Regions—Diverse Patterns

Africa—The Africa region began using PRSCs early (Uganda in fis-
cal 2001, Burkina Faso in fiscal 2002) and has always had the
largest portfolio of PRSCs among the regions (13 countries by fis-
cal 2008). The region has stood has outin having a clear vision for
the PRSC since 2003, as a reward for high performers with trust-
worthy public financial management systems. Africa’s PRSCs have
strongly emphasized building and using country systems and donor
harmonization around a common medium-term reform framework.

East Asia and Pacific—In Vietnam, the first PRSC was largely a
continuation of Bank Iending in the 1990s. In Lao PDR, budget sup-
port, provided via the PRSC, served to leverage government re-
form efforts, which accompanied support to its large-scale
hydroelectric projects and planned Bank investment. PRSC pub-
lic financial management reform incorporated benchmarks for rev-
enue management in accompanying projects.

Europe and Central Asia—In the five Europe and Central Asia
countries where the PRSC has been used (Albania, Armenia,
Azerbaijan, Georgia, and Moldova), it has generally provided a
relatively small share of country budget needs. PRSC policy
measures are less focused on building country systems (as in
Africa) and more on transitioning toward market-led growth.
Donor harmonization has not been a major element due to lim-
ited other budget support. Overall, the PRSC's regional role is small.
Infiscal 2009, Georgia is the only country with an active PRSC pro-

gram. Three Europe and Central Asia PRSC countries have grad-
uated from IDA or chosen other instruments.

Latin America and Caribbean—Three countries had embarked
on PRSCs (Guyana, Honduras, and Nicaragua), but currently
there are no ongoing operations. PRSCs were discontinued
largely due to political changes limiting reform sustainability.

Middle East and North Africa—The PRSC has never been a
part of the region’s lending portfolio. There are only three IDA-
eligible countries in the region (Djibouti, Sudan, and Yemen). Yet,
itis interesting that two, Djibouti and Yemen, had relatively high
Country Policy and Institutional Assessment (CPIA) scores and
a history of adjustment lending/development policy lending and
may have been PRSC eligible. Yemen's Institutional Reform Credit,
approved in December 2007, focuses on growth and governance,
and did not use the PRSC label.

South Asia—Although Nepal, Pakistan, and Sri Lanka initiated
PRSCs over the period 200305, there are currently no ongoing op-
erations. Nepal and Sri Lanka’s PRSCs were terminated after the
first operation because political instability jeopardized the ability
to commit to a medium-term reform strategy. Pakistan’s PRSC also
lost relevance when it was overtaken by domestic events. PRSCs
in South Asia supported ongoing reform efforts, though the longer-
term capacity development approach of Africa was less evident.
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Box 1.3. The Debate over Aid and Budget Support

The effectiveness of aid in supporting growth—and of budget sup-
port aid, as compared with project aid—has long been debated.
Shortly before the introduction of the PRSC, aid literature em-
phasized the critical role of country ownership of reform programs
supported by aid in order to achieve sustained progress (Killick
1996, Collier and others 1997, Killick and others 1998), and that con-
ditionality on its own could hamper the reform agenda (Gilbert,
Powell, Vines 1999). The literature also emphasized that domes-
tic governance and institutions lie at the heart of the success or
failure of structural reforms (Barro and Sala-i-Martin 1997; Barro
1998) and research demonstrated the negative implications for
growth of weak institutions and corruption (Mauro 1995). Budget
support or program aid was advocated for those countries that
had sound fiduciary systems for the management of public funds.
This approach was motivated by a greater appreciation for the
fungibility of aid (Devarajan, Swaroop, and Zou 1999), from a re-
alization of the importance of building and using country systems,
and by an appreciation of the role of priority sector spending in
reducing poverty via improved service delivery (Koeberle 2003,
White and Dijkstra 2003, Morrisey 2004). The central tenets of
country ownership and good fiduciary management were re-
flected in the design of the PRSC, which was based on the be-

lief that aid supports growth-enhancing economic reforms when
the government is willing and able to put into place the appro-
priate policy environment (Dollar and Pritchard 1998, Dollar and
Svensson 2000).

Yet today, broad-based concerns about aid remain, as well as
specific concerns about the impact of budget support. Some re-
centresearch has found, for example, that aid may not have any
observable association with growth and casts doubt on the aid-
growth relationship, even in environments with sound policies
(Rajan and Subramanian 2005 and 2008). Concerns have also
been voiced thatlarge resource flows through aid can lead to ad-
verse macroeconomic consequences, weaken economic man-
agement, and create dependency. Instances are pointed out
where aid may also crowd out local industry or initiatives (Moyo
2009) or simply be wasted (Calderisi 2006). More specific concerns
have been voiced about budget support-based aid, particularly
with regard to the fiduciary aspects of recipient budget systems
(Alexander 2008) and potential for leakage into unintended areas
such as patronage or military expenditure (Collier 2007, 2009). Such
concerns are acknowledged, although not examined, in this eval-
uation, as they may be less pronounced in PRSC countries, which
typically have more robust fiduciary environments.

in other aid flows. And third, these changes
evolved during the period of implementation.

Objectives and Scope of the Evaluation
The overarching goal of PRSCs was to support the

The objective of this evaluation is to assess
whether Poverty Reduction Support Credits today
are a relevant and effective mechanism to support
a process of structural development that pro-
motes growth, improves social conditions, and,

implementation of country-owned, medium-term
development strategies that promote growth, im-
prove social conditions, and reduce poverty. The
instrument was used for a series of objectives:

important in the context of the present
global crisis, helps alleviate poverty in
low-income countries. The evaluation
will assess the extent to which the
PRSC’s core objectives, described
above, have been met.

This evaluation assesses
the relevance and
effectiveness of PRSCs
and their contribution to

* Help strong-performing IDA countries to im- poverty-reducing growth.

plement their medium-term PRSs;

¢ Strengthen the use of domestic planning and
budgeting systems by making predictable
medium-term commitments, disbursed in line
with countries’ budget cycle requirements;

* Provide a framework for aid harmonization;

e Strengthen the institutional framework for
budget and public financial management; and

* Focus on the achievement of results, in the
context of a clearly articulated framework for
results measurement.

The analysis in this report builds upon IEG’s eval-
uation of the Poverty Reduction Strategy (PRS) ini-
tiative (IEG 2000, 2004) and previous analyses of
the PRSC instrument (World Bank 2005¢). The re-
sults chain guiding the evaluation (figure 1.4) de-
scribes the sequence, from inputs (resource flows,
policy dialogue or technical assistance, design
and processes) to outputs in the form of imple-
mentation of an identified subset of PRS objectives,
better alignment and predictability, and better
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Figure 1.4. Poverty Reduction Support Credit Evaluation: Results Chain

Inputs
e Helping to operationalize a

country-owned development
strategy by having appropriate
program design and inclusive
cross-cutting dialogue on relevant
policy and expenditure issues;
providing necessary analytical
underpinning

o Aligning resource flow and program

implementation with domestic
processes and timetables

e Providing predictable medium-term

resources for program support

e Enhancing donor collaboration

Outputs

e |mplementation of a strategic
subset of PRSP through
financing, policy dialogue, and
capacity building

e More predictable resource flow

o Better resource use aligned with
PRS priorities and budget
processes

e More effective use of budgetary
resources

e |mproved domestic
accountability

e Harmonization of donor programs

Outcomes
e Effective public administration

Impact
e Sustained growth

e |mproved climate for economic e Reduction of

growth income and
° |mpr0ved pro-poor service nonincome
poverty

delivery

v

Note: The above results chain draws on the PRSP results chain developed for the IEG evaluation of the PRS process, as well as methodology developed for recent non-Bank general budget sup-

port

evaluations (IDD and Associates 2006a).

donor coordination. The evaluation then explores
outcomes for building a better growth-enabling
environment, strengthening public financial man-
agement, and improving the delivery of pro-poor
services, using the health and education sectors

as examples.

Methodology and Data Sources

A detailed discussion of the methodology and
data sources used is available in annex 3 of
this report. The evaluation seeks to (i) compare
the performance of PRSC beneficiaries before
and after engagement in the program, as well as
(ii) relative to eligible IDA countries that have
not benefited from PRSCs. A further filter used is
to compare PRSC countries with other better-

performing IDA countries.

another 4 ongoing series, and 33 percent of total
disbursements for PRSCs over the period fiscal
2001-08; (iii) three IEG surveys (annexes 5—7)—
the first focusing on task team leaders (with
responses from 40 team leaders in all 27 PRSC
countries), the second including 76 sector spe-
cialists from six sectors who served as PRSC team
members, and the third covering senior govern-
ment officials, in 24 out of 27 PRSC countries,
who were engaged with PRSCs as key counter-
parts; (iv) relevant internal and external data-
bases; and (v) an extensive review of the literature.

Chapter 2 evaluates PRSC design features and the
extent to which they met expectations. Chapter
3 evaluates PRSC alignment with client countries’
national development strategies, contribution to
the operationalization of the PRS, and PRSC results

The evaluation compares This evaluation is based on five major
pre- and post-PRSC sources of information: (i) a compre-
performance, and hensive desk review of the PRSC port-
compares PRSC to non- folio, including country documents,
PRSC countries, including analytic work, and associated IEG eval-
better performers. uative material; (ii) seven case studies

of countries, which cover 31 PRSC

operations, 8 completed PRSC series,

orientation. Chapter 4 focuses on the PRSC as an
instrument of donor harmonization, especially
in a multidonor budget support environment.
Chapters 5 and 6 focus on PRSC outcomes in
strengthening public financial management and
contributions to creating a pro-poor, growth-
enabling environment. Chapter 7 summarizes
findings and proposes recommendations.
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Chapter 2

Evaluation Highlights

e PRSCs typically went to better
performers.

e Screening of countries for limited
reform commitments improved.

* PRSCs had fewer legally binding con-
ditions than preceding adjustment
loans, but conditionality is similar to
other policy-based lending today.

¢ Conditionality for subsequent opera-
tions in a PRSC series was more
flexible, and financing was more pre-
dictable and better aligned with
domestic budget cycles.

¢ Perceptions of differences between
legally binding conditions and bench-
marks have blurred.

¢ Tensions between predictability and
program adherence were balanced
using downward adjustment or ter-
mination of the series.

* PRSCs emphasized public sector
management and pro-poor social
service delivery, as did later Devel-
opment Policy Loans.

e PRSCs were rarely able to fully in-
corporate sectoral lending.
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PRSC Design

overty Reduction Support Credits, by design, were intended to embody

new characteristics to help them realize objectives that distinguished

them from other World Bank policy-based lending.! We evaluate the
extent to which PRSC operations were awarded to countries with strong re-
form commitment and whether they embodied eased and more flexible con-
ditionality, greater predictability, and better alignment with national budget
cycles. PRSC sector focus is reviewed to see whether there was increased em-
phasis on improving pro-poor service delivery in areas such as health or ed-
ucation, and the extent to which the PRSC instrument offered a new vehicle
for sector lending that subsumed parallel sectoral investment operations.

Country Selection

How Have Countries Been Selected for a
PRSC?

PRSC Interim Guidelines’ eligibility criteria in-
cluded an adequate PRSP (which virtually all IDA
countries have today), commitment to a program
of structural and social reforms in support of
poverty reduction, and adequate fiduciary and
public financial management arrangements or a

mance vields results that are highly similar to
overall CPIA scores.* And PRSC countries have
higher average CPIA scores, even compared with
other well-performing IDA countries with CPIA
scores of 3 and above (appendix table A2.1).

Surprisingly, the success of previous policy-based
lending, as evaluated by IEG, had no significant ef-
fect on PRSC country selection. By contrast, hav-
ing a PRSC in the early period is related

readiness to improve them. Later, a high level of  to selection for a PRSC in the second Countiry institutional
fiduciary capability and overall good perfor- period, suggesting that continuation scores predict much of
mance became an explicit part of PRSC selection  of the program may have been a con- the likelibood of getting

strategy in the Africa region, where PRSCs be-
came a reward for sustained reform.?

Analysis of factors associated with the selection of
an eligible IDA country for a PRSC shows that
strong institutional and public management per-
formance, using the Bank’s Country Policy and In-
stitutional Assessment (CPIA) as a proxy, explains
a substantial part of PRSC country selection. Over
2001-04, a movement in average overall CPIA
scores, from 2.5 to 3.0, increased the likeli-
hood of selection by one-fourth.? Using CPIA sub-
components for public financial management,
lower corruption, and better public sector perfor-

sideration for a new operation. a PRSC.
For the 2005-08 period, greater government sta-
bility moderately increased the likelihood of PRSC
selection.® This finding corroborates desk reviews
of terminated PRSC series, which show six aborted
PRSC series in fiscal 2001-04 out of 13 countries,
compared with only one among 14 countries
where the PRSC was initiated over fiscal 2005-08.

The Interim Guidelines emphasize reform com-
mitment as a criterion for PRSC selection, sug-
gesting that PRSCs could include countries that
are not presently high performers, provided com-
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Past performance and mitment is strong. One PRSC country,
government stability bad Lao PDR, was selected despite a CPIA
a lesser role in country score below 3.0, and had outcomes

selection. similar to other PRSC countries. But

there were no later examples.

Sector Focus

PRSC sector focus is shown to be markedly dif-
ferent from earlier adjustment lending. These
changes were sustained. Later development pol-
icy lending, following the guidelines of late 2004,
evolved in the same direction as the PRSC. Dif-
ferences in sectoral orientation are negligible
today.

PRSCs had a lesser focus The sector orientation of a policy-based
on macro adjustment, and lending operation is assessed here by
a greater focus on public its policy framework of conditions, with
financial management the caveat that this approach may not
and pro-poor lending, as reflect changes in the nature of condi-
compared with previous tonsover ime. The Bank’s Adjustment

adjustment lending. Lending and Conditionality Imple-

mentation Database has distinguished
between “legally binding” conditions and “desired
actions but not legally binding,” which are bench-
marks of program performance.” While overall
successful performance of a program is required
for its continuation, the achievement of specific
program benchmarks is not a requirement.®

PRSCs Compared with Pre-PRSC Policy-Based
Lending
Compared with pre-PRSC policy-based loans,
PRSCs increased the focus on sectors associated
with pro-poor service delivery (figure 2.1). This
is most notable in the health sector, which ac-
counted for 13 percent of all sectoral conditions
among the 87 PRSC operations that took place
from fiscal 2001 to fiscal 2008, compared with
only 5.7 percent of conditions among the 92 IDA
adjustment operations in the preceding six years
(fiscal 1995-2000). PRSCs also exhibited a con-
siderably greater sectoral emphasis in

Emphasis on bealth, water supply and sanitation (4.0 per-
education, and water cent compared with 0.6 percent) and
supply and sanitation in education (8.1 percent compared

increased, while with 3.6 percent). In many poor coun-

agriculture declined in tries where PRSC loans are made, agri-
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emphasis. culture is often the most important

source of livelihood and therefore has

strong potential for alleviating poverty. However,
PRSCs focused slightly less on agriculture (in-
cluding natural resources, environment, and rural
development) than previous IDA adjustment lend-
ing (5.8 percent compared with 7.4 percent in for-
mer adjustment loans).”

PRSCs clearly focused less on sectors oriented
toward macro adjustment, such as finance (5.2 per-
cent, compared with 16.8 percent in prior ad-
justment lending), energy and mining (3.1 percent,
compared with 7.1 percent), and industry and
trade (4.4 percent, compared with 25.2 percent).
PRSCs also have a markedly greater public sector
focus than prior adjustment lending, with 53.3 per-
cent versus 27.9 percent of total conditions.!*

Differences between PRSCs and previous adjust-
ment loans are more marked relative to all
countries (IDA+IBRD; figure 2.1). For example,
between fiscal 1995 and fiscal 2000, the financial
sector had a share of 24.6 percent of sectoral
conditions in all structural lending, compared
with 16.8 percent for IDA alone, and 5.2 percent
for PRSCs. Conversely, education had a share of
only 2.3 percent in all lending, compared with 3.6
percent for IDA and 8.1 percent for PRSCs.!?

Over time, the sectoral composition of PRSC op-
erations became, if anything, more like PRSCs
and less like former adjustment loans and cred-
its, focusing even more on health (13.8 percent
in fiscal 2005-08, compared with 10.8 percent in
fiscal 2001-04) and more on education (8.1 per-
cent in the latter period, compared with 7.8 per-
cent in the former period). However, there was
a slight fall-off in focus on water supply and san-
itation (3.2 percent in the later period versus 6.5
percent in the earlier period). PRSCs also con-
tinued to focus progressively less on finance (4.9
percent in fiscal 2005-08, compared with 6.0 per-
cent in fiscal 2001-04), and less on industry and
trade (2.8 percent versus 8.9 percent earlier).
However, there was also a reduced focus on agri-
culture, rural development, and the environment
(5.4 percent in fiscal 2005-08 versus 7.2 percent).

PRSCs over fiscal 2001-04 looked very different
from other policy-based IDA credits over the pe-
riod fiscal 1995-2004. There was greater public sec-
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Figure 2.1. PRSC Sector Focus Compared with Earlier Policy-Based Lending (FY1995-2000)
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Source: World Bank database. Thematic group and sector data are reclassified on the basis of the 10 sectors above, to clarify database classifications, reflect sectors of PRSC interest, and to

more accurately represent the sectoral content of loans.

tor focus on PRSCs (47 percent, compared with
35 percent in other IDA policy-based loans) and
less of a focus on finance, industry, and trade in
the PRSCs (6 percent, compared with 13.9 percent
in IDA policy-based loans). PRSCs also exhibited
a greater focus on health, education, and water
supply and sanitation. These differences are even
more pronounced when International Bank for
Reconstruction and Development (IBRD) coun-
tries are added to the comparison group.

In the subsequent fiscal 2005-08 period, how-
ever, together with the continued and heightened
pro-poor orientation of the PRSC discussed above,
a parallel change is observed in the character of

other policy-based loans, which also
began to adopt the governance and
service delivery characteristics of the
PRSC. All policy-based lending opera-
tions, taken together, increased their
focus on governance and public sec-
tor management (from 31.2 percent to
55.4 percent). In the education sector,
at 8.1 percent, the PRSCs had fewer
policy conditions than other policy-
based lending operations to IDA coun-
tries (14.2 percent) and even to all
IDA+IBRD countries (9.5 percent).”> And while the
share of the financial sector in PRSC operations was
as low as 4.9 percent, its share in all IDA policy-

Sector focus on pro-poor
service delivery and
public sector management
increased in PRSCs

over time.

After 2005, the focus of all
adjustment lending
evolved in the same
direction as the PRSC.
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PRSCs had wider sectoral basedloans other than PRSCs had also
coverage than previous declined to 5.8 percent, as compared
adjustment lending, with13.9 percentin the earlier period.
especially in program By the end of the period, significant

benchmarks. changes in the character of non-PRSC

operations implied that there was little
difference in their sectoral orientation compared
with the PRSCs. The PRSC may thus be regarded
as the precursor for the new style of development
policy lending.'

PRSC task team leaders PRSC task team leaders corroborated

agreed that PRSC  these findings (annex 5). Seventy per-

operations were very cent of respondents considered PRSC
different from previous operations very different from earlier
adjustment lending, Structural Adjustment Loans, but only

though not from 19 percent thought there was a slight
later DPLs. difference compared with other De-

velopment Policy Loans, and 11 percent
thought there was no difference.

Sectoral Lending through PRSCs—

A Wider Focus?

Especially at the outset, PRSC operations were
wider in scope and coverage than previous ad-
justment operations. Over time, PRSCs generally
became more specifically focused.'®

As table 2.1 shows, PRSCs did have a wider sec-
toral coverage than pre-PRSC policy-based loans
over fiscal 1995-2000 (6.4 sectors, on average, as
compared with 5.3 sectors for IDA as a whole).
Wider sectoral coverage is seen as well when com-
pared with parallel policy-based loans over fiscal
2001-04. PRSC sectoral coverage, especially in
terms of legally binding conditions, declined some-
what over time. But sectoral coverage for other
policy-based lending also declined, more so than
PRSCs. Wider sectoral coverage of PRSCs can be
traced, particularly, to program benchmarks.'®

Did PRSCs Replace Some Freestanding

Sector Lending?

At the time of its introduction, there was some

expectation, although not explicit in guidelines,
that the PRSC would gradually become

Initially, there was some the primary vehicle for some areas of
expectation that PRSCs sectoral lending.'” Fiscally responsible
would gradually fold into countries would make their own allo-
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sectoral lending. cation decisions through the budget

Box 2.1. PRSC Sector Coverage—

Narrowing over Time

In Vietnam, the government was keen to make the re-
form matrix as comprehensive as possible. The PRSC
covered has roughly 17 policy areas across the four
pillars of the reform agenda: business development,
social inclusion, natural resource management, and
improved governance. Limited subsequent engage-
ment has been noted in areas such as water supply
and sanitation.

In Lao PDR, the first three PRS operations in-
cluded policy areas in health, education, transport,
rural electrification, water supply, and forestry man-
agement, but all areas (except health and education)
were dropped for the second programmatic series,
to focus the reform effort.

In Nicaragua, the sectoral focus was narrower,
with no legally binding conditions in health (a deci-
sion due to other donors’ involvement). There was
some involvement in education and water and sani-
tation, but the much of the reform effort focused on
public sector management.

mechanism, reducing parallel sector projects.'®
The replacement of sector lending in at least one
sector was explicitly discussed as a part of the
Country Assistance Strategy in 10 out of 27 PRSC
countries (table 2.2), 9 of which were in the Africa
region.'” Replacement was expected to happen
in one or more of six sectors: health, education,
nutrition, water, agriculture, and environment
and natural resources. The most frequently men-
tioned sectors are health (nine cases) and edu-
cation (Six cases).

However, only four countries (Benin, Cape Verde,
Rwanda, and Senegal) replaced sectoral opera-
tions, up until fiscal 2008, in even one sector. In
another five countries, PRSCs temporarily re-
placed sectoral investment projects in at least one
sector (Benin, Burkina Faso, Madagascar, Mozam-
bique, and Uganda). New sectoral projects began
about three to nine years after the previous
sector-related project had closed.?® And the in-
tention to begin replacement has not been pur-
sued further in Tanzania and Mali and has been
dropped for certain sectors in Madagascar and
Mozambique.
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Table 2.1. PRSCs and Other Policy-Based Lending: Average Number of Sectors
(FY1995-2008)

No. of sectors: PRSC 21 6.4 66 6.1
All conditions IDA 92 5.3 63 47 57 38
IDA+IBRD 192 47 138 43 140 34
No. of sectors: PRSC 21 48 66 42
Legally binding conditions IDA 91 48 63 4.1 57 3.0
IDA+IBRD 191 44 138 38 140 28
No. of sectors: PRSC 18 6.0 52 6.3
Program benchmarks IDA 58 4.1 33 46 40 38
IDA+IBRD 110 3.7 60 45 87 33

Source: World Bank database.
Notes: Based on the 10-sector classification of conditions as mapped by IEG.

Table 2.2. PRSC Operations: Intended and Actual Replacement of Sectoral Lending (FY01-08)

Health 9 Benin, Burkina Faso, 2 Rwanda, Senegal” 3  Benin, BurkinaFaso, 3 Madagascar, Mali,
Madagascar, Mali, Mozambique, Tanzania
Mozambique, Rwanda, Uganda
Senegal, Tanzania,
Uganda
Education 6  Benin, Cape Verde, 1 Cape Verde 3 Benin, Madagascar, 2 Mozambique, Tanzania
Madagascar, Uganda
Mozambique, Tanzania,
Uganda
Nutrition 1 Madagascar 1 Madagascar
Water 3 Benin, Madagascar, Mali 1 Benin 1 Madagascar 1 Mali
Agriculture 1 Mozambique 1 Mozambique
Environment and 1 Benin 2 Benin
natural resources
Total number of 10 4 5 4

countries

Sources: Country Assistance Strategy (CAS) and Country Partnership Strategy reports and CAS completion reports of PRSC countries, relevant program documents, and Country Assis-
tance Evaluation reports from the World Bank and IEG.
a. Rwanda and Senegal have AIDs projects that are not counted here.

In sum, although attempted in many countries, In the health sector, where PRSCs were Ten countries planned in
instances of successful replacement were rare. expected to replace sector-specific their CASs that the

While some countries experimented with the lending most frequently (appendix ta- PRSC would absorb

new modalities for sectoral lending, in most such  bles A2.4 and A2.5), replacement oc- freestanding lending in
cases project-specific lending resumed within a  curred in two countries (Rwanda and @t least one sector.

few years.?! Senegal), not counting AIDS projects,
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In most countries where and inanother four countries it was re-
replacement of sectoral placed on a temporary basis (Benin,
investment was tried, the Burkina Faso, Mozambique, and
attempt was temporary. Uganda).? In three countries (Mada-

gascar, Mali, and Tanzania), replace-
ment never materialized. In education, the PRSC
replaced sectoral operations temporarily in three
cases (Benin, Madagascar, and Uganda), and per-
manently or until fiscal 2008 in one case (Cape
Verde). Envisaged replacements never material-
ized in another two (Mozambique and Tanzania).
Five joined or are planning to join the Education-
for-All Fast Track initiative. Other sector projects
cover secondary education (Uganda and Tanzania)
and higher education and vocational training
(Madagascar, Mozambique, and Tanzania).

Yet, the PRSC was, by design, intended to replace
sectoral investment operations only where the
right preconditions existed: a costed sector strat-
egy, ownership of reform process by relevant min-
istries, and sufficient capacity to carry out the
reform effort using country systems. In Benin, case
study findings suggest that the intention to replace
sector lending in health and education was likely

premature. In countries where pre-

Preconditions to replace conditions were really present, there
sectoral lending were was relative success (as in the Cape

rarely mature. Verde education sector).

PRSCs and Support to Sector Projects
Conversely, the PRSC continued to play a strong
supporting role in sectoral operations through re-
inforcing conditionality, without attempting to
bring the sectors wholly under the umbrella of the
PRSC. In Vietnam, for example, in key social sec-
tors (health, education, water supply

The PRSC contributed to and sanitation) ongoing sector opera-

sectoral objectives by tions continued, with no intention to
reinforcing crosscutting replace them with the PRSC. An IEG re-
and overarching issues. View shows that about 60 percent of

PRSCs have core policy actions in
sectors with ongoing investment op-

There are wide differences erations. For example, there were cor-
in views on PRSCs among responding sector projects in 58 out of
sectoral staff, but most 61 PRSCs with legally binding condi-
endorse its potential to tions in the health sector, and 41 out
add value on crosscutting of 43 PRSCs in the agriculture and rural

18

themes. development sectors (appendix tables

A2.2 and A2.3). By contrast, the PRSC was more
frequently the sole vehicle for lending in public
sector and economic management, where there
were rarely corresponding projects.

Bank Staff Views on Sectoral Lending through
PRSCs—Team Leaders

PRSC team leaders are divided in their views on
the sectoral role of the PRSC instrument. Only 54
percent consider it could be the main instrument
for dialogue and engagement in all sectors.? And
more than half among those who expected the
PRSC to replace sector-specific lending noted
that transition to the PRSC was only selectively ef-
fective and worked best when the right precon-
ditions were fulfilled (for example, government
commitment, a clear sector strategy, and detailed
budget costing; see annex 5).%4

Team leaders do not attribute shortcomings in sec-
toral outcomes to the quality of sector staff, but
rather to inadequate resource incentives and
managerial acknowledgement. Ninety percent
fully or partly agreed that team staff had the right
skills in budgeting and strategic planning to ef-
fectively develop sector dialogue, strategy, and
budgeting practices via the PRSC in their sectors.
Moreover, 93 percent of team leaders fully or
partly agreed that there was strong ownership
among all Bank PRSC team members, and 87 per-
cent expressed the belief that the PRSC was
strengthening cross-sectoral collaboration within
the Bank team.

Bank Staff Views on Sectoral Lending through
PRSCs—Sector Specialists

A separate survey of sector specialists who served
as members of PRSC teams suggests equally di-
vergent views (annex 6).% A quarter of respon-
dents believed that the PRSC had not been able
to open up new opportunities in the sector. But
at the other end of the spectrum, 42 percent felt
it to be significantly or entirely true. However, staff
did not support the inverse question of whether
the PRSC closed off opportunities for sectoral
engagement—=89 percent of all respondents felt
that this is not true or only partly true. Generally,
a majority of staff (56 to 72 percent) believed that
the PRSC had accomplishments beyond a free-



standing operation, aided macro-level constraints,
and included relevant conditionality. However, a
similar majority also believed that the PRSC en-
countered policy or capacity issues that could
not fit within the PRSC framework (58 percent).
About a third (32 percent) believed that the PRSC
led to a loss in depth of technical dialogue. Less
than a third believed that the PRSCs helped with
the timeliness and predictability of budget allo-
cations to line agencies (29 percent). It was
strongly felt that there was there was little or no
overall increase in sectoral resource allocation
(89 percent).

In virtually all areas, the PRSC as an instrument is
viewed more favorably by Poverty Reduction and
Economic Management staff.?° However, the dif-
ference is usually not large—between two and five
percentage points for most questions.

Conditionality

PRSCs Compared with Other Policy-Based
Lending: 1980-2008

A key aim of the PRSC was to reduce the burden
of conditionality. This was to be achieved by fo-
cusing on (i) a limited set of legally binding con-
ditions, which would be undertaken before
presentation to the Bank’s Board—that is, prior
actions, and (ii) indicative prior actions, which
were not legally binding, for subsequent opera-
tions within a medium-term framework. These
were described as triggers for the next operation
in a programmatic series. Prior actions of subse-
quent operations, however, would be expected to
be based primarily upon triggers defined in the
previous operation. Previous adjustment loans
had legally binding conditions for Board presen-
tation or loan effectiveness, which were also con-
ditions prior to loan approval, similar to prior
actions, and subsequent legally binding condi-
tions for tranche release, for multitranche oper-
ations. In structural adjustment lending these
were defined at the outset of a series. The pres-
ent evaluation uses the term “legally binding con-
ditions” to refer to such conditions in previous
adjustment lending, and to prior actions under
new policies for DPLs. Previous adjustment lend-
ing also indicated desirable actions that were

not legally binding for program im-
plementation. PRSCs and subsequent
DPLs refer to progress markers of over-
all program implementation, which
are not legally binding, as program
benchmarks.

For purposes of comparison, PRSC prior actions
effectively replace the legally binding Board pres-
entation and effectiveness conditions of prior ad-
justment lending. All conditions in PRSC loans
have to be met prior to Board presentation. PRSC
program benchmarks may be compared to the
“desired actions which are not legally binding” of
previous adjustment lending.?’

Over the 19-year period, fiscal 1980-2008, there
were almost 900 adjustment lending operations
Bank-wide, including the 88 PRSCs of fiscal
2001-08 (table 2.3). PRSC have a lower average
number of legally binding conditions (12.1) as
compared with all non-PRSC policy-based opera-
tions over this period (24.7). Looking at the PRSC
subperiod, 2001-08, the number of
legally binding conditions in other
policy-based loans was lower (16.2 per
operation) but still higher than the
PRSC average (12.1). Conversely, pro-
gram benchmarks in PRSCs were higher
than other policy-based adjustment op-
erations (29.3 compared with 14.4).  PRSCs.
However, legally binding conditions or prior ac-
tions in all policy-based loans underwent a major
trend decline, from an average of 46 per loan
in 1992, to an average of 9 in fiscal 2008 (figure
2.2 and appendix table A2.7). And in non-PRSC
policy-based loans such conditions declined faster
than in PRSCs, at 1 per year from 1991 to 2001,
accelerating to 2.5 per year from fiscal 2001 to fis-
cal 2008.28 The decline was more pronounced, for
non-PRSC operations compared with PRSCs, after
the introduction of new guidelines for DPLs in fis-
cal 2005. For PRSCs, the average number of legally
binding conditions declines from 12.0
to 11.1 per year from fiscal 2005 to fis-
cal 2008, while for non-PRSCs, the av-
erage declines from 19.4 to 11.4 per
year.?

PRSC DESIGN

Some staff believe the
PRSC leads to a loss of
depth in sector dialogue
and bas not belped
resource predictability to
the line agencies.

Legally binding
conditionality in
all adjustment lending
saw a trend decline, but
non-PRSC conditionality
declined faster than

Conditionality declined
gradually in all policy-
based lending, which had
begun before the PRSC.
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Table 2.3. PRSCs and Other Policy-Based Loans: Average Number of Conditions
(FY1980-2008)

All policy-based operations 888
Non-PRSC 800
PRSC 88

39.4 23.5 519
39.1 247 14.4
414 12.1 2R3

Source: World Bank database.
a. Prior actions.
b. Nonbinding conditions.

Figure 2.2. PRSCs and Other Policy-Based Lending—Trends in Conditionality

(FY1980-2008)

50 o Number of observations for non-PRSC adjustment loans
4 9 9

Average number of conditions per operation

16 16 14 27 31 29 32 32 30 32 23 28 27 29 29 36 48 23 28 42 38 30 36 33 38 32

Number of observations for PRSC adjustment loans 2 2 7 10 17 16 19 15
0 T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
O N A DD O A DDA A DDA R DO DL OHH O
SESSEL L L EL LS L LSS TS S 4
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Source: World Bank database.

Year
=== Non-PRSC legal conditions

—— Non-PRSC program benchmarks

Some observers believe that total conditionality in

PRSCs did not decrease because program bench-

marks, which are not legally binding, increased in

parallel to the decline in legally binding

By the end of fiscal 2008, conditions.*® But while PRSC program
there was significant benchmarks rose steeply initially, from
convergence in the 6in fiscal 2002 to 41.8 in fiscal 2005, they
numbers of conditions of sharply declined thereafter to 11 in fis-
PRSC and non-PRSC loans. cal 2008. This sharp decline was not
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mirrored in non-PRSC adjustment operations,
where program benchmarks rose less in the ear-
lier period.

By the end of fiscal 2008, there was significant
convergence in the numbers of conditions of PRSC
and non-PRSC loans. Program benchmarks aver-
aged, respectively, 11 and 12.7, while legally bind-
ing conditions averaged 9.5 and 9.2 in fiscal 2008.



Table 2.4. PRSC Countries—Number of Conditions in Pre-PRSC Policy Loans

(72 operations)

50-75 conditions 25-50 conditions Less than 25 conditions
Number Number Number Number
of loans of loans % of loans % of loans %
First policy loan 26 4 16 12 46 10 38
Second policy loan 26 2 8 10 38 14 54
Third policy loan 20 1 5 6 30 13 65

Source: World Bank database.

Legally Binding Conditionality: Pre-PRSC and
PRSC Series

An examination of trends in specific series of
adjustment operations for PRSC countries, com-
pared with prior adjustment lending in these coun-
tries, confirms a trend decline in conditionality that
began prior to introduction of the PRSC (appen-
dix table A2.7). All 27 PRSC countries, except
Lesotho, had received policy-based lending prior
to receiving their first PRSC. From an average of
27 legally binding conditions in the three prior ad-
justment loans (1987-2005), there was a decline
to 11.1 per PRSC operation.?! At the time of their
first adjustment operation, 4 PRSC countries had
50-75 conditions (Albania, Benin, Honduras, and
Lao PDR). Another 12 countries had between 25
and 50 conditions, and another 10 countries had
fewer than 25 conditions (table 2.4).

By the third pre-PRSC adjustment operation, only
one country (Georgia) had more than 50 condi-
tions. Six had between 25 and 50 conditions and
13 countries had less than 25. Armenia is one
example; its Structural Adjustment Credits had
a peak of 66 conditions, while PRSC 1, PRSC 2,
and PRSC 3, respectively, had 7, 13, and 11 legally
binding prior actions each (and 26, 21, and 24 pro-
gram benchmarks each). PRSC 4 included only
7 prior actions.

Conditionality—~Prior Actions and Triggers

Looking at PRSC series as a whole, a similarly lim-
ited decline in the number of prior actions and trig-
gers is observed, of less than a half per year (-0.39;
omitting one outlying early operation in Viet-
nam).3? A review of six countries with five or more
PRSC operations (omitting Vietnam, these are

Burkina Faso, Ghana, Madagascar, Mozambique,
Tanzania, and Uganda) shows that none have sig-
nificant declines in the number of triggers and only
one, Burkina Faso, has a statistically significant de-
cline of one or two prior actions or triggers per
year (appendix table A2.8). This confirms the ob-
servation that conditionality in PRSCs was low
from the outset, and that subsequent reductions
occurred largely in program benchmarks.

Client Perceptions of PRSC Conditionality

Over 70 percent of country respondents believe
that PRSC programs recognized internal con-
straints, dynamically adjusting prior actions to
country realities. Yet, about 60 percent of clients
believe that the PRSC matrix still has too many con-
ditions. One factor may be blurred perceptions re-
garding the differences between prior actions,
which are legally binding conditions, and trig-
gers, which are indicative prior actions for future
operations but not legally binding, and program
benchmarks, which are also nonbinding. Large
donor dynamics are another factor. About a quar-
ter of country clients surveyed feel that there is
inadequate recognition of implementation con-
straints (annex 7 and box 2.2).

Flexibility—Modification of Conditions

Adjustments in Conditionality—Triggers and
Subsequent Prior Actions

It was envisaged that PRSCs would be more flex-
ible than adjustment operations in responding
to changing country conditions, incomplete in-
formation, or less-than-satisfactory implemen-
tation. PRSCs would adapt to reality through
adjustments to triggers by modifying their content

PRSC DESIGN
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Box 2.2. PRSCs: Client Perceptions of Conditionality

Numbers of Conditions. There remained a belief that condition-
ality was somewhat excessive. One respondent believed that the
large number of conditions was driven by donor dynamics, where
each donor wanted their particular sectors of interest covered by
the PRSC matrix. But another stated that increased conditions in
PRSC series reflected their own ambitious reform agenda.

Character of Conditionality. Compared with adjustment lending,
PRSC conditionality was felt to be better because of: (i) greater
use of measurable indicators; (ii) less intrusive nature because
it is drawn from a country’s own strategy; (iii) focus on de-
velopment, as opposed to the correction of imbalances; and
(iv) output-based policy lending under the PRSC, compared with
input-based conditionality under sector adjustment credits. Yet,
one respondent thought that there is still a “zero or one ap-
proach,” where the failure to meet a trigger may jeopardize the
whole program. This was contrasted with the more flexible ap-
proach of the European Union (EU), where missing a trigger un-
dermined only a part of a tranche, not the entire program.

Program Implementation and Political Change. In some countries,
the PRSC counteracted political uncertainty by pacing reform im-
plementation to sustain momentum. But others pointed to a lack

Sources: |IEG country case studies and IEG client survey.

of flexibility shown by Bank teams in responding to pervasive po-
litical challenges. One official pointed out the hesitation of Bank
teams to renegotiate programs agreed to by a previous gov-
ernment. Another suggested PRSC alignment with the country’s
political cycle.

Limits to Recognition of Implementation Constraints. One stake-
holder from an emerging European country recalled that the
Bank had wanted to push for certain liberalization measures that
the government was not prepared to adopt. Another stakeholder,
in Latin America, reported the unsuccessful struggle faced by his
country authorities in conveying to the Bank that a reform of the
civil service would never be supported by the government or the
parliament. A stakeholder from Sub-Saharan Africa talked about
Bank intrusiveness, in the context of a dispute over maize prices,
although the maize sector was not part of the national strategy.
A respondent from West Africa maintained that the Bank had
shown limited understanding of some major sectors (cotton, in this
case), which led to difficulties in program implementation. Oth-
ers (Europe and Central Asia, South Asia) reported that the Bank
expected the government to take actions for which it had no
direct control. They suggested instead that the Bank should high-
light potential implementation difficulties to countries.

or timing or dropping them if they proved unre-
alistic. Findings show that the Bank exhibited a rad-
ically different level of flexibility with regard to the
interpretation of conditions, compared with prior
adjustment lending, with modifications in about
a quarter of envisaged triggers per country, or
modifications in some triggers in almost all op-
erations, taking account of the evolution of coun-
try conditions and technical and political difficulties
of implementation.?

with an average number of 27 conditions. Only 1.5
percent of conditions were waived.?*

Especially in the early years, potential risks to a
PRSC program were not always envisaged, as sug-
gested by the foregoing analysis, which shows
that having a PRSC already can be a predictor of
embarking on a subsequent operation.?® Yet, by
and large, the Bank was able to balance the in-
herent tensions between the goal of predictable
flows of funds and the maintenance of program

The Bank adopted a very
different level of
[flexibility for PRSCs,
compared with former
adjustment loans.

By contrast, conditionality in adjust-
ment lending previous to the PRSCs
was implemented with rigor and little
flexibility. A review of subsequent
tranche conditionalities, across 72 pre-
PRSC adjustment operations in re-

content by also using downward adjustments of
volumes, or exiting PRSC series if the overall re-
form program could not remain on track. Where
terminated, however, the Bank has remained en-
gaged through a combination of policy-based or
investment loans, sometimes with disbursements

viewed PRSC countries, revealed an average
number of waivers granted of only 0.4, compared

as large as under the PRSCs, raising the question
of the perceived value added of the PRSC label.



Table 2.5. PRSC Countries—Trigger Flexibility in PRSC Operations (FY01-08)

PRSC DESIGN

FY 01-08 FY 01-06 FY 07-08 FY 01-05 FY 06-08
Number of operations? 60 34 26 19 41
No. Avg % Avg % Avg % Avg % Avg %
Triggers: avg. no. per loan 671 11.2 11.0 11.0 10.9 11.4
1. Triggers fulfilled/unchanged 393 6.6 59 6.5 60 6.3 57 6.1 56 6.8 59
2. Triggers amended 61 1.0 9 1.0 9 1.0 9 09 9 1.1 9
3. Triggers downgraded 100 1.7 15 1.5 14 1.8 16 1.5 13 1.8 16
4. Triggers upgraded 33 0.5 5 0.5 0.5 0.7 7 0.5 4
5. Triggers dropped® 33 0.5 5 0.7 0.5 5 11 10 0.4 3
6. Triggers dropped to limit
no. of conditions® 21 0.4 3 0.3 0.3 3 0 0 0.5 5
7. Triggers replaced 1 0.2 1 0.2 0.1 1 03 3 0.1 1
8. Triggers postponed 19 0.3 3 0.2 0.4 4 0.2 2 0.4 3
Prior actions not included in
previous operation¢ 60 14 1.9 0.5 32 0.5

Sources: PRSC project documents, PRSC development credit agreements, and World Bank database.
a. Sixty PRSC operations had triggers (that is, omitting those with only prior actions).

b. These triggers were omitted without further explanation.

c. These triggers were sometimes fulfilled, but omitted from the list of prior actions (core conditions) and instead regarded as benchmarks (desired actions that are not legally binding).
d. These prior actions were implemented but not included in the project document of the previous operation.

By contrast, PRSCs had a very large number of trig-
gers modified during program implementation
(table 2.5 and appendix table A2.10). Of the 60
PRSC follow-up operations over fiscal 2001-08,
with a total of 671 triggers, only 59 percent (393)
were satisfied without any modification. Modifi-
cations were made to at least one trigger in 57 op-
erations (93 percent). On average, for those
countries that had more than one PRSC, net mod-
ifications to triggers (subtracting new prior actions
introduced) amounted to 16.8 percent of all trig-
gers. If new prior actions are not netted out, the
average is 26 percent—that is, a quarter of trig-
gers envisaged for new operations are subse-
quently adjusted in some fashion. On average,
per operation, only 6.6 triggers out of 11.2 re-
mained unchanged.

Overall, it is evident that there was an extremely
high level of flexibility in terms of adjustments in
conditionality. In a few individual operations, ad-
justments appeared to be the norm instead of the
exception. In Ghana, one agreed measure was to
complete the rollout of a budget management sys-
tem in five ministries. When it was achieved in only

two ministries, the Bank judged the
trigger to have been met on the basis
that progress was substantial. Essen-
tially the Bank attitude was that sub-
stantial compliance and a good faith
effort to achieve the agreed goals was
equivalent to full compliance.

Task team leaders surveyed in 9 out of
27 countries (6 in Africa and 3 in other
regions) suggest that there was some
pressure within the Bank to move
ahead with PRSCs in some circum-
stances of less than satisfactory reform.

Indicative triggers in
PRSC operations may be
compared with legally
binding tranche-release
conditions in previous
adjustment lending.

Waivers for tranche-
release conditions were
rare, but most PRSCs had
modifications in some
triggers.

Such pressure may provide an explanation for
the large numbers of adjustments observed.

Over time, there appears to have been some
reduction in such flexibility. The number of triggers
satisfied without modification of any description
rose from 6.1 in fiscal 2001-05 to 6.8 in

fiscal 2006-08 (table 2.5). And there was
some decline in the number of prior ac-
tions, introduced ex-post, which recog-
nized unanticipated achievements, even

Some PRSCs included

new “prior actions,” which
had not been anticipated
as triggers earlier.
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Over time there was some if outside the scope of the agreed ma-
reduction in the number trix. In fiscal 2001-05, there were, on av-
of triggers modified. erage, about 3.2 prior actions per

On the whole, there

was some increase in
predictability of funding,
though there were gainers
and losers.

To a limited extent, the
volume of annual funds
flows also stabilized.
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operation without corresponding trig-
gers; their number reduced to only 0.5 per opera-
tion in fiscal 2006-08. Their decline suggests a
more rigorous adherence to the agreed matrix and
clearer ex-ante design of operations and prior con-
sultations. However, it could also be interpreted as
some loss of flexibility in recognizing achievements
and bringing them into the scope of dialogue.

Predictability and Regularity

One reason for greater flexibility was to achieve
more dependable aid flows on a regular basis.
The analysis below shows that on a year-to-year
basis, PRSCs were able to achieve somewhat
more predictable aid flows than previous adjust-
ment lending.3¢

Predictability of Policy-Based Lending Before
and After the PRSC

A first measure of predictability is simply the like-
lihood, in any given year, for a PRSC recipient
country of getting a PRSC, compared with prior
years. A somewhat wider measure considers the
likelihood of a PRSC country receiving ary form
of policy-based budget support after embarking
on a PRSC program, as compared with previous
adjustment lending. The third measure considers
volumes of budget support flows received via
PRSCs, compared with previous adjustment lend-
ing. The fourth is the relative stability of PRSC re-
source flow, as a proportion of total IDA/IBRD
flows.

On average, adjustment assistance was received in
54.8 percent of the five years preceding the advent
of PRSCs, compared with 68.9 for all active PRSC
years up to the present (appendix table
A2.12). The ratio increases further to
70 percent when account is taken of
non-PRSC policy-based loans made in
parallel to or subsequent to terminated
PRSC series up to the present. This
suggests a slight improvement in pre-
dictability of obtaining fast-disbursing
loans in a given year, once a country had
a PRSC program, although there were

both gainers and losers.>” PRSCs were also able to
reduce variations in volume of funding provided,
compared with the previous adjustment period
(appendix table A2.13).

On average, across all PRSC countries, the coef-
ficient of variation in annual aid volumes declined
from 1.10 to 0.91 (appendix table A2.14). And
the predictability of the share of budget support
loans in total Bank flows to each recipient coun-
try also improved somewhat. The average coef-
ficient of variation declined from 1.02 (pre-PRSC)
to 0.86 (PRSC period). The reduction is some-
what greater, from 1.02 to 0.81, comparing PRSCs
with prior adjustment lending, for the five-year
period before PRSCs and the entire PRSC period
up to the present.?®

Quite a different overall measure of predictabil-
ity was also undertaken, comparing PRSC lending
projections, as envisaged in country strategy doc-
uments, with actual disbursements. Of 63 PRSC
operations laid out in relevant Country Assistance
Strategies,® most (34) disbursed within $5 million
of the amount predicted in the Country Assis-
tance Strategy/Country Partnership Strategy. Nine-
teen operations saw an increase of between $5-70
million and 10 decreased by $8-100 million. These
data indicate fairly good predictability and cor-
roborate findings of the gap between commit-
ments and disbursements for all budget support
to 11 PRSC countries, which also suggests some
decline in the gap between commitments and
disbursements. Greater PRSC predictability mir-
rored overall greater predictability in budget sup-
port aid from all sources (appendix table A2.15).40

Adjustment of PRSC Loan Volumes

How did PRSCs balance the need for more pre-
dictable annual resource flows with tensions that
could arise if the program could not be kept on
track? A review of programs facing difficulties
shows that a number of measures were used—re-
ducing the loan amount, delaying or discontinu-
ing a series if a program went off track.*!

Nine out of 27 PRSC countries terminated their
PRSC series, not only for performance reasons
(table 2.6). Albania graduated from IDA and chose



Table 2.6. PRSC Countries: Adjustment in Loan Amounts or Termination of Series

(FY01-08)

PRSC series discontinued early

PRSC amounts adjusted downward (IDA resource
issues/reform commitment)

PRSC amounts with significant upward trends

Albania, Azerbaijan, Ethiopia, Guyana, Honduras, Nepal,
Nicaragua, Pakistan, Sri Lanka

Benin, Ethiopia, Ghana, Lao PDR, Madagascar, Pakistan,
Rwanda, Tanzania, and Uganda

Benin, Burkina Faso, Tanzania, Vietnam

Source: PRSC program documents, interviews, and World Bank data.

to discontinue support under the PRSC title,
usually associated with IDA countries. Yet, fast-
disbursing Bank assistance continued, albeit with
alapse of two years. Azerbaijan, an oil exporter, ter-
minated after PRSC 1, following a rise in its oil
production and exports linked to rising oil prices.
Nonetheless, the Country Partnership Strategy
(2007-10) reflects continued government reforms.

Other countries terminated (Ethiopia, Honduras,
Nicaragua, Guyana, Nepal, and Sri Lanka) largely

due to the political environment, with a loss in re-
form commitment, or change in national priori-
ties. In four countries (Guyana, Honduras, Nepal,
and Sri Lanka) PRSCs were terminated after a
first operation and, therefore, noncompliance
with triggers was not a factor. In the remaining two
countries, Ethiopia and Nicaragua, compliance
with triggers was reasonable. Only 2 out of 9 trig-
gers were reduced in scope in Ethiopia, and 2 out
of 27 in Nicaragua. Indeed, in Nicaragua, 7 new
prior actions were introduced without previous

PRSC DESIGN

Box 2.3. Post-PRSC Bank Assistance Usually Continued, Often as DPLs

Some countries that terminated their PRSCs later received policy-
based loans via sectoral support. Others received aid via in-
vestment lending. While resource flows did not always attain the
levels or predictability planned under the PRSC, the magnitude
was often large.

Ethiopia: Aid resumed after the PRSC, replaced by the Protec-
tion of Basic Services Project. Although formally an investment
project, it was in fact a one-tranche social sector budget-
support project (SWAp). Another non-PRSC Development Policy
Loan is being explored (IEG PPAR on Ethiopia, 2008).

Guyana: After its single PRSC operation, a single-tranche IDA
DPL (Poverty Reduction and Public Management grant) of $9.7
million was approved in April 2006, followed by several small in-
vestment projects. However, total disbursements are now well
below the levels prevailing prior to PRSC approval.

Honduras: Following the closure of its first operation, the new
PRSC series planned for 200710 was abandoned because of
the election cycle and the country’s inability to commit to a
medium-term reform program. Preparation began on a single-

operation Development Policy Credit which was not imple-
mented. However, a supplement to a previous Financial Sector
Development Credit was approved in 2008, following the food
price crisis.

Nepal: When the PRSC series stalled, after a disbursement of $75
million, IDA support continued via an Education for All (EFA)
credit, a Poverty Alleviation Fund, and a Health Sector Project.
Total IDA lending in the PRSC year (fiscal 2004) was $101 million.
Subsequent annual lending was about $80 million, somewhat
lower than in fiscal 2004.

Nicaragua: PRSCs were not replaced by any fast-disbursing as-
sistance until fiscal 2009, when a single-tranche DPC was ap-
proved. Investment projects continued through this period.

Sri Lanka: IDA returned to traditional investment projects after
the end of the PRSC. However, disbursements in the period fis-
cal 2004-08 averaged $125 million per year; roughly the same order
of magnitude as PRSC 1. Despite the PRSC failure, IDA dis-
bursements were about $50 million per year more than the pre-
PRSC period.
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Box 2.4. Factors Leading to Downward Adjustments

of PRSC Amounts—Examples

In Ethiopia, volumes of PRSC 1 and 2 were reduced because of dis-
agreement over the telecommunications reform and delays in imple-
menting actions to spur rural sector growth.

In Ghana, there was a decision in the fiscal 2008—11 CAS to reduce
the share of budget support to 28 percent of overall Bank lending, com-
pared with 40 percent in the preceding CAS (fiscal 2004-07). While the
primary reason was to counterbalance increased Bank contributions to
the Multilateral Debt Relief Initiative, there was also signaling of failures
to meet triggers, with three modifications in six operations.

In Madagascar, reduction in the size of the PRSCs followed a deci-
sion to reduce the share of PRSCs in the overall lending program following
areduction in Madagascar's IDA allocation. Madagascar had seven mod-

ifications to triggers in four operations.

In Uganda, PRSCs have been trending downward since PRSC 2

($170 million) and are currently about $100 million, due to overall program
issues, although Uganda has had few madifications of triggers.

Source: 1EG desk reviews of CASs, ICRs, CASCR Reviews, IEG ICR Reviews, and interviews.

Downward adjustments triggers. In Guyana, some prior actions
of loan amounts also turned out not to have been fully im-

occurred. plemented in a timely manner, leading

to a delay in loan effectiveness of nine
months. In Honduras, political developments led
to a change in the reform agenda and the need
for support declined following the attainment of
HIPC completion.

Resource transfers usually Downward adjustments of loan amounts
continued. which raises Sometimes occurred due to slow PRSC
questi’ons about the brogress, as reported by task team

real effect of terminating leaders in Ethiopia, Ghana, Lao PDR,

PRSC support. Pakistan, and Tanzania. Overall IDA

resources were also, in some cases,
diminished (Benin, Madagascar, and

Rwanda). Frequently, reductions in PRSC volumes
were compensated by increases elsewhere or re-
stored in later operations—for example, in Pak-
istan, where the level of PRSC 1 was reduced by
$50 million owing to nonfulfillment of two prior
actions, but an equivalent amount was

PRSCs tended to disburse restored in PRSC 2 when the actions
about the same time in had been taken.
each annual budget cycle,
though not always early 1Inatleast four countries, PRSC amounts
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in the cycle. trended upward over time: Benin (21

percent), Burkina Faso (16 percent), Tanzania
(8 percent), and Vietnam (2 percent). It is reas-
suring that Tanzania and Vietnam were the second
and third best performers with the lowest num-
ber and percentage of triggers relaxed. Benin was
the fifth best. Only two of its 39 triggers were
relaxed. Burkina Faso however performed less
well, with 9 net triggers relaxed. Adjustments in
PRSC amounts, however, also reflect the IDA
performance-based allocation mechanism, where
country institutional change is an important fac-
tor dependent on overall program considerations
beyond the PRSC.

Regularity and Timing of Disbursements
Relative to the Budget Cycle

PRSCs were also expected to improve the regu-
larity of Bank disbursements and align them with
countries’ budget cycles, to ensure their inclusion
in budget revenues. Appendix table A2.16 shows
that in 15 out of 28 countries, more than 50 per-
cent of operations disbursed in the same quarter.
In an even greater proportion of cases, dis-
bursement of successive operations occurred in
contiguous quarters (the quarter preceding or
following the quarter of the previous year’s dis-
bursement. In only 4 out of 90 operations—
Rwanda (Poverty Reduction Support Grants 2
and 3); Senegal (PRSCs 1 and 2)—were successive
disbursements more than 15 months apart. Over-
all, PRSCs maintained considerable regularity in
disbursements.*

A related issue concerns the timing of disburse-
ments relative to the fiscal year of the country
being financed, ideally by the last quarter of
the preceding fiscal year or in the first quarter
of the fiscal year that is being supported. Table
2.7 shows that, in aggregate, about 33 percent
of Bank disbursements were in the fourth quar-
ter and another 18 percent in the first quarter.
There was evidence of improvement of align-
ment over time. In Burkina Faso, 60 percent of
disbursements of budget support took place
during the last quarter of the budget year, ham-
pering budget management. Accordingly, PRSC
4 was approved by the Bank in May 2004, to per-
mit a vote by the National Assembly before its
June recess (figure 2.3).



Table 2.7. PRSCs: Indicators of
Disbursement Regularity Relative to
Recipient Fiscal Year

Q1 17 18.3
Q2 21 226
a3 24 258
Q4 31 333
Total 93 100.0

Source: Disbursement data, World Bank, and information on country fiscal years
from task team leaders.

Stakeholders indicate that budget support pro-
vided through the PRSCs has been fairly or very
predictable. Shortfalls were not a major issue. Yet
other donors achieved a higher proportion of
first quarter disbursements than the Bank did.
Data from the Strategic Partnership with Africa
Budget Support Working Group, which compares
commitment and disbursement data for 11 African

PRSC countries, show that close to half of total
budget support aid was committed for the first
quarter (49 percent). Most of this (42 percent) was
disbursed. By the last quarter, disbursement pro-
portions exceeded commitments.*

Disbursement delays may also be due to lags in
country actions for loan effectiveness. In Benin,
the delay between Board approval and disburse-
ment varied from 3 months (PRSC 3) to 10 months
for PRSC 4. Funds initially allocated to support one
Beninese fiscal year were in fact included as part
of the subsequent year, although resources were
mobilized to cover the gap.

However, good alignment requires not only match-
ing disbursement with the expenditure cycle but,
ideally, matching the annual budget preparation
and review cycle with PRSC preparation and fol-
low up. This is much more difficult to achieve. In
Mozambique, the donor memorandum of under-
standing requires the Bank to commit to financial
support for a given budget year by a certain time

Figure 2.3. Burkina Faso: Quarterly Disbursement Data for PRSCs and Former

Policy-Based Loans (1991-2008)
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Source: Based on World Bank data.

Note: A fiscal year is from January to December; quarterly numbers refer to calendar quarters.
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Box 2.5. PRSC Predictability and Regularity—Achievements and Limitations

In Vietnam, the PRSCs were disbursed on schedule just
before the beginning of the country’s fiscal year (Jan-
uary). This is in contrast to the relatively uneven
disbursement over the structural adjustment period of
the 1990s, and the gap between the last Structural Ad-
justment Credit and the PRSC.

Source: |EG country case studies.

Country alignment in the preceding year. But this requires
ideally requires matching commitment prior to budget approval
the entire cycle of PRSC by parliament or review within the
preparation with the Bank.In Armenia, the PRSC preparation

country’s budget was aligned with budget preparation, so

preparation and annual that the budget fully reflected the fiscal
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review process. and policy implications of the PRSCs.

To summarize, PRSC countries did benefit, though
not dramatically, from greater stability in year-to-
year aid flows, perceptibly increased stability in vol-
ume, and a more stable share of fast-disbursing
funds in total Bank resources. These conclusions

By contrast, the IEG country case study for Arme-
nia found little evidence of more regular disbursements
for PRSCs than preceding Structural Adjustment Cred-
its. But since PRSC disbursements were a small share
of budget resources, timing was largely irrelevant. The
government was able to offset variations in PRSC tim-
ing with short-term borrowings and cash reserves.

change little if non-PRSC policy-based lending is
included with PRSCs. Quarterly regularity was
good although not optimal for budget planning.
And aid flows from all sources also improved in
predictability.

Wider aspects of country alignment are explored
in the next chapter, which reviews the extent to
which governments have expressed ownership of
the PRSC program, its contribution to the budg-
etary process, and the extent to which it is em-
bedded in a realistic and well-articulated results
framework.



Chapter 3

Evaluation Highlights

¢ PRSCs have good alignment with na-
tional development strategies and
enjoy greater ownership than pre-
ceding adjustment lending, atleastin
the core ministries.

* PRSC countries have been more suc-
cessful at operationalizing national
development strategies, but the gap
is closing.

* The PRSC has been effective in rais-
ing the importance of the budget as
a tool for policy formulation.

* PRSC results frameworks were ini-
tially weak but have improved, though
shortcomings remain in defining
baselines, intermediate milestones,
and indicators for tracking pro-poor
outcomes.

* Weak results frameworks for PRSCs
partly reflect upstream shortcomings
in results frameworks for the PRSPs/
CASs.

e The multidonor process can some-
times make it difficult to establish re-
sults frameworks.

e Weak monitoring and evaluation
frameworks reflect limited country
statistical capacity.
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PRSC Process

ith the introduction of the Bank’s Comprehensive Development
Framework, countries were encouraged to articulate their own
approach toward poverty-reducing growth. Some countries al-

ready had national development plans; others were encouraged by the Bank
to prepare such plans in the form of Poverty Reduction Strategy Papers
(PRSPs). Implementing the national development strategy, or PRSP—in par-
ticular its prioritization, budgeting, and execution—was soon perceived to be
a complex task.! The Poverty Reduction Support Credit was introduced to op-
erationalize these development strategies by providing expertise as well as budg-
etary resources.

This chapter examines the extent to which PRSCs  In some cases, such as Mali and Cape Some countries had a
were aligned with countries’ visions of develop-  Verde, there was limited initial owner- development strategy
ment and whether they served as vehicles for the  ship of PRSP-based PRSC conditional- before the PRSP but
operationalization of the development plan by ity because the government already ower time these usually

strengthening domestic budget processes. It ex-
amines the extent to which the PRSC process
gained the ownership of recipient countries, at
core and line ministries, in recipient governments,
and with parliamentarians and civil society. Finally,
it examines the extent to which operationalization
was assisted by clear PRSC results frameworks to
track development processes and outcomes, and
contribute to the improvement of associated mon-
itoring and evaluation (M&E) systems.

Alignment with National Development
Strategies

Alignment—Alternative Models

Modes of alignment of PRSs to national strategies
varied, and consequently there were different
models of alignment of the PRSC and PRS/
national strategy. In some countries where a na-
tional development strategy already existed, as in
Vietnam, the PRSC process gradually aligned itself
to this strategy despite an initially separate PRSP

had its own national development strat-  merged.
egy (box 3.1). Yet, over time the two
documents have converged. In other cases, such
as Albania, the PRSC has been based entirely on
the government’s own National Strategy for So-
cial and Economic Development (NSSED), which
acts as the government’s PRSP An alternative
model is that of Benin and Burkina Faso, where
there was no preexisting national development
strategy. Over time, the PRSP evolved into such a
national strategy, taking on its own identity in the
national context.

Country clients strongly concur that the PRSC is
well aligned with countries’ development strate-
gies (annex 7) and overwhelmingly note that
alignment had improved over time, as government
teams gain knowledge of the PRSC and work with
Bank counterparts (90 percent to 100 percent
strongly agree).? Task team leaders concur that
alignment of broad directions has been very good
(95 percent agreement) and a majority (56 per-

31



POVERTY REDUCTION SUPPORT CREDITS

Box 3.1. PRSC: Alignment with National Development Strategies

National Development Plans Evolving into the PRSP
In Uganda, the 1997 Poverty Eradication Action Plan (PEAP), the
country’s first comprehensive national development strategy,
served as a national plan to focus budget support. It has influenced
priorities for spending across sectors while sectors have separately
developed more detailed strategies. The second and third gener-
ations of this document (2000 and 2004) served as Uganda’s PRSP.
In Vietnam, PRSC 1 was developed based on an Interim PRSP;
subsequent PRSCs were closely aligned with the national de-
velopment strategies: the Comprehensive Poverty Reduction and
Growth Strategy and, later, the Socio-Economic Development
Plan. Both development strategies effectively served as the PRSP
for deriving policy measures for the PRSC.

PRSP Replacing National Development Plans

The Mali PRSP of 2002 was initially viewed as imposed by donors,
because the government already had its own national poverty
strategy, the Strategie Nationale pour la Lutte contre la Pauvretg,
adopted in 1998. The second-generation PRSP, adopted in late
2006, had more ownership as it was crafted with wider govern-
ment and civil society participation. In Cape Verde, the PRSP ini-
tially seemed to be perceived as Bank-IMF imposed, especially

Source: |EG desk reviews, discussions with country clients and task team leaders.

Box 3.2. PRSCs: Adopting Measures Outside the

PRSP in Armenia

since the government already had a five-year plan. While the task
team leader believed that the PRSC was relatively well aligned
with the PRSP, country clients took time to endorse this position
as country ownership of the reform program developed.

PRSPs Evolving into National Development Plans

Benin adopted two PRSPs, the first in 2003 and the second in 2006.
The second is referred to as the Strategy for Growth and Poverty
Reduction (SGPR) rather than PRSP 2. It is the key strategy doc-
ument for the government. PRSC conditionalities are believed to
pertain to the implementation of the government’s own program
document. In Burkina Faso, as in Benin, the PRSP has been
adopted as the government’s own strategic planning document,
although additional sectoral strategies also exist. In 1999, Burk-
ina Faso prepared its first Poverty Reduction Strategy Paper
(Cadre Stratégique de Lutte contre la Pauvreté—CSLP) for the
period 2000-2003. This was the government's unifying frame-
work for national policy, although separate long-term sectoral
strategies existed for health, education, rural development,
budget management capacity, and governance. The revised
PRSP of 2004 is accompanied by a Priority Action Program, which
incorporates poverty-targeted sector strategies.

cent) affirm that alignment has improved over
time. PRSCs have been selective about the areas
of the PRSPs that they emphasize, sometimes in-

Following careful preparation of a PRSP that was used to shape the
Medium-Term Expenditure Framework and annual budgets, the PRSC
adopted a subset of its issues—focused on public sector reforms—in-
cluding expenditure management and tax policies, as well as reform pro-
grams for health, education, and social protection.

However, it also included themes not highlighted in the PRSP related
to private sector development and competition: improvements in civil
aviation, enactment of a telecommunications regulatory framework,
creation of an electricity market, and improvements in the regulatory
framework for banking and insurance. At the same time, the PRSC did
nottouch onissues raised in the PRSP, such as the development of small
and medium enterprises, improvements in antimonopoly regulation, or
the extension of micro credit.

Source: |EG desk reviews, discussions with country clients and task team leaders.
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cluding themes beyond the scope of PRSPs. About
half of surveyed clients (54 percent) believe that
the PRSC introduced new elements, outside the
national development strategy. Yet, an over-
whelming number (91 percent) believe that such
contributions have generally been a positive
contribution.

Ownership and Policy Dialogue

Country Clients and Bank Task Team Leaders

Client country stakeholders affirm ownership of
the PRSC program in core ministries (finance,
planning, economy).? Only 3 respondents out
of 38 disagreed. There is also strong, if some-
what lower, support from priority sector min-
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cent of responses; and there isasharp Country clients and task
decline from civil society, to only 53 team leaders affirm
percent—with almost as many persons  strong ownership of the
(47 percent) disagreeing or strongly PRSC process.

disagreeing that there was buy-in at

this level.* The sense of ownership, attributed

to the PRSC’s foundation in the government’s

plans, has been reinforced by the flexibility shown

by the Bank with respect to interpretation of

conditionalities.

Box 3.3. Ownership of the

PRSP/PRSC—Reform Process

In Benin, strong ownership was indicated by the gov-
ernment’s unprompted decision to update its public
financial management reform program, based on the
most recent Public Expenditure Financial Assess-
ment (PEFA). In Lao PDR, the PRSC process has be-
come increasingly country-led over the PRSC 1-3
period as government officials came to appreciate its
benefits. On the other hand, in Nicaragua, there was
limited ownership and the PRSC was perceived to
have been Bank-designed. Moreover, itincluded ac-
tivities that were not supported by the government
(such astitling of properties in the Atlantic Territories).

Reactions from Bank task team leaders are very

similar; 95 percent believe that counterparts in the

ministry of finance have very strong or strong

ownership of PRSC programs. Opinions regarding

councils of ministers and line agencies are split be-

tween strong or limited country ownership. Par-

liament and civil society are believed to have

limited or no ownership of the PRSC process,

partly because the principal vehicle for engage-

ment of civil society and other stakeholders

outside the central government has been the for-

mulation (and in some cases annual A few countries, such as
review) of the PRS or national devel- Nicaragua, believed the
opment strategy, rather than its imple- PRSC to have been
menting vehicle, the PRSC. Bank-designed.

Box 3.4. Ownership of the PRSC

Process—Legislative Bodies

In Mozambique, the Assembleia da Republica does
not vote on the PRSC, but rather on the Plano
Econdmico e Social (PES), which contains the agreed
upon measures from the Performance Assessment

Framework (Matriz Reduzida De Acgades Prioritarias).
In Guyana, Nicaragua, and other countries, there
was no or close to no oversight or ownership of the
PRSC and its reform program by parliament (or the na-
tional assembly).

By contrastin Benin, Burkina Faso, Madagascar,
Mali, Rwanda, and Senegal, that is, PRSC countries
with French public finance systems, the judicial
branch of government has explicit accountability
over the PRSC reform process via its role in over-
seeing public expenditures, from the national audit of-
fice (Cour des Comptes). Legislative involvement in the
PRSC is therefore higher.

Sources: World Bank, BMZ, and GTZ 2007; IEG team leader survey,
and country case studies.

istries, such as health, education, and water sup-
ply, at 82 percent of responses. The sense of own-
ership declines progressively from groups further
removed from the core PRSC process. Support
from legislative bodies declines to some 60 per-

Close alignment of the PRSP and its annual review
with the PRSC led to better inclusion of civil so-
ciety participation (for example, in Uganda). How-
ever, in other countries, team leaders expressed
concern that government may handpick civil so-
ciety organizations (CSOs) to be included in the
process, based partly on political loyalties. And ac-
cording to some sources, participation by leg-
islative bodies appears to depend on the nature
of the challenge function of the legislature over
the executive bodies of government, that is,
whether the legislature votes on the adoption of
the PRSC or otherwise.

Task team leaders believe that the PRSC has made
a clear contribution to the importance given to
budget discussions and to interministerial dia-
logue. Seventy-seven percent believe the PRSC in-
creased the comprehensiveness of the budget
and raised its importance (82 percent). Ninety-
three percent indicated that the PRSC was effec-
tive or very effective in enhancing dialogue
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between the ministry of finance and line agencies,
while 78 percent rated the Bank as effective or very
effective in enhancing cross-sectoral dialogue.>

dialogue (table 3.1).° In some cases, the quality
of sectoral dialogue has been driven by the mul-
tidonor process, and in cases such as Ghana,

weakened by donors who put greater emphasis
on sector-specific tools in lieu of budget sup-
port. And it appears that sometimes the joint
dialogue has reduced the depth of technical dis-
cussions at the sectoral level (Mozambique).

Interministerial Dialogue—Country Case Study
Evidence

Country case studies suggest a positive but vari-
able contribution to enhanced interministerial

Table 3.1. PRSC Process: Impact on Government Policy Dialogue

Question: Has the PRSC process contributed to an enhanced dialogue within government on policy and performance?

Country Score Comments

Armenia 5.0 The PRSC has been useful in raising operational ministry concerns with the prime minister and ministry of
finance, and has provided for coordination among ministries on key reforms. For instance, reforms in regulation
involved improved coordination between trade, transport/communication ministries, and the independent
regulator. However, there is no evidence that it provided for continuous overall dialogue on the general poverty

or development strategy among ministries.

Benin 4.0 Counterparts believe the PRSC has been a useful instrument for dialogue on policy reform, reinforced by the
annual review process undertaken jointly with other donors. In sectors such as water, the PRSC helped elevate
pending issues that require action from other parts of government, adding the weight of donor support. The
PRSC process has also helped to focus internal government discussion on important policy issues, but progress

has been slow and, when attained, not always sustained.

Ghana 3.0 While the PRSC/multidonor budget support process has had important impact on aligning donors around a
common agenda, it is less evident that the process has enhanced dialogue within government on policy and
performance. The ministry of finance is the key partner in the process, and dialogue with other ministries has
been assisted by the process, but this has not been a crucial element. The PRSC process has been useful for
agencies not typically on the critical paths of government policy discussions, such as the procurement agency
and the internal audit agency. If the budget process had been used more proactively for integrating donor
support into the general budget, rather than continuing to support sector-specific pools, program dialogue might
have been strengthened further. Aside from the linkage between the ministry of finance and the line ministries,
there is limited evidence that the PRSC contributed to a cross-ministerial dialogue on cross-cutting issues that

require more than one ministry's involvement in their achievement, such as child nutrition programs.

Lao PDR 5.0 The Poverty Reduction Support Operation (PRSO) effectively promoted policy dialogue within government around

priority sectors in poverty reduction and the role of the budget as a key instrument in achieving PRS objectives.

Mozambique 40 Line ministries indicated that the PRSCs had helped foster dialogue with the ministry of planning and
development as well as with the ministry of finance. The PRSC approach also enabled the Bank to consolidate
and enhance dialogue with the government, at both macro and sectoral levels, through coordination with the
Group of 19 general budget support (GBS) donors. But sector ministries thought that the PRSC dialogue was not
enough and must be accompanied by a sector-specific dialogue, because G-19 discussions do not focus on
technical aspects of policy implementation. Therefore, the PRSC has not proven to be an adequate vehicle for in-

depth sector dialogue on its own.

Nicaragua 40 There is no doubt that the PRSCs contributed significantly to enhance policy and performance dialogue.

Vietnam 5.0 Stakeholders agree that the PRSC has provided a platform for enhanced dialogue with government agencies on
pro-poor policies. Both line ministries and core ministries cite the PRSC process as contributing to a dialogue

around the budget and other mechanisms as tools to promote pro-poor policy objectives.

Source: |EG country case studies.
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Operationalization of the

Development Plan

Translating the broad principles of a strategy doc-
ument into an effective blueprint for implemen-
tation requires the preparation of a coherent and
unified strategy that is effectively prioritized and
costed.” An effective budget process requires a reg-
ular calendar, with clear roles and challenge func-
tions of the government as well as political players.
Budget execution over a multiyear period re-
quires the integration of the budget into a
medium-term expenditure framework, which
spells out phased execution required for pro-
gram realization. And to track achievement of
budget targets, mechanisms of budget reporting
are required, integrated into an annual review.®

Over 80 percent of task team leaders believe that
the PRSC was effective in raising the importance
of the budget as a tool for policy formulation and
accountability. Almost as many believe that the
PRSC has effectively increased the comprehen-
siveness of the budget—presumably by bringing
on budget areas of expenditure that were previ-
ously off budget. Country clients concur—90 per-
cent agree or strongly agree.

Operationalizing Budgets—Monitoring Results
PRSC countries have been able to improve the
operationalization of their national development
strategies better than other IDA-eligible coun-
tries, although the latter have also improved their

PRSC PROCESS

performance and appear to be closing
the gap compared with PRSC coun-
tries. Table 3.2 presents a comparison,
based on data collected for 2005 and
2007 from 62 IDA-eligible countries
that have been implementing a PRS
since March 2006.°

Data are reported separately for three
elements of operationalization: the
degree to which government action
has a unified strategic framework, re-
flecting overall medium-term strategy as well as
sector strategies; the extent to which there is pri-

as a tool of policy
implementation.

Box 3.5. PRSCs’ Contribution to Operationalizing

the National Development Plan

In Benin, the achievement of sectoral objectives has been improved
through the use of program budgeting, with budget preparation and
budget execution increasingly undertaken by sector ministries. The gov-
ernment has adopted a comprehensive strategy forimplementing results-
based budgeting and is progressing toward finalizing a budget
classification that would permit systematic evolution of pro-poor budget
expenditures, with more program budgeting execution reports and pub-
lic expenditure tracking surveys. In Lao PDR, the first series of PRSOs (1-3)
largely achieved objectives in translating the National Growth and Poverty
Eradication Strategy into an actionable program, through their strong focus
on public financial management. The recent Budget Law (2006) was key
to ensuring that public resources are directed toward national priorities.

Source: |IEG country case studies.

Table 3.2. PRSC and Non-PRSC Countries: Operationalization of Development Strategies

Unified Strategic

Composite strategic link to
rating framework Prioritization the budget
2005 2007 2005 2007 2005 2007 2005 2007

PRSC countries average (27)

Non-PRSC IDA countries (CPIA 3+) average (23)
Difference from PRSC

Non-PRSC IDA countries (CPIA <3) average (10)
Difference from PRSC

Non-PRSC IBRD country (1 country: Serbia and Montenegro)
Difference from PRSC

2.0 2.2 2.1 2.3 2.0 2.3 1.9 20
1.6 1.9 1.7 20 1.8 22 1.3 1.5

04 0.3 04 -0.3 -02 0.1 0.6 0.5
1.1 1.2 1.1 1.4 1.4 1.3 0.9 1.1
08 =09 -1.0 =09 06 =1.0 =1.0 =09
1.3 1.7 1.0 20 20 20 1.0 1.0
-0.6 -05 =11 -0.3 0.0 -0.3 -0.9 -1.0

Source: Analysis of World Bank data, December 2007.
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Interministerial dialogue
improved, but the quality
of sector dialogue may
bave lost some depth.

Task team leaders believe
that the PRSC raised the
importance of the budget
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oritization of short, medium, and long-term
objectives and targets; and the strategic link to the
budget, specifically the degree to which the strat-
egy has been costed in 2 medium-term expendi-
ture framework.

All indicators for PRSC countries are higher than
those for non-PRSC countries, even if compared
with better-performing IDA countries, and they im-
proved between 2005 and 2007. But such an im-
provement also took place for non-PRSC IDA
countries, even those that scored lower than 3.0
on composite CPIAs. Moreover, the difference in
scores between PRSC countries and other groups,
in most areas, has somewhat diminished.

While there is anecdotal evidence from country
case studies and team leaders on instances where
a PRSC has helped leverage improvements in op-
erationalization, it appears that improvements
were being introduced in many countries and
may have occurred, to some degree, in the absence
of PRSC support.

Another Bank study, with information on the
operationalization of the PRS/national develop-
ment strategy for a select group of IDA PRSC
countries, suggests variety in the degree to which
operationalization has been achieved across PRSC
countries and across different aspects of the op-
erationalization process.'? This study examines the
degree of linkage of the PRS to the budget process
on such criteria as whether there is a budget cal-
endar, whether the functions of administrative
and political players in the budget approval
process are well specified, and whether there is

a medium-term expenditure frame-

PRSC countries’ progress work to help translate program needs
in linking the PRS 1o into expenditure planning. Finally, it
budget implementation investigates the extent to which the
varies by budget area and Annual Progress Review of the national
does not appear to be development plan/poverty reduction
linked to the length of the strategy, is integrated with budget im-
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PRSC series. plementation reporting.

IEG applied standardized scoring to these de-
scriptions, summarized in appendix table A3.3.
There is no consistent pattern across individual
PRSC countries. Some with long PRSC series,

such as Tanzania and Uganda, score well in some
areas (links of PRS to budget, having a medium-
term expenditure framework, and for Uganda, a
clear budget process), but less well in others (in-
tegrated budget reporting). Burkina Faso, a coun-
try with a long PRSC presence, has relatively low
scores on operationalization, except for the clar-
ity of the budget process.!!

Results Frameworks, Monitoring, and
Evaluation

An integral element of the PRSC (and all IDA lend-
ing) was an increase in emphasis on managing for
results.'? To what extent did PRSCs impart a results
focus to the development process? The following
specific questions are examined: (i) Was the PRSC
results framework well adapted to the imple-
mentation of the PRSC? (ii) How well defined
were PRSC results frameworks, in particular re-
garding the definition of measurable end-of-series,
intermediate, and baseline targets and indicators?
(iii) How consistent was the reporting of results?
The quality of results frameworks depends on the
quality of underlying M&E systems, therefore,
(iv) To what extent did the PRSC draw on national
M&E systems used for domestic accountability
outside the framework of aid flows?; and (v) Was
capacity building for developing national M&E
addressed?

Evaluation of the Results Framework for All
PRSCs (2001-08)

A comprehensive IEG desk review of results
frameworks covered all 87 PRSCs undertaken
during this period, based on questions derived
from Bank guidelines for good practice in re-
sults frameworks.!? Questions were grouped
around the following themes: (i) the overall
evolution of policy and monitoring matrixes;
(i) the existence of end-of-series outcome indi-
cators and quality; (iii) the existence and quality
of intermediate (annual indicators); and (iv) re-
porting on the results framework.'* Operations
were grouped in series to enable the examination
of results from baselines to end-of-series out-
comes, within a series of operations. The result-
ing group of 38 series of operations comprises 27
sets of first series, 10 sets of second series, and
1 set of third series.
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Overall Policy and Monitoring Matrixes. The more frequent (41 percent to 60 per- Many early PRSCs did
desk review shows that PRSC policy matrixes cent) and were better defined (37 per- not have well-formulated
evolved over the life of the credits, reducing the  cent to 50 percent), and targets were indicators, though
number of objectives, reformulating objectives more clearly quantified, improving there was improvement
to better reflect the essence of the PRSP pro- from 22 percent of operations to 40 owver time.

grams, and improving the causal chain from ac-
tion to desired outcomes. Lessons learned from
first-series operations were incorporated into the
design and content of the policy matrixes of the
second series. Results indicators became more
precise over time. Thus in first-series PRSCs, only
48 percent of operations had clearly defined in-
dicators in all sectors, but this rose to about 80 per-
cent in the second series. As an example, in
Mozambique, the first PRSC had no explicit results
framework.'> PRSC 2 had a results framework but
omitted key areas of public sector management
and investment climate improvement. The second
series, for the first time, contained a results frame-
work for the whole series.'® The number of op-
erations with universally vague indicators fell from
15 percent in the first series to zero in the second.
However, desired end-of-series outcomes have al-
ways been and remain numerous, arguably ex-
cessively so (between 1 and 15 in 20 percent of
operations, and 16 or more in the remaining 80
percent). There has been no reduction over time
in the number of indicators.

End-of-Series Outcome Indicators and Their
Monitoring (appendix table A3.1). Specific find-
ings on end-of-series indicators show that by the
end of the period reviewed about three-quarters
(76 percent) of all PRSCs reviewed included mon-
itoring indicators for most end-of-series outcomes,
though not all were measurable (68 percent),
and less than half of end-of-series indicators had
targets. Moreover, targets were only well defined
42 percent of the time and are clearly quantified
only about a quarter of the time (29 percent).

However, there is clear evidence of improvement
between PRSCs in the first and second series.
Most PRSCs had end-of-series outcome indica-

percent. Nevertheless, these findings

illustrate that as the nature and specificity of tar-
gets is made clearer, the proportion of PRSCs
that satisfy the requirements remains less than half.

Baselines and Intermediate Indicators. Both
types of indicators are required to steadily mea-
sure progress toward end-of-series indicators. In
both areas, weaknesses remain, although the sit-
uation has been improving over time. Thus, base-
lines are well defined for all indicators only about
50 percent of the time, although it is somewhat
higher (60 percent) in cases where there have
been two series. On average, across all PRSCs,
three-fifths (60 percent) had no intermediate (an-
nual) indicators. In the second series, this de-
clined somewhat and about half of all operations
have some intermediate outcome indicators. Look-
ing at targets for intermediate indicators, there has
also been improvement—from 33 percent in the
first series to almost twice as many, 60 percent, in
the second series (appendix table A3.2). One
caveat on the interpretation of improvements
over time, however, is that there are only 10 sec-
ond series, compared with 27 first series.

Reporting: Results Frameworks and Progress
against Targets. On average, PRSC program doc-
uments have only commented on progress in de-
veloping results frameworks a quarter of the time
(26 percent), and in this important area there is
no significant difference between first and second
series. At best, the documents comment on the
weakness of the results framework in preceding
operations and the need to improve it. Program
documents report sparingly on progress in de-
veloping results frameworks, although this sub-
ject receives most attention in Implementation
Completion Reviews.

tors in 70 percent of first-series operations, rising Baseline, intermediate,

to 90 percent of second-series operations. There — Performance has been much better as  and end-of-series

was a dramatic increase in the proportion of mea-  regards reporting progress against tar- indicators have improved,
surable end-of-series indicators, from 56 percent  gets. In countries with only one PRSC  but all have scope for

to 100 percent. Targets for such indicators grew  series, progress occurred in about 70 further improvement.
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Only 46 percent of PRSC percent of eligible cases. There was a
series had complete significant improvement during sec-
end-of-series indicators. ondseries (eight cases, or 80 percent).

This suggests that an improvement in
the quality of reporting was enabled by the exis-
tence of well-defined intermediate outcome in-
dicators. For end-of-series reporting, complete
information is provided in this regard in only 46
percent of eligible cases, either in the final program
document of the series or its Implementation
Completion Review.

These findings broadly suggest that results frame-
works are increasingly in compliance with devel-
opment policy lending guidelines. Yet shortcomings

remain, especially in the progression

Core conditionality in all from some form of indicator to an in-
adjustment declined, but dicator that is targeted, well specified,
non-PRSCs declined faster and quantifiable, with annually defined

than PRSCs. intermediate milestones.

PRSC Results Frameworks: Case Studies and
Team Leaders’ Survey
Results frameworks in seven PRSC countries were
evaluated and scored on a six-point scale by IEG,
based on the overall question: Is the PRSC em-
bedded in a clear, medium-term results frame-
work, which links policy actions to outcomes
with specific monitoring milestones? Results sug-
gest average or below average achievements, with
two scores of 2 (Armenia and Nicaragua) and
four scores of 3 (Benin, Ghana, Lao PDR, and
Vietnam).!” Only one country (Mozam-

Case studies corroborate bique) scored above the mid-point, at
shortcomings in results 4. Details of individual countries’ ex-
frameworks at all levels. periences are given in annex 6.

First of all, numerous deficiencies are observed,
in virtually all these countries’ PRSC Results Frame-
works, at the level of definition, consistency, and
quality. Examples include: (i) lack of specific mile-
stones; (ii) lack of a consistent set of milestones

from one operation to the next (Ar-

Case studies also menia); (iii) indicators that could not

illustrate difficulties in be measured or evaluated; (iv) out-
[framing results (in some comes with no specified indicators and

areas), country thelack ofa clear results chain from ac-

capacities, and limited tions to outcomes (Nicaragua), and
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statistical data. vague time horizons or sequencing

(Lao PDR); (v) limited ex-post monitoring of re-
sults (Armenia); and (vi) the finding of implausi-
ble results from monitoring on some occasions,
in terms of consistency or variability.

Case studies also illustrate, from the client per-
spective, difficulties faced by country officials in
defining targets and milestones, especially in
countries with no prior experience of PRSCs,
where previous custom was limited to the setting
and monitoring of macro targets and indicators
(Nicaragua). Furthermore, monitoring the im-
pact of certain public expenditures is difficult as
they are based on an administrative rather than
a functional classification (Benin). Additionally,
statistical capacity for data gathering is limited
and the necessary infrastructure for data collec-
tion is limited.

Another set of issues can be traced to upstream
shortcomings in associated results frameworks for
the parallel PRSPs or CASs, which the PRSCs were
intended to mirror. Problems of being ill defined,
inconsistent, or difficult to measure are often ob-
served at this level. Some results frameworks for
PRSPs were unwieldy, with too many indicators
and targets (Armenia). Limited monitoring of up-
stream PRSP indicators and limited incentives on
the part of government officials to undertake sys-
tematic reporting of such indicators have also
been shortcomings.

Finally, some difficulties are associated with the
multidonor framework under which some PRSC
countries operate. While long-term Performance
Assessment Frameworks (PAFs) have disadvan-
tages of rigidities, the annual renegotiations of tar-
gets and milestones, in conjunction with the
annual review of the multidonor matrix or PAF
(Ghana), can also lead to a loss in strategic di-
rection because government incentives focus on
setting easily attainable targets.'® Yet other case
studies indicate that a common donor position is
possible, as was the case in Mozambique, where
the three-year forward-looking results framework
has been linked to a three-year PAF and, thereby,
to the national development plan and related re-
view mechanisms. In this case the need for a
satisfactory conclusion of the joint review for ob-



Box 3.6. PRSC Shortfalls in Results

Frameworks—Armenia

PRSC PROCESS

Box 3.7. PRSC Results Frameworks: Task Team
Leaders’ Views

In Armenia, each PRSC had specific milestones and
expected results, but they did not refer to past
achievements and did not use a consistent set of
milestones. Most PRSCs produced a new table with
slightly different indicators, reflecting the focus of
the new PRSC. For instance, PRSC 1 set a target for
tax revenue-to-GDP to rise from 14.1 percent in 2003
to 16.2 percentin 2006, and to 17 percent by 2007. The
actual figure for 2006 turned out to be 14.4 percent,
as reported in PRSC 4. The program document dis-
cusses the reasons for limited growth but does not
mention the shortfall in the target. Instead, it sets a
new target of 15.2 percent for 2007.

Shortfalls in the results focus and monitoring of the
PRSC parallel deficiencies of the PRSP results focus.
While the government established a PRSP monitor-
ing and evaluation framework in 2004, it did not func-
tion effectively. Results have not been measured
against consistent milestones. The framework iden-
tified 177 indicators, of which 36 were targets and 141
were intermediate indicators. No information was
available on 44 indicators, and many others were in-
complete. Ministries lack incentives to report or im-
prove upon indicators. There was little or no ex-post
monitoring of results, of either the PRSC or the PRSP,
and no evidence that the government uses the results
indicators to access progress or modify policies.

Source: |[EG country case studies.

taining continued support motivated stakehold-
ers to conduct necessary monitoring. And else-
where, donor support helped build capacity for
monitoring and evaluation of results (Benin).

Over time, in some countries with longer PRSC
series, improvement has been observed (Benin,
Ghana, Mozambique, Vietnam), although there
has been less evolution elsewhere (Armenia,

One task team leader (TTL) stated that one of the greatest benefits of
the PRSC approach was the move toward a results approach. TTLs for
two countries in Africa felt that the PRSCs were having considerable suc-
cess inimproving coordination among government officials to generate
and report results, and in addressing the core weaknesses in budget-
ing and reporting for results.

TTLs for several other countries in Asia and Africa pointed to a
series of challenges, for example, differences in views on results frame-
works among donors and consequent difficulties in coordination; the dif-
ficulty of developing the PRSC framework when the underlying PRSP
framework was not framed in an operational manner; the need to change
incentives for TTLs so as to encourage results over delivery; and the need
for better support to task managers for the development of results
frameworks. TTLs also pointed out the need to maintain supervision of
measures already taken to avoid backtracking but to balance this to avoid
a scorecard approach to PRSC supervision. In sum, TTLs are aware of
the need to improve results frameworks, the difficulties of so doing, and
the potential benefits.

Source: |EG results framework analysis.

challenges and difficulties in working with well-
functioning results frameworks but who support
their purpose and point to the resulting im-
provements in country-level monitoring and data
collection.

Results Frameworks—PRSCs and Other IDA
Countries

A comparison of results frameworks in PRSC coun-
tries and other IDA countries shows that, on av-
erage, PRSC countries score better than other IDA
countries. Three aspects of results orientation
have been examined in a database on 62 IDA
countries (table 3.3).! The questions focused on
(i) the degree to which monitoring data for the un-
derlying PRS is collected and analyzed in a timely,
regular, and systematic manner; (ii) the timely
availability of quality information per-

Results shortcomings in
PRSCs may also be due

to upstream shortcomings
in PRSs or difficulties in
reaching donor
agreements.

Nicaragua), which may also depend on the es-
tablishment of proposed new M&E capacity (Lao
PDR).

taining to the medium-term strategy
and to public expenditures, including
in local languages; and (iii) the degree
of implementation of a country-led
M&E system, which is organized with
well-defined institutional responsibili-

These findings are broadly corroborated by
task team leaders (box 3.7), who point to the
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Table 3.3. PRSC and Other Countries: Comparison of Ratings on Results Orientation

PRSC countries (27 countries ) 1.8 2.0 1.7 19 18 2.1 18 2.1
Non-PRSC IDA countries (CPIA 3+) (23 countries) 1.4 1.6 1.4 1.6 1.4 1.6 1.3 1.6
Difference from PRSC -04 —0.5 -0.3 —0.3 -04 —0.5 -05 —0.5
Non-PRSC IDA countries CPIA <3 (10 countries) 1.2 12 1.3 1.1 1.2 15 1.0 1.0
Difference from PRSC —0.6 09 —0.4 —038 —0.6 0.7 —08 =1

Source: World Bank 2007e.

ties, tracks indicators (input, output, and out-
comes), and produces unified reports used by
policymakers and external partners. Responses
are scored on a five-point scale (0-4).

On average, PRSC PRSC countries perform better in

countries score better all aspects, even when other well-
than others on results performing IDA countries are consid-
frameworks, but this is ered. Information is of better quality,
not obviously linked to easier to access, and is monitored more

IEG findings are
corroborated by
information from other
Bank studies.

the PRSC. regularly. Over time, PRSC countries

have maintained their lead. A disag-
gregation by country, however, shows a high level
of variability in performance on various aspects
of results orientation. Overall performance does
not appear to be linked to the length of time for
which a country has had a PRSC.

PRSC Results Frameworks: An Africa

Region Study

IEG findings are broadly corroborated by expe-
rience in the Bank’s Africa Region, where de-
signing and implementing results frameworks
continues to be one of the most chal-
lenging dimensions of policy-based
loans.?” Among the challenges are in-
sufficient attention to the definition
and monitoring of baselines and targets
and weak annual indicators due to lack
of data at the country level. Indicators

Most PRSCs have only are generally better designed in social
achieved modest quality sectors, and least so in areas such as
in their MGE frameworks. governance. This study also points to
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underlying issues such as weaknesses in the re-
sults frameworks of the associated PRS and its An-
nual Progress Review and the upstream CAS
frameworks on which the PRSCs are supposed to
build. It points out that donor harmonization can
add to this due to both the wide range of indica-
tors required by the donor group and differences
in approaches to these indicators.

PRSC Countries” Monitoring and Evaluation—
IEG ICR Reviews

IEG Implementation Completion Reports Re-
views of projects rate the quality of design, im-
plementation, and utilization of M&E systems of
projects.?! For operations such as PRSCs, the rat-
ing also assesses the extent to which these systems
are used for PRSC monitoring. Ratings are as-
signed on a four-point scale (regligible, modest,
substantial, and high).

Of the 51 PRSCs that have been rated, 30 have a
rating for the quality of their M&E systems. The
majority of these (20 operations in 10 countries)
have been rated modest for their M&E quality.
Two (Benin PRSC 1 and Nicaragua PRSC 2) have
the lowest possible score, negligible, and 6 PRSC
operations in 3 countries (Cape Verde, Rwanda,
and Vietnam) have been evaluated to have sub-
stantial M&E quality. No PRSCs were scored in the
highest category. The overall conclusion is that
M&E in most PRSC countries could be substan-
tially improved in quality and in consistency of the
design and use of data collection. In many cases,



PRSC PROCESS

Box 3.8. Monitoring and Evaluation in PRSC Countries

Rwanda, one of the better performers among PRSCs (with a sub-
stantial rating for M&E), focused its monitoring on measurable
outcome targets that could be associated with the Bank program.
Surveys were undertaken atthe household and firm levels to es-
tablish baseline data and enable monitoring of progress toward
targets. A results framework was drawn up to track progress for
11 key indicators, and an impact evaluation of performance-
based contracting in the health sector is also under way. Insti-
tutional reforms have led to improved coordination among
statistics, planning, and budget. Sector cluster groups composed
of representatives of donors and government counterparts have
discussed M&E frameworks in a consultative framework.
Nicaragua, atthe other extreme, had systemic problems with
the M&E framework with important shortfalls in the design, im-
plementation, and utilization of monitoring and evaluation. Con-
cerning design, a key performance indicator of the proportion of

Source: |EG desk reviews and country case studies.

the population living in extreme poverty was not constructed
with a view toward ensuring that data would be available to
track the outcome. Concerning implementation and utilization, data
for 3 of the 12 performance indicators were not available. More-
over, the program document for PRSC | sets out a dozen ex-
pected results of the program, presumably to be achieved by the
end of PRSC 2. Some are intermediate results, but others are pre-
sented as if they were independent objectives. These do not ap-
pear to have been tracked and are not discussed in the ICR. The
ICR reports that the supervision mission for PRSC 2 used a num-
ber of incorrect performance indicators. It also reports that the
government substantially changed its estimate of a number of per-
formance indicators, which led Bank supervision missions to
conclude that the project was highly satisfactory. This suggests
that monitoring and evaluation was, at the very least, not given
due attention and may even have been manipulated.

PRSCs have tried to build upon national systems
that suffer from shortcomings that impede the de-
velopment of results frameworks for PRSCs.

to the reinforcement of domestic systems and
processes, frequently occurred within the con-
text of a multidonor budget support group, in
which the PRSC played a variable part. The next
chapter examines the role of the PRSC within the
context of a wider donor support framework.

Finally, it must be remembered that PRSC align-
ment with recipient countries, and contributions
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Chapter 4

Evaluation Highlights

e Despite stagnant shares in budget
support, PRSCs made effective con-
tributions to donor harmonization.

* Progress has been made in achiev-
ing harmonized matrixes, but condi-
tionality may initially increase to
accommodate all donors.

e Progress is limited in harmonizing
reviews of the PRS and integrating
it with the joint matrix, harmonized
results indicators, or reporting
arrangements.

e Inalarge Budget Support Group, the
Bank may lose the ability to incorpo-
rate substantive issues in the agenda.

e The Bank’s processing calendar may
limit its voice in a joint process.

e Individual small donors can some-
times unduly influence the agenda.
¢ Recipients may prefer to leave major

items off the agenda.

e Sector working groups have con-
tributed little to harmonization.

* Reconciliation of Bank policy-based
versus EU outcome-based aid is
desirable.

e Harmonization has high transaction
costs for Bank PRSC staff.
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PRSCs and Donor
Harmonization

rom their inception, PRSCs were intended to serve as vehicles for
donor harmonization. The Interim Guidelines anticipated that donors
could base their medium-term support on the PRSC program.! Bank com-
mitment to aid harmonization deepened with the Paris Declaration on Aid Ef-
fectiveness (2005), which affirmed the principles of recipient country ownership,
alignment with country systems, and aid harmonization around a results-

based agenda.

New guidelines on policy-based lending (also
applicable to PRSCs), prepared guidance on the
establishment of budget support groups, joint
Memoranda of Understanding and disbursing
around a common PAF. Guidelines provided that
the joint PAF would draw indicators from the
PRSP based on a joint Annual Performance Review
of the PRS. Country-based systems would be used
and country capacity building would be coordi-
nated.? IDA-15 Harmonization Guidelines rein-
forced these principles.? This chapter reviews the
extent to which the PRSC was an effective vehicle
of donor harmonization as envisaged by the Bank.*

Overview of PRSC Contributions to

Aid Flows

The contribution of the PRSC to aid harmoniza-
tion must be viewed in the context of (i) an ag-
gregate decline in the share of aid in national
income in all PRSC countries; (ii) a stagnant or de-
clining share of general budget support in total
aid, which is still largely channeled through tra-
ditional investment projects; (iii) some decline in
the share of the World Bank assistance to PRSC
countries from 2005 to 2007; (iv) some decline in
the share of the PRSC in total IDA assistance and
in total aid flows; and (v) some trend decline in

the PRSC share of national budgets, from around
7 percent to less than 3 percent of budget ex-
penditures (table 4.1).

A disaggregated review reveals a heterodox pat-
tern among countries (appendix table A1.4). Many
countries, especially those in Africa with histori-
cally higher aid shares in national income and
long PRSC series, remain significantly aid de-
pendent. In Mozambique, aid shares hover around
25-26 percent; in Rwanda, 20-25 percent; in Tan-
zania, 13—17 percent; and in Uganda, around 15
percent. In contrast, there were declines in aid de-
pendence in fast-growing East European PRSC
countries, such as Albania, Armenia, and Georgia,
to a third of 2001 levels, where the Bank was typ-
ically the sole source of budget support.

The PRSC typically accounted for a variable share
of budget support in several African countries,
many of which have well-established donor rela-
tions (two-fifths to two-thirds in Cape Verde,
Ghana, Madagascar, and Uganda and between 20
and 40 percent in another nine countries). And
the overall contribution of the Bank declined by
at least a third in some major African countries
with PRSC programs, such as Ghana (from 30.1
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Table 4.1. All PRSC Countries: Aid Flows (%)

cyo1 CYo02 CYo3 CYo4 CYO05 CYO06 cYo7
Share of aid in national income 11.8 12.1 11.3 12.7 10.6 10.4 10.0
Budget support flow—share of total aid flow 18.4 14.2 16.9 17.1 17.5 19.1 17.3
Waorld Bank share of total aid flows 19.7 20.8 20.2 20.4 19.1 17.7 17.8
PRSC share of total World Bank disbursements 50.2 40.8 49.2 38.0 38.2 34.2 36.1
PRSC share of total aid flows in PRSC countries 122 7.3 12.0 93 7.8 7.2 6.6
PRSC share of government expenditures 7.1 34 52 5.4 41 3.0 29
PRSC share of total budget support aid flows 57.0 67.1 74.9 58.7 47.3 64.5 34.1

Source: See appendix tables A4.1 to A4.7
Note: Data on budget support flows are not available for all countries, or for all points in time. CY = calendar year.

to 20.3 percent of total official development as-
sistance flows) and Uganda (36.1 percent to 21.5
percent of official development assistance flows).

PRSCs are the sole source The relative share of budget support
of budget support aid in provided by the Bank declined in a
some countries with short number of countries: from two-thirds

PRSC series and a limited ©f the total to barely a sixth in Viet-

donor process. nam, from over half to abouta third in

Burkina Faso, and from 25 percent to
18 percent in Mozambique. Trend declines in the
PRSC share of Bank aid are perceptible in other
countries with long PRSC series: Burkina Faso,
Madagascar, and Vietnam. This could be due to a
deliberate exit policy where the declining share
of World Bank engagement is then covered by
other, typically smaller, donors.’

PRSC Programs: Modalities of
Harmonization

Harmonization without a Jointly

Negotiated PAF

Donor harmonization under the PRSC took dif-

ferent forms depending on the recipient aid ar-

chitecture (appendix table A4.1). Many countries

began to receive general budget support (GBS)
aid, strongly resembling Bank/IDA

Modalities of aid policy-based lending, from many

harmonization in PRSC  sources. Joint donor matrixes of policy
countries range from actions, referred to as PAFs, were in-
simple coordination to tended to “provide the basis for joint
clearly defined multi- monitoring by all donors, for manage-
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donor processes. ment according to a set of predefined

common principles, however with disbursement
still subject to individual donor decisions.”®

Not all PRSC countries had joint budget support
arrangements (table 4.2). Better-off countries
in Eastern Europe and those elsewhere that were
more politically fragile, such as Guyana, Hon-
duras, Nepal, and Sri Lanka, have had little or no
other budget support.” Yet there was coordination
in the PRSC process and sometimes the hope of
attracting future budget support

In another five countries, (Armenia, Ethiopia, Lao
PDR, Moldova, and Pakistan), there were limited
attempts at coordinated budget support offered
by other donors.

Only one PRSC country fully meets the original
expectations of donor harmonization around the
focal point of the PRSC—Vietnam. The PRSC pol-
icy matrix constituted the single Performance
Assessment Framework, derived from the PRSP
(Comprehensive Poverty Reduction and Growth
Strategy) for PRSCs 2-5. From PRSC 6, the un-
derlying strategy document was merged with the
government’s formal planning process, and sub-
sequent PRSC policy matrixes have been based
upon annual reviews of the State Economic De-
velopment Plan. All PRSC cofinancers are cosig-
natories to the annual Vietnam Development
Report, which maps PRSC progress.® The number
of partners in the process had grown from 3 to
11 at the start of PRSC 6. Some concentrate at-
tention on a select group of policy actions that



PRSCS AND DONOR HARMONIZATION

Table 4.2. PRSC and Donor Harmonization: The Nature of Budget Support

Coordination
Type of support Countries
No other budget support Albania, Azerbaijan, Georgia, Guyana, Honduras,? Nepal

Sri Lanka?

Other budget support, some of which is harmonized/
cofinanced

Other budget support, based on Bank PRSC matrix,
adopted by government and accepted by other donors

Other budget support with a common PAF or PAF-like
framework developing

Other budget support, common PAF or PAF-like
framework operational

Vietnam¢

Armenia, Ethiopia, Lao PDR,* Moldova, Pakistan

Benin, Lesotho, Madagascar (government matrix), Senegal,
Mali, Nicaragua (government matrix), Rwanda®

Burkina Faso, Cape Verde, Ghana, Malawi, Mozambique,
Tanzania, Uganda

Source: Appendix table A4.8, based on PRSC program documents, IDD and Associates 2006b, and IEG country case studies.
a. Joint budget support had been considered by two other donars but had not occurred by the beginning of FY08.
b. The Asian Development Bank had prepared budget support, but it was not delivered with the PRSC.

c. InLao PDR, as in Vietnam, the government adopted the PRSC matrix as its own matrix.
d. The government adopted the PRSC matrix, which served as the basis of a joint matrix.

e. There was an initial partnership framework and a form of joint matrix, but it is used only by the African Development Bank and the World Bank.

Box 4.1. PRSC Donor Coordination—No Other Budget Support

In Honduras, PRSC 1 attracted donor interest in program-based
assistance and representatives of Germany’s Kreditanstalt fiir
Wiederaufbau (KfW) and the Swedish International Develop-
ment Cooperation Agency (SIDA) participated in its appraisal
mission. Together with the Canadian International Development
Agency (CIDA) and the U.K. Department for International Devel-
opment, they also accompanied the preparation of a companion
PRSC Technical Assistance Credit.

In Nepal, IDA and the U.K. Department for International De-
velopment jointly supported reforms in governance, health, and

Source: IEG desk reviews and interviews.

privatization, as well as in reforms to the Medium-Term Expen-
diture Framework. Coordination with other bilateral and multi-
lateral agencies was evident in a number of sectors.

Coordination typically occurred firstin the formulation of sec-
tor strategies and joint analytic work. In Albania, for example, a
quarter of analytic work was undertaken with other donors, al-
though only a tenth of missions were coordinated, and only 5 per-
cent of aid was deemed to be program-based.

Box 4.2. PRSC Donor Coordination—With Other Budget Support

In Lao PDR, Japan provided some cofinancing for PRSO 3. The
PRS0 4-7 matrix was jointly appraised with Japan, the Euro-
pean Commission, and Asian Development Bank, which committed
to cofinancing. The Bank undertook considerable sectoral co-
ordination as well as joint analytic work. The government has ex-
pressed the view that it would like an annual Lao PDR
Development Forum under its leadership, with a significant role
for the Ministry of Finance, to replace the current triennial Donors’

Source: |EG country case studies.

Roundtable process (jointly led by UNDP and the Ministry of
Foreign Affairs). But so far it has not been willing to exercise lever-
age with donors to promote greater use of budget support.

In Armenia, where the Bank has been virtually the sole source
of budget support, barring a small volume of EU funds, govern-
ment representatives have notvoiced any preference for joint sup-
port and are content to allow donors to follow their lead areas
of expertise and inclination.
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In Vietnam, the Bank’s
PRSC and the national
development strategy
merged in identity
over time, and the
Bank clearly led the
donor process.

coincide with their priorities. Others fully adopt
the PRSC matrix as a cross-sectoral component in
their aid programs.

Harmonization with Other Budget Support
Donors—The Joint Matrix

The more traditional model of harmonization, in
13 PRSC countries, is one where donors are al-
ready involved, each with their own visions of
policy priorities. A common position
must be negotiated. Twelve such PRSC
countries are in Africa. In most, the
process of adopting a common matrix
has strengthened over time. By fiscal
2008, a joint PAF was fully operational
in six countries. The process typically
began with the adoption of Partner-
ship Principles, followed by a more de-
tailed Memorandum of Understanding where
donors commit to a joint approach. Where donors

have had their own matrixes, harmonization en-
tails the merger of the Bank PRSC matrix with
other donor matrixes.’

Budget support groups often have uneven mem-
bership with a few large core donors and a large
number of smaller donors, as well as nonfinanc-
ing members, which find it desirable to have
a seat at the table (table 4.3). Leading bilaterals
sometimes enjoy a proportional contribution
greater than the Bank. In all countries, donor
groups have grown over time. By 2007, Mozam-
bique had 19 donors, including 15 bilaterals and
4 supranational or international agencies; Tanza-
nia had 13 and Ghana and Burkina Faso had about
10 each. Countries with long PRSC series have
tended to have more donors.

Bank task team leaders attribute some of the
growth to the PRSC contribution. While coun-

Table 4.3. Shares in Budget Support Recipient Country—Donor Contributions, 2007

Total GBS w/o World European

Top 3 bilaterals Number Donors/ Donors/

received World Bank Commission Bilaterals and their shares of MOU MOU
($ millions) Bank (%) (%) (%) (%) bilaterals 2005 2007

Tanzania 657.4 246 375 99 52.6 UK Sweden  Dutch 11 13 13
(24.3) (6.9) (5.6)

Mozambique 356.7 70 19.6 13.9 52.6 UK Sweden  Dutch 15 17 19
(18.1) (7.6) (6.3)

Ghana 3219 110 34.2 5.5 0.0 UK Dutch Canada 7 8 10
(19.0) (5.7) (4.4)

Uganda 248.8 126 50.7 (585 35.7 UK Ireland Norway 5 0 0
(25.0) (4.9) (4.0)

Burkina Faso 187.7 90 48.8 27.2 26.3 Dutch France Sweden 5 9 9
(12.0) (4.3) (3.6)

Rwanda 171.9 52 30.0 12.9 39.3 UK Sweden 3 3 6
(33.0) (6.3)

Mali 146.0 46 3.5 21.2 255 France Dutch Sweden 4 0 6
(9.5) (8.6) (7.4)

Madagascar 109.2 41 374 20.7 8.1 France 1 4 4
(8.12)

Malawi 58.2 21 35.7 20.6 74.4 UK Norway 2 0 4
(61.1) (13.2)

Benin 34.6 30 87.4 30.5 68.4 Dutch France Denmark 4 4 7
(36.3) (16.3) (13.8)

Source: Based on dataset from Strategic Partnership with Africa, U.K. Department for International Development, Overseas Development Institute, and the World Bank.
Note: MOU = Memorandum of Understanding.
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tries that have successfully adhered to program-
matic support have increased their budget sup-
port donors; attribution to the PRSC is difficult.
The African Development Bank, for example,
initially signed very few Memoranda of Under-
standing (3 in 2005), often waiting until the Bank/
IDA was a cosignatory, but Memoranda of Un-
derstanding increased to 11 in 2007.

Achievements of PRSCs in a Multidonor
Environment

Seven specific questions are addressed below, on
the contribution of the PRSC to the harmoniza-
tion agenda, based on evidence from IEG coun-
try case studies.

Did the PRSC Provide a Platform for a Donor-
Harmonized Program?

While the Bank made important contributions to
donor coordination, case studies suggest that only
in Vietnam did the PRSC create a strategic platform

PRSCS AND DONOR HARMONIZATION

around which other donors could coa-  Multidonor budget

lesce in the aid process. In Vietnam,
the Bank’s PRSC matrix became syn-

onymous with the national develop- modality for

support groups are
the more traditional

ment policy matrix. The Bank clearly harmonization in the

had a primary role in harmonizing and PRSCs, and they exist in
aligning donors around the PRSC ma- most African countries.

trix as the vehicle for budget support.
Its success has been attributed also to

the Bank’s physical presence in Hanoi, Many governments have
its deep technical resources, analytical 720t voiced a preference
leadership, and financial resources. Con- for multidonor support

tinuity of the Bank’s PRSC team leaders, S7OUPS.
and the sustained program, had cumu-

lative impact. The Bank’s role as senior partner
was accepted by other donors. In Lao PDR, a sim-
ilar approach was adopted but is less evolved.

The Bank played an important role in countries
where donor coordination for budget support
aid is less mature, though not through the focal

Box 4.3. Donor Harmonization—Negotiating a Common PAF

In Benin, Senegal, and Madagascar, a common performance
framework appears to be emerging. Benin's PRSC matrix was
harmonized with the African Development Bank from 2002. The
European Commission and European bilaterals harmonized under
a separate arrangement. In December 2007, a Memorandum of
Understanding was agreed for a common matrix derived from
PRSP among all donors. In Senegal, a joint Memorandum of Un-
derstanding to initiate harmonization was signed during PRSC 3.

In other countries, such as Madagascar and Nicaragua, the
government has taken ownership of the process through its own
matrix, around which donors are then expected to align. In Mada-
gascar, for example, the government matrix is the Madagascar
Action Plan, from which the PRSC and other donors derive con-
ditions. The Bank and other donors still have their own perfor-
mance frameworks and matrixes. From PRSC 4 onward, the
government matrix is expected to function like a common PAF. In
Nicaragua, similarly, the government had its own Performance
Assessment Matrix (PAM), which is the joint matrix of policy ac-
tions to be agreed on with GBS donors. The PRSCs were not fully
integrated with this.

Source: |EG desk reviews, country case studies, and interviews.

A fully harmonized joint framework has been achieved al-
ready in Burkina Faso, Ghana, Mozambique, Tanzania and Uganda,
which also have long PRSC histories. In Ghana, a multi-donor
budget support (MDBS) group, established in 2003, committed it-
self to a set of common premises. The PRSC is now an integral
part of the MDBS process, which in 2007 had 10 contributing
donors and several observers, including the United States Agency
for International Development (USAID), Japan, UN agencies,
and nongovernmental organizations. Until 2006, the PRSC con-
tinued to derive its matrix separately from the PAF, albeit with lim-
ited differences. After 2006, the matrixes were merged and both
use the same three-year rolling PAF. However, the Bank refrains
from using outcome indicators as prior actions even though they
are included in the joint policy matrix.

In Mozambique, the Bank signed a Memorandum of Under-
standing in 2004 committing itself to harmonizing PRSC support with
budget support provided by the other GBS partners, and today is
an integral party to its group of 19 development partners. While
the PRSC-supported program, in itself, is limited to 8-10 measures
or prior actions, the overall GBS program is substantially broader.
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The Bank played a role of the PRSC. In Nicaragua, Bank
pivotal role in donor participation gave credibility to the pro-

harmonization posal of creating a budget support

in countries such as Lao group. The Bank’s technical expertise
PDR and Vietnam, where was a key factor because most donors

it led the process. did not have the capacity to analyze

the government proposals.

The Bank’s contribution is more difficult to iden-
tify separately in countries with a large number of
donors. Government representatives in Ghana
do not single out the Bank’s financial contribu-
tions, although its leadership role has been
recognized. In Mozambique, the government sup-
ports the alignment of the Bank’s PRSC with the
donor budget group and acknowledges the Bank’s
convening power. However, both donors and
government counterparts suggest the Bank could
show stronger leadership.

Has the Common Donor Matrix Been Aligned to

the PRS Process?

While donor-harmonized policy matrixes typi-

cally reflect underlying poverty reduction strate-

gies or national development strategies, they

rarely appear to be linked to the annual review of
the PRS and its implementation. Ini-

Performance of multi- tially, it was envisaged that the Annual
donor sector groups has Progress Reviews of the PRS would
been bighly variable, with vyield information that would feed into
limited support to the disbursement decisions as well as for-
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PRSC process. mulation of the PAF.!? In practice, an-

nual reviews of the PRS often run in parallel to the
PAF process, rather than as an integral element of
it. Other authors have pointed out that PAF reviews
bear little resemblance to PRSP Annual Progress
Reports, because the former focus largely on pol-
icy measures, whereas the latter focus on de-
scriptive reporting of achievements together with
data on a limited number of PRSP priority indi-
cators, which are based on measurable inputs, out-
puts, and outcomes, rather than policies or
actions.!! While harmonization through a common
policy framework is accepted in principle, there
is room for coordination of the annual review of
countries’ development strategies and PRSC or
other budget support operations.!?

Vietnam provides one example where joint annual
evaluations of the PRS have been conducted in col-
laboration with other donors, translating national
strategies into prioritized sets of policy actions.!?
Government officials indicate appreciation for the
triangulation among the national plan, the annual
development review, and the PRSC. This example
suggests that achieving more complex consensus
may be easier if there is a recognized lead player,
whether it is the government or a donor partner.

Has the Donor Process Helped Achieve Unified
Sectoral Strategies?

Coordinating sector policy within the multidonor
framework has often been difficult. In most coun-
tries, sector coordination among some donors pre-

Box 4.4. Harmonization and Alignment with the PRS Process

Ghana is considered an example of good alignment
between the underlying PRS and the donor-
harmonized performance assessment framework. The
Ghana Poverty Reduction Strategy (GPRS) is, in effect,
the national development strategy, and the current
version of the PAF is based on its objectives.?
Similarly, the Mozambique PAF is fully drawn from
the strategic matrix of the government’s PRS, which
was determined in 2004. However, this has since be-
come out-of-date. Basing the PRSC program on the

Source: |EG desk reviews, country case studies, and interviews.

PAF has therefore become a growing challenge be-
cause in many areas the matrix no longer adequately
reflects the government's reform priorities.

In Benin, where the PRSC has occasionally con-
tained measures outside the PRSP, these have some-
times been requested by the government, for example,
a request to eliminate education fees in PRSC 4, al-
though this was outside the scope of PRSP 2. In this case,
the government ordered the measure, but not as part of
the PRSC 4 matrix.

a. Although, as pointed out in the Strategic Partnership with Africa (2006), the Performance Assessment Framework policy matrix in Ghana is de-
rived from the PRSP, it also includes additional information from sectors and subnational governments. The PRSC matrix is also derived from the
PRSP matrix but addresses politically sensitive cross-cutting issues, such as public financial management, transparency, corruption, and decen-
tralization. The government prefers these to be excluded from the PRS policy matrix reported on in the annual performance review, making it diffi-

cultto reconcile the processes over time.



Box 4.5. Harmonization of Policy

Matrixes and Sector Strategies

In Ghana, agendas of sector groups cannot reason-
ably be met through a single PAF, leading to donor-
supported sector budget support funds (agriculture,
natural resources) outside the multidonor budget
support group. These funds employ very different
ground rules and funding arrangements. The agri-
culture fund in Ghana is a mix of earmarked funding
from the UK and Canada, and the Canadian money is
not even on-budget. Another example is the Health
Fund to which the Bank contributes through its fund-
ing for nutrition. Such funds have their own triggers,
with differences in triggers among donors. The pro-
liferation of sector funds raises questions about the
future character of the core general budget support
matrix and its role in sector inclusion. And core min-
istries are sometimes reluctant to take on measures
where noncompliance would affect disbursement, if
itis beyond their influence.

Source: 1EG desk reviews, country case studies, and interviews.

ceded the multidonor budget support process.
With general budget support, some donor groups
attempted arrangements for the alignment of sec-
tor policy as a part of the budget support/PRSC
process, as in Benin, where donors have been
grouped according to sector tables, which share
information and contribute variably to develop-
ing joint strategies.'*

The size of the Bank PRSC program can be an ob-
stacle. Inadvertent limited treatment of individual
sector policy areas has been pointed out in Viet-
nam, where multidonor alignment around general
budget support unusually preceded sectorwide
approaches. Another factor may be internal com-
plexities at the sectoral level in Vietnam, where in-
ternational departments in each ministry manage
donor relationships through a series of interna-
tional support groups (at the ministry level), part-
nership groups (in certain individual sectors),
and technical advisory groups (on specific issues)
of differing strengths and degrees of effectiveness.
As in Ghana, sector and targeted budget support
is starting to emerge with initial pilots in educa-
tion and rural water, building on sectoral, medium-
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Box 4.6. Harmonization of Policy Matrixes
and Increases in Conditionality

In Benin, for example, even at the time of PRSC 4, the Government Pol-
icy Agenda matrix contained about 120 measures for a three-year period,
or about 40 per year. According to some observers, the unwieldy nature
limited its use, although the donor community consulted portions rele-
vantto their programs. Country officials sense that multiple matrixes are
sometimes superimposed, instead of harmonized. In Benin, there are still
three matrixes in practice: the Bank’s PRSC matrix, also supported by the
African Development Bank, a second matrix supported by the EU and sev-
eral of its members (Approche Budgétaire Conjointe—Reduction de la
Pauvreté), and the government’s own matrix.

Such parallel arrangements with the EU have also been present in
other countries, such as Burkina Faso, where a single matrix has been
achieved. In other cases, the PRSC matrix has been defined as a sub-
set of the overall joint matrix. In Mozambique, the joint PAF includes a
subset of 40-50 indicators. The PRSC draws a select number of meas-
ures, limited to 8-10 measures or prior actions.

Source: |EG desk reviews, country case studies, and interviews.

term expenditure frameworks. In some cases,
this builds upon previous donor-supported sec-
tor arrangements.

Has Donor Coordination Helped to Simplify
Conditionality?

A frequent finding has been that, at least in the
early years of PRSC donor harmonization, the
joint matrix tended to expand in size to accom-
modate all donors. A second limitation observed
in joint matrixes is that donors may
cluster around the lowest common de-
nominator of policy content. This is re-
inforced by the actions of government
counterparts who prefer to peg strate-
gic conditionality on what is likely to be
achievable, especially if there is a sense
of donor unison, and delays in achievement could
limit disbursements. Finally, the harmonization
process can also imply loss of flexibility for the Bank
in including new areas of importance in the joint
agenda.

ability to bring
substantive issues

Has Harmonization Reduced Transaction Costs
for Recipients?

Evidence suggests that donor mission coordina-
tion did reduce transaction costs, but not as much

Sometimes the donor
process limits the Bank’s

to the
PRSC agenda and it has
to use other means.



limited by differences in
approach by the Bank
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Box 4.7. Harmonization of Policy Matrixes

and Weakened Program Content

In Mozambique, the Bank provided valued technical advice on reform-
ing the concession system for the natural resource extraction sector.
However, actions in this area were outside the purview of the budget
support group; the Bank had to rely on the IMF program to include im-
plementation of key policy actions.

Ghana, with increasing energy dependence, grew vulnerable to
price and subsidy increases, which had the potential of creating seri-
ous macro imbalances. PRSC conditionality focused first on deregula-
tion of petroleum, and then on more efficient management of electrical
power agencies, using cost recovery mechanisms. As a result, when
oil prices increased, they were absorbed more easily. This was sub-
sequently deemed a key area of Bank intervention in Ghana. The Bank
was able to persuade other donors to include energy sector measures
in the common matrix. While they were also triggers for the Bank, they
were not triggers for the MDBS process.

Source: IEG desk reviews, country case studies, and interviews.

as hoped for by recipients, and not always to the
satisfaction of other donors.'® In Vietnam, where
the Bank PRSC had a clear leadership role, the
team was able to maintain a strict annual sched-
ule, concentrated in the first semester of the year,
geared to the target date of a June PRSC approval
by the Board. Donors argue for a greater role be-
fore finalizing each year’s PRSC, particularly in
those areas in which Bank staff may not have a
comparative advantage.'® Government officials,
however, appreciate the focus of the tight sched-
ule, which maintains reform momentum. Notwith-
standing, a number of measures have been taken
in recent years to improve communications
among participants in policy discussions.

Transaction costs for core ministries may have
increased, compared with line ministries. In some
countries, such as Ghana, donors have agreed to
a mission-free period (September 15 to Novem-
ber 15), but this does not limit donor
representatives to be present in Accra.
Coordinated sector working groups,
which are frequent offshoots of the
general budget support process, are
also time-consuming for governments.

Better bharmonized
disbursements are

and other donors.

52

Increased transaction costs for the Bank (and
other donors) are another corollary. With large
donor groups, the Bank may experience some loss
in relevance if its own processing schedule is not
well synchronized with the budget support group
process. In Mozambique, the Bank’s internal re-
view comes too late for it to influence adequately
the formulation of the joint policy matrix. This is
a consequence of the inflexibilities of the budget
Support process.

Have Disbursements Been Harmonized?

Are They More Predictable?

Budget support groups have helped provide
governments with a more predictable source
of funding. Between 2003 and 2006, annual
disbursements in Ghana were within 5 percent
of pledges, except for one year when it was still
within 10 percent. However, internal transfers
to individual ministries remain slow. Complaints
remain about funds being released too late in
the fiscal year to allow achievement of program
outcomes.

In most PRSC countries, the European Union is
also a general budget support provider. The Bank
faces the challenge of harmonizing with the EU’s
dual-tranche system. Under this system, a fixed-
amount tranche is tied to the fulfillment of basic
conditions, typically in the areas of public finan-
cial management or macroeconomic stability and
general adherence to the reform program.!” A
second, variable tranche is tied to policy targets
achieved.'® This reflects the EU philosophy of
outcome-based conditionality in contrast to the
Bank’s policy-based conditionality. The Bank has
expressed the belief that disbursements accord-
ing to outcomes achieved are premature, as out-
come indicators rarely change from year to year,
the databases in countries to which the Bank dis-
burses are typically unreliable, and attributions be-
tween policy measures and outcomes achieved are
often difficult to establish.

EU tranche releases are often performed on a
two-year cycle, making the task of predictable
support harmonized with the PRSC especially
difficult. In some countries (such as Benin and
Burkina Faso), EU budget support was harmo-
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nized with other bilateral European budget sup-  performing IDA countries. Forallnon- 7he Bank harmonized
port donors early on in the process. In Ghana, fail- ~ PRSC IDA countries joint missions were zore missions than other
ure to meet the condition on share of primary initially higher, at 20 percent, and there donors in PRSC and non-
education in the total education budget led toa  was an increase to 22 percentin 2007.2  PRSC countries, especially
10 percent reduction in disbursements on the in weaker IDA countries.

performance tranche.' Over time, however, the
two approaches have shown some signs of con-
verging, as seen in Benin.

Has Capacity Building Been Coordinated?

From the limited available evidence, capacity
building for donor harmonization has received lim-
ited and erratic attention in PRSC programs, which
have been substantially focused on public finan-
cial management. In Lao PDR, for example, efforts
focused on the restructuring of the Financial Man-

The Bank/IDA performed better than

all donors, on average, in terms of coordination
in PRSC countries, and the Bank also shows a
striking improvement in performance for PRSC
countries of 11 percentage points between 2005
and 2007. Yet, Bank performance also improved
in other IDA countries, and the Bank has also co-
ordinated intensively in the more poorly per-
forming IDA countries, possibly because of
security issues.??

agement Capacity Building Project and the cre-  Another measure of the extent to which A high proportion of

ation of a multidonor trust fund to fund capacity harmonization reduced burdens on analytic work was
development activities. There are now efforts in  aid recipient countries is the share of donor coordinated,

the ministries of education, health, and agricul- analytic work undertaken jointly by especially by the Bank,
ture and forestry to develop sectoral capacity de-  two or more donors. Joint analytic work bt coordination was not
velopment frameworks. In Ghana, where thereis  often precedes joint missions, and both - higher in PRSC countries.

substantial donor, as well as Bank, funding for ca-
pacity building, there is no systematic review
process for assessing capacity needs arising from
the PRSC/budget support process, although efforts
are emerging in some areas.?°

Joint Missions and Joint Analytic
Work—PRSC and Non-PRSC Countries
Data from the 2008 Paris Declaration Monitoring
Survey permit a comparison of groups of IDA
countries in two dimensions of donor coordina-
tion—the share of coordinated analytical work and
joint missions that donors undertake (appendix
tables A4.2 and A4.3). Data on joint missions have
been measured for two years by the Paris Decla-
ration Monitoring Survey for 20 PRSC countries
as well as non-PRSC IDA countries.

The average number of donor missions is not
greatly different between PRSC and non-PRSC
countries. About 18 percent of donor missions
were coordinated, in 2005, to PRSC countries as
well as to better-performing non-PRSC aid recip-
ients. Both groups showed some improvements
in 2007, compared with 2005, to 23 percent for
PRSC countries, and to 21 percent for other well-

often occur in the absence of deeper
agreement on harmonization.

Data confirm that the proportion of joint ana-
lytic work, at 42 to 46 percent, over 2005 and
2007, is higher than the proportion of joint mis-
sions. There was some increase in joint analytic
work between these years in PRSC countries.?
And again, the Bank/IDA has performed better, on
average, than the combined donor average, and
has improved its own performance by seven per-
centage points. There does not appear to be a sub-
stantial difference in performance between PRSC
countries and other comparison groups. Indeed,
non-PRSC IDA countries seem to have done bet-
ter initially on coordination than PRSC countries.
Over time the groups have converged. For the
Bank, coordination was initially the same between
both groups of countries, however, coordination
for other well-performing IDA countries improved
somewhat less than for PRSC countries.

The Paris Declaration may have prompted some
increase in coordination, especially on joint mis-
sions. Yet these must be interpreted with the
caveat that data on numbers of coordinated mis-

53



POVERTY REDUCTION SUPPORT CREDITS

sions and pieces of analytical work are incom-
plete in conveying the sense of a broader culture
of collaboration, and it is not possible to infer a
trend from two years and a limited number of
countries.

Finally, data also suggest that PRSC countries may
channel more aid through national public sectors
(appendix table A4.4).>* Data on donor use of
national public financial management and na-
tional procurement systems show that in 2007, 43
percent of aid provided to governments was chan-
neled through national public financial manage-
ment systems for PRSC countries, compared with
29 percent for other well-performing IDA coun-
tries, and 24 percent for other IDA countries.
Similarly, for procurement, 43 percent of aid to
PRSC countries went through public procure-
ment systems, compared with 35 percent for
other well-performing countries, and 25 percent
for other IDA countries. This suggests that PRSC
countries do better in aligning their aid systems
with domestic processes than non-PRSC countries.

coordination and that the Bank’s alignment with
other donors had improved since the first PRSC-
supported operation was introduced (92 per-
cent). Yet harmonization with other budget
support donors was only partial (43 percent).
The donor matrix reflected an aggregation of sub-
matrixes reflecting each donor’s preferences. And
each still wished to adopt its own reporting tem-
plates and internal procedures for disbursement.

Harmonization and Overall Conditionality.
More than half of the respondents (58 percent)
believed that the alignment of the PRSC with
other donors had significantly increased the num-
ber of conditions that governments had to fulfill.
However, others noted that the broader scope of
the PRSC policy matrix warranted such an in-
crease. Two-thirds (67 percent) agreed or strongly
agreed that the joint donor budget support ma-
trix contained too many actions. Yet one stake-
holder, who appreciated the difference between
program benchmarks and policy conditions, found
it helpful to benchmark the activity of the exec-
utive branch.

This marked contrast may be associated
with the special focus of PRSCs on pub-
lic sector management. However, all

Aid to PRSC countries was
clearly channeled more
through in-country

Harmonization and Predictability. Three-
quarters of stakeholders noted that donor align-

countries with long PRSC series do not
exhibit improvement. Drivers of suc-
cess have particularly been those countries where
the share of budget support in total aid in-
creased—especially Vietnam and Mozambique.?

systems.

Views on Harmonization: Clients, Staff,
and Donors

Country Client Perspectives

Bank Alignment with Country Strategy, and
Harmonization with Other Donors. In re-
sponse to a survey of country clients (annex 7),
respondents generally believe that the PRSC was
well aligned with other donors as well as with
national strategy.? Almost all agreed that the
PRSC policy matrix only included measures from

the unified matrix (87 percent). An

ment had brought about a reduction in transaction
costs, reducing the effort spent preparing, nego-
tiating, and reviewing budget support programs.
Almost two-thirds of respondents believed that
Bank assistance through the PRSC was “signifi-
cantly more predictable” than other donors. More
than three-quarters believed that donor coordi-
nation had reduced reporting requirements.

Client Country Perceptions—Data from the
Strategic Partnership with Africa. Data from
the Strategic Partnership with Africa (table 4.4)
provides corroborating evidence on how recipi-
ents view the aid process. The strongest per-
forming areas are the holding of joint reviews or
missions and coordinating budget support con-
ditions. There are also strong scores in support-
ing public financial management and minimizing
reporting requirements. Support to statistical sys-

Clients acknowledge Bank overwhelming proportion (97 percent)
efforts in donor acknowledged that the Bank had made
coordination. considerable effort to facilitate donor

tems, while improving, is consistently weak. Re-
ducing conditionality has shown improvement
but also remains weak. Scores have improved
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Table 4.4. Country Client Perceptions of Donor Coordination and Budget Support

(average scores)

Scores Scores Scores

improved  constant  worsened

2003 2004 2005 2006 2007 (2006-07)  (2006-07)  (2006-07)
Coordination of selection of GBS conditions? 2.71 3.36 3.79 3.57 4 1 9 1
Joint reviews or missions? 278 34 3.57 3.64 433 3 8 0
Minimize reporting requirements? 3.17 3.07 3.64 3.14 3.67 3 8 0
Support to public financial management? 2.94 3.27 3.57 3.43 3.75 1 10 0
Support to statistical systems? 2.35 313 3.29 3.21 3.25 4 5 2
Minimizing overall numbers of conditions? n.a. 213 2.64 257 3.25 1 10 0
Usefulness of conditionality? 3.22 3.57 3.92 3.54 Bi5E 1 7 2

Source: Strategic Partnership with Africa 2009, based on a rating system where 1 = poor and 5 = excellent.
Note: Based on data from 13 PRSC countries in Africa (Benin, Burkina Faso, Cape Verde, Ethiopia, Ghana, Madagascar, Malawi, Mali, Mozambique, Rwanda, Senegal, Tanzania, and Uganda).

Lesotho, another PRSC country in Africa, is not covered.

over time. These data, however, comment on the
overall budget support process, not on the PRSC
specifically.

Donor Harmonization—Implications for the
Bank and Its Staff

Survey of Task Team Leaders. Almost 80 per-
cent of Bank task team leaders believe the PRSC
to be effective or very effective for donor har-
monization around the national development
strategy. Even in countries where there were no
other GBS donors, half of the task team leaders
surveyed believed that the PRSC had played this
coordinative role. And most staff perceived that
coordination had reduced, or substantially re-
duced, transaction costs for government coun-
terparts (58 percent; see annex ).

The converse is an increase in transaction costs
to Bank staff, particularly additional time required
for task processing. Bank task team leaders believe
that, while the PRSCs made an important contri-

Costs are perceived to be high in coun-
tries with larger donor groups (such as
Benin, Ghana, and Vietnam). By con-
trast, in countries with limited or no ad-
ditional budget support (Albania,
Armenia, Azerbaijan, and Nepal), the
PRSC has been deemed marginally effective for
donor harmonization around a common PRS, but
task team leaders have reported lower, or no in-
creases in transaction costs from the coordination
process. Data from donor country case studies
prepared by the Organisation for Economic Co-
operation and Development’s Development As-
sistance Committee (OECD-DAC) suggest that
other donors also feel increased transaction costs
in the coordination process.?’

There is also a sense of limited acknowledge-
ment within the Bank for increased staff transac-
tion costs required for donor harmonization.
Only 12 percent of task team leaders felt that
their efforts were fully recognized and rewarded,
in contrast to 44 percent who thought

Clients believe that
bharmonization initially
increased conditionality
but improved
predictability.

bution to the harmonization of donor dialogue
around a PRSP, transaction costs have increased
as donor groups have grown. The PRSC was per-
ceived to substantially increase transaction costs
for team leaders (84 percent) as well as other
PRSC team members (66 percent), sometimes to

there was partial acknowledgment, and
an equal number who thought these
efforts were not acknowledged. Even
if these perceptions are discounted
somewhat, they remain large.

Bank staff feel that the
transaction costs of donor
barmonization for Bank
staff are not adequately
recognized.

the detriment of substantive work and interaction
with governments.

Survey of Bank Sector Staff Team Members.
A separate IEG survey of sector specialist team
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members who participated in PRSC teams suggests
sharply divided views about donor harmoniza-
tion and the PRSC. Over half of the respondents
believe that PRSCs only partly help donor dia-
logue and coordination to reach agreement on sec-
toral priorities, if at all. Yet over a third believe the
role of the PRSC is significant (annex 6).

Bank sector staff point to occasional undue in-
fluence of donors who may not be well informed
in certain areas but who assume a strong role in
roundtable discussions, to the detriment of sec-
tor policy. They also point out that country coun-
terparts in a multidonor environment prefer to
agree to easily achievable conditions rather than
those that may be in the best interests of the sec-
tor. About a fifth feel that counterparts resist har-
monization because it represents a coalition
against country staff. Over half believe this to be
at least partially true. While budget support/PRSC
programs typically entail a number of important
sector measures (education, health, water, and
sometimes social protection), Bank sector staff are
not convinced that the single common matrix

framework can provide sufficient depth

Other donors also feel for sector policy reforms and believe
burdened by the bigh that sector ministries are often poorly
transaction costs of integrated into the general budget
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barmonization. support/PRSC framework.

Donor Harmonization—Other Donor Views
Based on limited evidence from I[EG country case
studies, other PRSC donors also feel burdened

by high transaction costs involved in aid harmo-
nization. Donors also point out that they face
formal restrictions, such as political vetoes, to
entering into common arrangements, and many
believe that parallel rather than joint financing is
less burdensome and has lower transaction
costs.?® Some donors hold the view that donor
partnerships may undermine the position of gov-
ernments that are weak already.?”

Despite these frustrations, in most countries the
budget support/PRSC group is seen as a desirable
group to belong to because it brings advantages
of information as well as a voice at the table. Many
express appreciation for the leadership role of the
Bank, its quality analytical work, and the dedica-
tion of its task team leaders. In some cases, as dis-
cussed above in the case of Vietnam, donors
complain that the Bank sometimes appears too
demanding for small donors and suggest a more
effective division of labor toward donors who
have expertise in a sector.

The following chapters of this evaluation focus
on PRSC outcomes. Given that the PRSC was
heavily focused on public sector and public fi-
nancial management issues and the strengthen-
ing of the budget process, chapter 5 reviews
outcomes in these areas and chapter 6 evaluates
the contributions of the PRSC toward fostering
poverty-reducing growth.



Chapter 5

Evaluation Highlights

¢ PRSCs acknowledged and addressed
fiduciary risks and helped to advance
PFMP reform.

* PFMP strategies in PRSCs were
grounded in adequate diagnostics
and harmonized among donors, but
implementation was sometimes slow.

¢ PFMP results frameworks are an area
of weakness.

e Objectives in budget formulation
were achieved, especially in using
standard classifiers, reducing ex-
penditure variance, and reducing ex-
penditure arrears.

e Efforts are needed to better integrate
medium-term forecasting, reduce
extra-budgetary funds, and include
donor funds on budget.

e Improving the internal controls envi-
ronment remains a challenge.

e Budget reporting has improved.

* Results on procurement seem to be
harder to achieve.

e The one PRSC fragile state, Lao PDR,
performed as well as others in PFMP
reform.



Community loan and repayment schedule; India. Photo by Simone D. McCourtie,
courtesy of the World Bank Photo Library.



PRSC Outcomes: Public
Financial Management
and Procurement

ecognition that budget support transfers can potentially enhance the

allocative efficiency of aid flows has underpinned the design of PRSC

operations.! However, channeling aid flows through recipient coun-
tries’ domestic budget processes may require fiduciary risk mitigation to en-
sure that funds are directed efficiently toward their intended uses. Recognizing
these needs, reforms of public financial management and procurement (PFMP)
systems have been a core objective of PRSCs.?

PRSCs and Public Financial Management
Reforms

The overall evaluation question addressed is:
How effectively have PRSCs helped countries
strengthen their public financial management
systems? This overarching question is addressed
through a review of three component questions
(figure 5.1): (i) What was the extent of diagnos-
tic work in PFMP undertaken as a part of the

adapted in 2001 from OECD principles, for a de-
velopment setting.> Standardized assessment in-
struments, tracking, and scoring systems were
introduced shortly after, most notably the Coun-
try Financial Accountability Assessments (CFAAS),
for a comprehensive stocktaking of the financial
accountability of budget and auditing systems. In
parallel, Country Procurement Assessment Re-
ports (CPARs) were redefined in 1998

PRSC, and did this use Bank guidance? (i) How to increase emphasis on national pro- Didgnostic tools used by
well was PEMP reform designed, and to what ex-  curement systems. These two instru- PRSCs included a range
tent was diagnostic work implemented? (i) What ~ments represent the fundamental due of Bank instruments, such
were the results, and how can they be associated ~ diligence for fiduciary risk. Their as- as Country Financial

with the PRSC program? Answers have been con-  sessment formed a part of the PRSC Accountability

structed through a structured desk review of ap- ~ decision-making process. Assessments and

praisal, completion, evaluative, diagnostic, and Country Procurement
analytical work for 18 of the 27 countries in which ~ Such reports were generally deemed Assessment Reports.

PRSCs were approved during fiscal 2001-08.> The ~ reliable and able to provide an ade-

extent of progress is gauged on the basis of actual
results achieved.*

New Diagnostic Tools for PFMP Quality

Bank diagnostic work for the design of public fi-
nancial management reform has been based largely
on principles and diagnostics developed in the
years just before the introduction of the PRSC,

quate basis for an assessment of fiduciary risk. An
IEG evaluation found that 64 percent of CPARs and
71 percent of CFAAs were of satisfactory quality.®
A Bank review of 22 countries found that CFAAs/
CPARs contribute to a greater focus on public
financial management in subsequent Country
Assistance Strategies and increased public finan-
cial management lending.”
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Figure 5.1. Methodology of PFVIP Evaluation of

PRSCs

Diagnostics

e \Were diagnostics comprehensive?
— Extent of coverage
— Treatment of fiduciary risk

o \Were weaknesses addressed by PRSC program?

e \Was PRSC reform program consistent with action
plans from diagnostics?

Design and Implementation

e How well designed was the results framework for PFMP?
e |ntegrated action plan supported by key donors?

e Significant delays in reforms?

e Extent and quality of capacity building

Results

o Before/after improvements in PFMP performance where
PRSC reforms focused (10 indicators)

e Achievement of PFMP objectives in PRSCs

o General improvements in PFMP systems (CPIA, etc.)

and accountability mechanisms.® Additionally, the
Heavily Indebted Poor Country (HIPC) tracking sys-
tem, Assessment and Action Plan (AAP), evalu-
ated PFMP systems according to 16 basic indicators
with established benchmarks and proposed action
plans. These were conducted in HIPC countries in
two rounds (2001 and 2004).° The HIPC approach
was updated in the joint IMF/World Bank Public
Expenditure and Financial Assessment (PEFA) ini-
tiative, which has an evaluation framework with 28
indicators and identifies the roles of institutions
in PFMP processes, for example, finance min-
istries, supreme audit institutions, etc., as well as
donors. Eleven out of 16 HIPC Assessment and
Action Plan (AAP) indicators can be reevaluated
using corresponding PEFA ratings. This allows for
a comparison of PEMP performance over time.*?

Diagnostic Work

Minimum Levels of PFMP Quality as an Entry
Condition for PRSCs

Operational guidance for PRSCs on minimum
standards of fiduciary risk were not detailed ini-

tially and called for only an assessment of the
“adequacy of public financial accountability

Other parallel instruments, which contributed to
the design of PRSC PFMP reform components,
include the IMF’s Report on the Observance of
Standards and Codes (ROSCs) on Fiscal Trans-
parency (1998) for the quality of fiscal reporting

arrangements.”!! In practice, and explicitly in the
Africa Region, a broad criterion of institutional
readiness has applied—a minimum overall CPIA
score of about 3.5.12 In the area of public finan-
cial management, more explicit questions are

Box 5.1. Linking Reforms in Public Financial Management to a Broader Policy Reform Agenda

Public financial management and procurement reforms achieved
prominence in the 1990s with the OECD’s Public Management pro-
gram (OECD 1995). This initiative had eight components: (1) more
robust central controls; (2) inclusion of expenditures for all gov-
ernment activities; (3) a multiyear budget linked to a clear fiscal
policy and realistic revenue estimates; (4) use of performance in-
formation in monitoring against targets; (5) shift from cost ac-
counting toward accrual accounting; (6) shift from compliance
auditing toward performance auditing; (7) computerized infor-
mation systems providing timely financial and related informa-
tion to all parties in the budget process; and (8) greater use of

devolved budget management and market mechanisms, such
as user and capital charges, market testing, outsourcing, and
performance agreements (Brumby 1999).

Development agencies increasingly realized that deficient
in-country PFMP systems could undermine development assis-
tance. Donors agreed that aid required not only physical invest-
ment but also good public sector management (Allen and others
2004). These principles were mainstreamed into country-bhased
lending to help greater accountability of government provision
of services (Batley and Larbi 2004).?

a. A recent OECD-DAC study of general budget supports reinforces this view, finding that countries with established track records that channel aid through country
systems has strengthened budget processes, including comprehensiveness and transparency (IDD and Associates 2006a).
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embedded in CPIA component question 13, which
assesses: “the extent to which there is: (a) a com-
prehensive and credible budget, linked to policy
priorities; (b) effective financial management sys-
tems to ensure that the budget is implemented
as intended in a controlled and predictable way;
and (¢) timely and accurate accounting and fiscal
reporting, including timely and audited public
accounts and effective arrangements for follow-
up.” In practice, the Bank’s approach to fiduciary
risk in PRSCs has been a pragmatic balance of costs
(fiduciary risk) and benefits (leverage to moti-
vate reforms).!

Existence and Quality of PFMP Diagnostics
The existence and use of adequate diagnostic
tools for PRSCs, in the form of a CFAA, a CPAR, and
when available, a Public Expenditure Review, is
evaluated for 21 PRSC series. Findings show that
most PRSCs were based on diagnostics that sys-
tematically covered most relevant PFMP areas,
less than three years before commencing the se-
ries. Only 3 out of 21 series were deemed to have
inadequate or insufficient diagnostics (appendix
table AS.1).

Links hetween the PRSC Reform Agenda and
Diagnostic Work

To what extent did PRSC operations draw on the
assessments and action plans derived from those
diagnostics in a well-sequenced and prioritized
manner?'* The next three questions address the
link between diagnostic work and the PRSC de-
sign, looking first at whether the relevant PRSC ap-
praisal documents acknowledged fiduciary risks
emerging from diagnostic work; second, at
whether these risks were addressed; and third, at
whether the overall PEMP strategy of the PRSC re-
flected these and acknowledged broader PFMP
challenges raised in the diagnostics.

Thirteen of the 21 PRSC series evaluated ade-
quately acknowledged fiduciary risks. The re-
maining 8 series acknowledged some fiduciary
risks. Those that did not include the program
document for the first Rwanda PRSC series, which
does not clearly acknowledge fiduciary risks raised
in diagnostic work, although it focuses on a reform
plan to deal with the risk. Vietnam also acknowl-

edged risks partially in its early pro- HIPC indicators, PEFA

gram. Its fifth PRSC was the first in- assessments, and IMF

stance where appraisal documents Fiscal Transparency

discussed fiduciary risk. ROSCs have also
been used.

Although only 13 out of 21 PRSC series

adequately acknowledged fiduciary  ppgluative findings

risks, in 12 of these the Bank took mea- - syyg0est generally

sures to address the diagnosed fiduci- adequate recent

ary risks. In Senegal, for example, the diagnostic work.

PRSC took measures to formalize the

medium-term expenditure framework and im-

plement it through subnational bodies, increase ex-

ternal audits, improve decentralization, and better

match turnouts to budget amounts. Systems

of internal controls, however, still need develop-

ment. Only Georgia seems to have taken inade-

quate measures to address known fiduciary risks.

PRSC conditions address only a quarter of the

risks assessed in preceding analytic work and ac-

knowledged in program documents. These in-

clude risks stemming from budget credibility issues,

internal controls, and internal audit functions.

Beyond attending to fiduciary risks, PRSCs drew upon
PRSC PFMP programs also incorpo- recent diagnostics
rated measures for further developing  and adequately
PFMP capabilities. In eight of the series - acknowledged
rated there was good correspondence. fiduciary risks.

In another 10 series, or half of the proj-

ects rated, the PRSC matched a subset

Box 5.2. PFMP Diagnostic Work and Incorporation

in PRSC Design

Lao PDRis a case where the CPAR and CFAA were dated. The CFAA cov-
erage was incomplete. Particularly notable at the time was the lack of
a discussion of differences between budgets approved and imple-
mented and the role of extra-budgetary funds, relative to the total
budget. It also had a low overall CPIA score and a particularly low
score on the relevant component question (Q. 13) for public financial man-
agement. The Pakistan CFAA also did not adequately address the issue
of extra-budgetary funds. The Vietnam Public Expenditure Review, pre-
pared along with the first PRSC, is an example of good practice in this
area; it specifies seven off-budget accounts and assesses their risks
in detail.

Source: |IEG analysis of PEMP components of PRSCs.
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Most PRSCs  of preceding analytic work.'® Only 2

also incorporated plans series of 21 were judged to have a PEMP

to further develop strategy with limited overlap, with the

domestic financial focus of the AAA."
management systems,
beyond the minimal A comparison was also undertaken of
requirements for taking the prioritization and sequencing of
care of fiduciary risk. PRSCs compared with diagnostic work.

PRSC conditionality was largely con-
sistent with action plans suggested by preceding
analytic work regarding sequencing and timing
(for example, Cape Verde, Lao PDR, Madagascar,
Nicaragua, and Rwanda).'®

Design and Implementation

Beyond diagnosis, to what extent did PRSCs ad-
equately capture good practice in the design of
their PFMP components? Specifically, did they
have an appropriate results framework, linking the
PFMP reform program to a country-based and
donor-supported strategy? Did errors in design of
the reform program, with respect to technical
capacity or political feasibility, constrain imple-
mentation and lead to delays? Were capacity build-
ing needs met?

Quality of the Results Framework in

PFMP Areas

Only about half of the countries reviewed had a
complete or mostly complete results framework,
which had been reported on at least once before
the series was over. But in the other half, results
frameworks were incomplete, inadequate, or not
implemented.

Results frameworks The quality of results frameworks in
were a weak link in the the PFMP area generally improve over

design of PFMP time, and countries where PRSC pro-

components of PRSCs. grams began after 2004 generally had
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better-designed frameworks.? Yet some
late starters, such as Armenia and Cape Verde,
were also found to have a results framework that
was initially incomplete, although there were im-
portant improvements over time.

Existence of a Donor-Supported Integrated
Action Plan

Key to a well-developed PFMP reform program is
a single action plan that integrates guidance from
diagnostic work, government policy goals, and

Box 5.3. PFMP Results Frameworks—

Examples of Shortcomings

In Albania, results frameworks for PFEMP components
were incomplete, specifically regarding intermediate
outcome indicators. The indicators available were
not specific to PFMP functions or they were not
tracked or drawn upon in the PRSC. By PRSC 3, some
indicators referred to the period before the PRSCs,
others referred to the post-PRSC period, but with no
baseline. In some cases, it was not clear when out-
comes occurred.

In Georgia, results were not presented until the last
PRSC of the series. Not all indicators have been re-
ported in PRSO 3, and there is no coherent presen-
tation of whether desired outcomes were achieved.
Many PFMP indicators are very broad. Although some
are reported on fairly specifically in the last program
document matrix, the series would have benefited
from indicators that were better specified from the
outset.

Source: |EG analysis of PFMP components of PRSCs.

donors. Such an integrated action plan, supported
by all donors, was found in more than half the
series evaluated (13 out of 21). In Ghana, for ex-
ample, the government had a comprehensive
Public Financial Management Reform Program, as
well as a Short-Term Action Plan for Public Fi-
nancial Management. These were incorporated
into the reform agenda for the second PRSC
series, as part of the Multi-Donor Budget Sup-
port framework, which was functional by PRSC 3
(table 5.1).

In the remaining eight series, three had something
close to an integrated action plan with some
donor backing. However, five had no integrated
plan for public financial management reforms,
limited donor support, or plan that were never im-
plemented. Overall, most PEMP reform programs
had integrated or nearly integrated action plans,
with donor backing, usually coordinated among
all key donors (appendix table A5.1).

Implementation Delays
Reasonably good implementation is also evi-
denced by the timeliness of execution, relative to
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Table 5.1. Government PFNVIP Strategy and Donor Support

Single integrated action plan
Support by all key donors (14)

Nearly integrated action plan
Some donor backing (3)

Government plan for public financial management
reform; never implemented;

OR Government plan, limited donor support;
OR Donor support for PFMP reforms but no plan (4)

Benin Georgia
Burkina Faso—Series 1 Pakistan
Burkina Faso—Series 2 Senegal
Cape Verde

Ethiopia

Ghana—-Series 1
Ghana—-Series 2
Lao PDR
Madagascar
Mozambique
Rwanda

Tanzania
Uganda—Series 2
Vietnam

Albania

Armenia
Nicaragua
Uganda—-Series 1

the plan. Six PRSC series, out of 20 rated, showed
no significant delay, and in another 12, progress
was eventually achieved, although there was ev-
idence of some delay. Only two series showed sig-
nificant delays. Both political economy risks and
capacity constraints appear to have been factors

(box 5.4).

Capacity-Building Needs

The evaluation also looks at the extent to which
PRSCs provide targeted and adequate capacity
building. In most of the series rated (16 of 18),
capacity-building needs for PFMP improvement
were met, albeit by a variety of means and not ex-
clusively through the PRSC.?° There were four
countries with separate, comprehensive capacity
building operations. Capacity building in Pak-
istan, for example, enjoyed the support of two
comprehensive public financial management
capacity-building projects. One included a focus
on auditing and reporting, areas of PRSC em-
phasis. An additional Public Sector Capacity Build-
ing project (2005) focused on skills in line
ministries, including technical and statistical ca-
pacity for accounting. The ICR for the first proj-
ect found progress in improved accounting and
auditing skills, providing an enabling environ-
ment for PRSC-supported reforms.

In sum, countries performed reasonably
well in developing a PEMP strategy har-
monized among donors, in addressing
capacity needs, and in avoiding exces-
sive delays. Results frameworks, how-
ever, have been an area of weakness in
design and implementation, although
there was some evidence of improve-
ment in later PRSC series, following
Bank-wide initiatives on managing for
results.

Most PRSCs bad an
integrated action plan
for PEMP with adequate
donor support.

Implementation delays
occurred sometimes due
to capacity or political
economy) factors.

PRSC Public Financial Management

Programs—Results Achieved

To what extent did PRSCs achieve their objec-
tives and obtain results on PFMP goals? We first
compare progress in PRSC countries before and
after the PRSCs were implemented, and then com-
pare performance with areas emphasized in PRSC
program conditionality.?! Last, and more broadly,
indicators such as CPIA scores and perceptions of
PRSC performance are discussed. Find-

ings are prefaced by the caveat that
measuring PEMP improvements is dif-
ficult. Reform is a complex process
where changes in one area can have
unexpected impacts on others over an
uncertain timeline. Precise causes and

PFMP results are
measured in the four
broad areas of budget
Sformulation, execution,
reporting, and
procurement.
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Box 5.4. Delays in Implementation of the PFVMIP Reform Plan—Examples

The first Burkina Faso series showed significant PFMP imple-
mentation delays. Three conditions were not fully implemented:
(i) the strengthening of the Supreme Audit Institution, (i) adop-
tion of a procurement procedures manual, and (iii) verification that
a large share of public procurement would be subject to com-
petitive procurement practices, with public audit. By the second
Burkina Faso series, delays in meeting PFMP triggers were
reduced.

Lao PDRis an example of a country where there was relatively
strong country ownership of public financial management reforms
but the Bank was too optimistic about the speed at which key re-
forms could be implemented and may have attempted too much.

Source: |EG analysis of PFMP components of PRSCs.

effects are hard to identify, multiple stakeholders
are interdependent, and there is no finish line.

Performance Ratings Relative to PFMP
Benchmarks

These included a revised Chart of Accounts, a Medium-Term
Expenditure Framework, and a harmonized procurement manual.
There was some expectation in the Bank's program that imple-
mentation obstacles might occur. The response, in PRSOs 2 and
3, was to initiate many reforms and follow through on those with
traction.

In Albania, frequent fiscal revisions, some in consultation
with the IMF, made it very difficult for the government to properly
execute its annual budget, an area of strong emphasis in the PRSC.
This indication of challenges to reform is consistent with Alba-
nia’s rating on reform ownership under Paris Declaration moni-
toring, which is lower than for many PRSC countries.

also been the most emphasized area of PRSC
PEMP reforms. Some aspects of formulation (such
as expenditure predictability and classification)
also significantly affect budget execution and
reporting.

Ten broad indicators of PFMP performance are
first investigated for 21 PRSC series over 2001-08.
The indicators used here follow closely from those
applied in the 2001 and 2004 HIPC AAP assessments
and subsequent Public Expenditure and Financial
Accountability reports.?? As discussed above, the
combination of these sources permits an analysis
of changes over time in a country’s public finan-
cial management, which can be associated with the
PRSC period. The review compares this perfor-
mance with objectives emphasized in the PRSC for
each country. Progress for each indicator was mea-
sured on a five-point scale, relative to key bench-
marks established in the HIPC AAP methodology.

Questions in the areas of formulation focused
on such issues as the use of standardized defini-
tions of the government sectors; reductions in the
use of extra-budgetary sources of funds; inclusion
of donor and local government funds on-budget;
reductions in the variance between budget for-
mulation and execution; increased use of budget
classifiers, based on administrative and economic
areas as well as functional/programmatic divi-
sions; and the integration of medium-term ex-
penditure forecasts into the budget formulation
cycle.

There are two indicators on budget execution,

Results are assessed for indicators in the
four areas of budget formulation and
execution (appendix table AS.2), and re-
porting and procurement management
(appendix table A5.3). Results below
emphasize formulation, in part because
HIPC AAP has more formulation indi-
cators than indicators on execution,
reporting, or procurement.? While this
may be a limitation, formulation has

There are seven indicators
for budget formulation
that focus on themes

such as standardized
definitions, classifiers,
inclusion of funds
on-budget, and
integration of medium-
term expenditures in the
budget cycle.

which focus on reductions in expenditure arrears
and the use of internal control systems. The one
indicator on reporting requires the presentation
of a complete audited report of actual expendi-
tures to the legislature on a semi-annual or annual
basis. There is also a single broad-based indicator
for procurement, which requires clear and en-
forceable rules for procurement that promote
competition, transparency, and value, together
with appropriate follow-up on such rules.
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Overall performance was mixed across the three
PFMP areas. Budget formulation enjoyed the
highest average number of operations that had
a benchmark before the PRSC and was main-
tained for the duration of the PRSC. The indica-
tor on reporting seems to have had the greatest
number of series that achieved a benchmark
during the PRSC. No country achieved a bench-
mark in procurement, although there was some
improvement.

Within the area of budget formulation, perfor-
mance was relatively good across a large number
of countries, in terms of using administrative
and economic classifiers and reducing the ag-
gregate variance of total budget expenditure.
Fewer PRSC series were able to reduce the pro-
portions of extra-budgetary funds brought on-
budget, or include all donor funds on-budget. A
limited number of series have also been able to
achieve good progress with integrating medium-
term expenditure forecasting with the budget
cycle. In execution, greater progress was achieved
in the reduction of expenditure arrears, although
progress has been slower on improving the ef-
fectiveness of the internal controls environment.
More than half the series have been able to achieve
progress on budget reporting.

How does this compare with areas of PEMP reform
emphasized by PRSC reform programs? Budget
formulation and execution have been the areas of
greatest emphasis, although many operations
also emphasized procurement. Reporting was
less emphasized, although reporting systems are
weak in most PRSC countries, as discussed in the
preceding section. Moreover, adequate report-
ing systems, especially on public expenditure,
are important for country-level M&E, especially for
countries receiving general budget support. A
comparison of results in PFMP areas with em-
phasis in PRSC programs, based on 10 indicators
(appendix table A5.2 and A5.3), shows that there
was generally some improvement in many areas
emphasized by the PRSCs.

A formal test of the correlation between im-
provement in PEMP indicators with the existence
of core PRSC PFMP conditions suggested gener-

ally positive (but not often strong) cor- There are two indicators
relation. However, in a few instances on execution and one on
(classification, internal control) the budget reporting.

correlation was negative, and only
one correlation—on budget classifica-
tion—was statistically significant. This
suggests that there is no statistically
justifiable relationship between par-
ticular indicator areas and PRSC con-
ditionality, although a relationship may
potentially exist.

Previous results obtained by de Renzio and
Dorotinsky (2007) permit a comparison of per-
formance of 11 PRSC and 5 non-PRSC countries.*
These data suggest that PRSC countries seemed
to achieve a consistently higher share of bench-
marks. Yet there was substantial progress only in
the area of reporting, and this was also the case
for non-PRSC countries. However, reporting was
aweak area in our findings. Also, these data seem
to indicate that execution over time deteriorated
in both PRSC and non-PRSC countries, which is
not consistent with our observed results. One
explanation for these mixed results may be the
variation in application of the evaluative criteria
across the two periods in which the HIPC AAP
assessment was undertaken. The IEG

Budget formulation
performed well except
in the reduction of
off-budget funds or
inclusion of all donor
Sfunds on budget.

desk review does not face this disad- Yet improvement in

vantage because it attempted to adjust  reform indicators is not

for such implicit variations in rating clearly linked to PRSC

criteria over time.

Achievement of PFMP Objectives in PRSCs

Most of the 21 PRSC series achieved their PFMP
objectives, stated at the beginning of each series,
with only minor shortcomings (table 5.2). For ex-
ample, Vietnam’s PRSC series set out to achieve a
PEMP objective of: “timely, consistent, compre-
hensive data from Treasury’s public financial man-
agement system.” An important step forward in
meeting the overall objective was unification of the
accounting systems of the state budget and the
state treasury, enhanced by work on an integrated
Treasury and Budget Management Information
System. However, minor shortcomings exist in
the deterioration in off-budget financing in recent
years, which still needs attention. Both series in
Burkina Faso were also judged to have minor

reform conditions.
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Table 5.2. PRSC Series: Achievement of PFVMIP Objectives

Evaluative rating

Countries/series

Fully achieved with no shortcomings

Burkina Faso—series 1, Burkina Faso—series 2, Cape Verde, Georgia,

Ghana—series 1, Ethiopia, Mozambique, Nicaragua, Tanzania,
Fully achieved with only minor shortcomings Vietnam

Achieved, but with significant shortcomings

Not enough evidence to rate

Albania, Armenia, Benin, Lao PDR, Madagascar, Pakistan, Uganda—
Not achieved series 1
Ghana—series 2, Rwanda, Senegal, Uganda—series 2

Source: |EG ICR reviews, supplemented by World Bank ICRs, PPARs, PRSC program documents, and PEFAs.

ICRs show that most shortcomings: its ICR rating of moder-

PRSCs achieved ately satisfactory reflects some miss-

their PEMP objectives ing of targets and nonachievement of
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with only minor triggers, and it has also suffered from
shortcomings. apaucity of indicators and nonachieve-

ment of particular benchmarks.

Armenia is an example of a series with some
significant shortcomings in achieving objectives laid
out at the beginning of the series. Emphasis was
mostly on budget formulation, and there was ap-
parent improvement in reducing extra-budgetary
funding sources. There was some emphasis on in-
ternal audit as part of budget execution, and there
has been some reduction of arrears, but no evi-
dence of improvement in internal controls. Re-
porting was given little importance and showed no
improvement. There was some emphasis on pro-
curement, leading to the enactment of a new Law
on Public Procurement.? Yet, a recent Bank PEFA
review in Armenia found systemic weaknesses re-
maining in the procurement system.?

By comparison, there were significant short-
comings in Madagascar’s PRSC series. There was
limited progress in achieving budget manage-
ment objectives, as indicated in the Implemen-
tation Completion Report of PRSCs 1-3. There was
also limited progress in achieving the objective of
improved formulation (budget classification),
which seems to be a major part of the PFMP re-
form effort. All procurement triggers were mod-
ified (downward) or dropped. And while there
was clear progress in meeting some objectives in
Benin (such as rollout of computerized financial
management systems, reporting), there were sig-

nificant shortcomings in other areas (such as in-
ternal control, integration of accounts).

Improvement in Performance in Relevant
Indicators from the Bank's CPIA

A final assessment of overall PEMP results in PRSCs
is based on data from the CPIA indicators, where
questions 13 and 14 are broad measures of PEMP
performance. In half of the series rated (10 of 20)
there was at least some improvement in this mea-
sure from the beginning to the end of the series.
Others remained unchanged.?’

A comparison was also undertaken by IEG of the
performance of PRSC countries, over the period
1999-2006, with non-PRSC IDA and blend coun-
tries (CPIA question 13).%8 The results (table 5.3)
indicate that PRSC countries have performed sig-
nificantly better than non-PRSC IDA countries.?

We also examine ratings of the domestic accoun-
tability of PEMP processes over 2006-08 in PRSC

Table 5.3. PRSC and Non-PRSC
Countries: Change in CPIA Indicators

on Budget Management and
Accounting (1999-2007)

Average change for PRSC countries 0.5577
Average change for non-PRSC IDA/blend
countries 0.1531
Difference in means 0.4046
(P-value of result) (0.0089)

Source: World Bank database.

Note: Allowing for unequal variances of samples and null hypothesis
that difference is 0. P-value is calculated on the basis of a two-tailed,
heteroskedastic t-test.
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countries, with non-PRSC IDA and IBRD countries.
These ratings are prepared by Global Integrity; a
nonprofit group that examines transparency and
accountability across countries. Results indicate
that, overall, public financial management budget
processes are more domestically accountable
than in comparator IDA countries. Surprisingly, the
opposite seems be the case for procurement sys-
tems. Supreme audit institutions, which ensure
proper independent and external auditing of gov-
ernment expenditures and of the national ac-
counts are more domestically accountable in
PRSC countries than non-PRSC IDA countries,
but less than in IBRD countries. This variation in
scores illustrates difficulties in attributing out-
comes to actions, except in broad terms.

Evaluation of the PFMP Approach of PRSCs:
Bank Staff and Clients

Task team leaders in the Bank believed the PRSC
led to a greater orientation toward public finan-
cial management in PRSC countries. This was
deemed to be the second most successful element
of PRSCs, according to survey results. Almost
all task team leaders believed PRSCs to have been
effective (43 percent) or very effective (51 percent)
in accomplishing their public financial manage-
ment goals. Procurement was also rated very
highly, with 73 percent of response ratings of
highly effective or effective. These responses were
mirrored in the IEG survey of PRSC government
counterparts, where 97 percent of respondents
said that the PRSC was very effective or somewhat
effective at strengthening public financial man-
agement systems.

The PRSC was also broadly perceived by task
team leaders to have significantly improved the
use of the budget as a policy tool (74 percent of
respondents fully or partly agreed that it was

mainly used to enhance the impor- Task team leaders
tance of the budget as a policy tool).*° corroborate the finding
Government counterparts also felt that  that PRSC achievements

the process helped to make the budget on public financial
a more important tool for policy for- management were

mulation and implementation (87 per- broadly effective.

cent of respondents agreed or strongly

agreed). And 90 percent of counterparts agreed
or strongly agreed that the PRSC helped to
increase the role of the budget as a tool for ac-
countability of line ministries and to improve in-
terministerial dialogue.

On the efficiency and efficacy of public expendi-
tures, government counterparts felt that the PRSC
helped to facilitate alignment of public expendi-
tures with priorities defined by the country’s
medium-term development strategy (92 percent
agreed or strongly agreed). However,
71 percent of surveyed sector staff who
worked on PRSCs believed that it was
not true, or only partly true, that
budget allocations were delivered to
line ministries in a more timely and
predictable manner. Although these
are different questions, these findings signal a
disconnect between the impression of sector
staff and the views of task team leaders and gov-
ernment stakeholders regarding results achieved
by PFMP reforms.

Findings from Seven Country Case Studies
In-depth analysis of IEG country case studies
awarded a moderately positive overall score to
PFMP performance, with an average score of 3.7
out of 6 (table 5.4). The scores were highly vari-
able: Lao PDR, for example, performed strongly
on progress relative to initial conditions, while
Nicaragua performed poorly because of the re-
versal of reform efforts after the 2006 election.

Table 5.4. PRSC Overall Scores on Improving the Public Financial Management

System
Armenia Benin Ghana Lao PDR Mozambique Nicaragua Vietnam
4 4 3 6 4 1 4

Source: |IEG country case studies.
Note: Scored on a scale of 0-6.

There was less success in
some areas of efficiency
of public expenditure
processes, such as timely
transfer to sectoral
ministries.
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The case studies found that attempts to increase
priority spending were largely successful in al-
most all countries, but in several (especially Benin
and Ghana), budget execution, internal control,
and internal audit mechanisms remained poor. In
Benin, there was slow execution of the budget and
continuing problems with procurement. The re-
view of national accounts by the Court of Auditors
was behind schedule. A large share of expendi-
tures in Ghana occurred outside the formal budget
process, through donor pools, which undermined
much of the budget process. Mozambique failed
to adopt an adequate budget classification system
and to establish effective links between budget and
PRSP priorities.

In many case studies (especially Benin, Mozam-
bique, and Nicaragua), a significant part of the re-
form effort was directed toward developing and

rolling out the Integrated Financial

PRSCs made good Management System. However, this is
progress in public not evaluated as an aspect of PEMP

financial management performance since it is not a critical
reforms, but it was bharder component of a well-functioning PFMP
to achieve procurement system. While a well-functioning Inte-
reform benchmarks. grated Financial Management System
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can significantly improve the efficiency and quality
of reporting of public expenditures (Mozam-
bique’s eSISTAFE in many ways has been suc-
cessful in this regard), its existence does not
guarantee that PFMP systems are functioning ef-
ficiently and effectively, or that fiduciary risks are
being mitigated.

In sum, PRSCs, with the parallel capacity building
work that accompanied them, were reasonably
effective in terms of design, helping to address re-
cipients’ needs in the areas of PEMP systems, har-
monizing such programs among donors, and
generally implementing them in a timely manner.
The PFMP results framework remains an area of
weakness. Efforts could also be made to improve
some areas of budget formulation. PRSCs made
good progress toward their objectives of ad-
dressing technical limitations in budget formula-
tion, execution, reporting, and procurement,
although progress has been uneven across coun-
tries and over time. Results in the area of pro-
curement seem to be harder to achieve. Based on
CPIA ratings for public financial management,
countries appear to perform significantly better
than comparator countries.?!



Chapter 6

Evaluation Highlights

¢ PRSC countries have better growth
and macro indicators, but this began
before PRSCs; non-PRSC countries
have also improved.

e Most PRSCs lacked comprehensive
growth strategies.

¢ PRSC countries had a better record
in poverty reduction, but PRSCs par-
alleled sector projects in pro-poor
service areas.

¢ PRSC health and education com-
ponents focused on better budget
allocation, yet large proportions of
resources remain off-budget.

¢ Objectives were fully met a third to
half of the time; a high proportion of
service delivery components had
modest achievements.

e Overall, PRSCs performed more sat-
isfactorily than prior adjustment lend-
ing, but differences are negligible
when compared with all adjustment
loans in the PRSC period.

e Tracking poverty outcomes is diffi-
cult due to limited indicators.



A local school in Ghana. Photo by Curt Carnemark,
courtesy of the World Bank Photo Library.



Growth, Poverty,

and PRSCs

overty Reduction Support Credits were introduced to support the im-

plementation of IDA countries’ Poverty Reduction Strategies, which

embodied comprehensive national development plans for achieving
poverty-reducing economic growth. To what extent did the PRSC, as the ve-
hicle for the implementation of such strategies, help to achieve these objec-
tives? Much debate remains regarding factors leading to growth (annex 8) or
poverty reduction, and it is not clear that they can be generalized across coun-
tries. The PRSC is only one typically modest element in a range of factors con-
tributing to country outcomes. With this caveat, this chapter describes observed
growth and poverty outcomes of PRSC countries and the extent to which PRSCs
reflected strategies to better enable poverty-reducing growth.

PRSC Countries—Creating a
Growth-Enabling Environment

PRSC design typically reflected a pragmatic com-
bination of growth and poverty reduction objec-
tives. PRSCs recognized the role of growth in the

perior to non-PRSC IDA countries in the PRSC pe-
riod and rates somewhat better than other well-
performing IDA countries.” These findings are
true for per capita income growth as well as for
the main economic sectors: agricul-

long-term reduction of poverty and focused on  ture, industry, and services. PRSC coun- PRSCs bad bett'er
building a growth-enabling environment through ~ tries achieved higher rates of export 7dcroecononiic results

better public sector institutions and incentives ~ growth and lower inflation rates than than others—both in the

for private sector development. Poverty reliefwas ~ their comparators. PRSC period and before.

emphasized through pro-poor service delivery
in areas such as health and education, basic ser-
vice provision of water and sanitation, and the im-
plementation of social safety nets.

Economic Performance and Growth in PRSC
Countries—A Description

A comparison was undertaken of the growth per-
formance of 22 PRSC countries with 74 IDA coun-
tries (appendix tables A 6.1-A6.3), as well as with
a reduced set of better-performing non-PRSC
countries having a CPIA score of 3.0 or better in
2007.1 PRSC countries achieved growth rates su-

However, looking at the pre-PRSC period, the
same pattern is observed. In all cases, PRSC coun-
tries outperformed their comparators, including
better-performing IDA countries. This suggests
that some of the superior performance of the
PRSC countries was not only due to PRSCs but also
to better initial performance. This is not unex-
pected given that PRSCs were generally given to
better performers.

Rates of growth in all sets of countries improved
in the second period compared with the first
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Other countries improved (appendix table A6.1).3 The propor-
their performance too, tional increase in growth rates for com-
sometimes more than parator countries was, in some cases,

PRSC countries. greater than for PRSC countries, espe-

cially for per capita GDP growth and
agriculture. The clearest lead in performance im-
provement for PRSC countries is in industry,
where PRSC countries outpace comparators. In
the areas of export growth and service sector
growth, the proportional improvement in non-
PRSC IDA countries, taken together, was as good
or better than in PRSC countries. Overall, the re-
sults suggest that although PRSC countries were
superior performers, non-PRSC countries have

also improved, and the degree of im-

PRSC countries were provement in performance in non-
superior performers, but PRSC countries is at least as good as in
non-PRSC countries also PRSC countries. It is therefore difficult

improved their to associate the better performance in
performance. PRSC countries with the PRSCs.

It is also surprising that PRSC countries had the
greatest lead in industrial growth, even though
agriculture is usually considered more pro-poor
by virtue of its high labor intensity.* Both PRSC and
better-performing non-PRSC countries had slightly
higher growth of agriculture in the PRSC period,
and both increased agricultural growth by 0.4
percentage points. Many PRSCs have limited pol-
icy measures related to agriculture.® Industrial
growth in the PRSC countries rose from 4.0 per-
cent to 7.2 percent. Industrial growth also accel-
erated in non-PRSC countries, but by a smaller
amount, from 3.2 to 5.6 percent. Thus, there was
awidening of the gap in industrial growth that par-
alleled the widening of the gap in per capita GDP

One area where PRSC countries exhibit a marked
improvement in performance over time and rel-
ative to comparators is in their investment and sav-
ings rates (appendix table A6.4). PRSC countries
clearly increased their rates of investment over the
pre-PRSC period and over the level of non-PRSC

countries. The average investment rate

PRSC countries improved in PRSC countries was 24 percent dur-

their institutional ing 2000-07, compared with 20 per-

environment over time, cent during 1985-2000. Investment in
but others increased non-PRSC countries remained at about
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about as much. 22 percent during both periods (23

percent for the better performers). Savings rates
in PRSC countries rose by five percentage points
between the two periods; savings rates in non-
PRSC increased only slightly (about 1.5 percent-
age points).

Curiously, however, increased investment seems
to have been financed largely by an increase in do-
mestic savings, and not by an increase in foreign
capital transfers. The external deficit fell somewhat
in the PRSC countries and in both groups of non-
PRSCs. This is an interesting finding since this
was the period of HIPC debt relief, when donors
were supposed to increase their support for coun-
tries with poverty reduction strategies. True, the
external balance also reflects other capital flows,
including private borrowing and private direct in-
vestment. However, it is difficult to attribute higher
rates of savings and investment to PRSC support.

An analysis of the extent to which PRSC countries
were able to build a more growth-enabling envi-
ronment was undertaken based on CPIA scores
for institutional and fiduciary systems. Results
suggest that being a PRSC country did not affect
improvement of countries’ enabling environment.
Non-PRSC IDA countries also improved their per-
formance over time and to a similar degree (ap-
pendix table A6.5).°

Comparing CPIA subcomponents for economic
management and policies for social inclusion for
1999 and 2007 shows, again, that PRSC countries,
as is known, had better initial conditions. Com-
ponent scores are somewhat higher for PRSC
countries in 1999.7 All scores increase slightly
over the period.® Better-performing non-PRSC
countries improved their performance somewhat
more than PRSC countries, in percentage terms,
in all areas except public financial management.
Among non-PRSC IDA countries, scores for social
inclusion indicators improved as much as in PRSC
countries, though improvements in economic
management are somewhat lower.

These findings reinforce earlier ones. PRSC coun-
tries were generally better performers on macro-
economic management and social inclusion, but
they began from better initial positions. And non-
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PRSC IDA countries improved their performance
almost as much as countries with the benefit of
the PRSC program.

tion. And economic growth in Lao PRSC growth measures
PDR accelerated from the 5 to 6 per- were not usually based on
cent level, which had characterized the a comprebensive growth

Measures to Support Growth—Evidence from
Case Studies

Country case studies afford a complementary per-
spective on the role of the PRSCs in fostering
poverty-reducing economic growth, tailored to
local needs. They show that while measures to
increase growth were included in most PRSCs,
these usually did not add up to an overall growth
strategy. It is difficult to trace a direct link from
PRSC growth-related measures to country growth
outcomes. In some successful countries, growth—
oriented reform was already under way. In others,
there were no attempts to make growth more
pro-poor.

It is not possible to identify the PRSC with growth
outcomes. Some countries achieved high rates of
growth, but these were hard to ascribe to the
PRSC. Armenia’s projected growth rate of 6 per-
cent, foreseen in PRSC 1, rose to 13 percent over
2004-06. But growth sources have been attributed
to remittances, trade liberalization, infrastructure
improvements, fiscal prudence, and low infla-

2000-04 period, to 7 to 8 percent dur-  diagnostic.
ing 2005-07. However, the accelera-

tion appears to have been fueled by investments
linked to the Nam Theun 2 project. In Ghana,
growth rates accelerated during the PRSC period.
The PRSC supported growth-protecting energy re-
forms but these remain incomplete.

Other countries failed to achieve high growth
but this, too, cannot be attributed to the PRSC.
In Nicaragua, growth remained closely linked to
commodity export prices and did not change
materially with the PRSC, despite large amounts
of external aid. Growth activities supported by
the PRSCs were isolated measures, without a
coherent strategy. And the PRSCs supported pen-
sion reform, which failed when its fiscal impli-
cations were ascertained. Benin, too, failed to
achieve expected growth rates—but its lacklus-
ter performance in this regard is a continua-
tion from the pre-PRSC period.” Expected re-
forms in key structural areas, such as the cotton
sector and energy, failed to materialize over this
period.

Box 6.1. PRSC Growth Orientation—Policies Supported

In Armenia, PRSCs focused on macroeconomic stability measures
as a precondition for growth, also strengthening governance,
sharpening competition, and modernizing the rural economy.
Ghana, through the joint donor matrix, emphasized issues related
to the investment climate and the commercial court system. The
most significant PRSC growth-related measure was in the energy
sector, where the Bank boosted measures to end subsidies for
electricity and fuel. But negligible attention was given to agricul-
ture, where other donors provided special budget support.

In Mozambique, growth-related issues formed the core of
PRSCs 1 and 2, and focused on macroeconomic stability, public
financial management, financial sector issues, and the investment
climate for business. Mozambique also soughtin PRSCs 3 and 4
to improve the potential for agricultural sector growth through en-
hancing productivity and improving connectivity of the rural sec-
tor and the rest of the economy. In Lao PDR, both PRSO series

emphasized the role of growth in reducing poverty over time. The
series also spanned investment climate issues, private sector
development, regional and global integration, and improved re-
source management.

In other cases, the PRSC supported a pattern of develop-
ment that had more pro-poor growth elements. For instance, in
Benin, the PRSCs focused on the cotton sector and rural trans-
port. In Nicaragua, the PRSCs focused largely on reforms more
directly targeted to the poor, including indigenous property rights,
health, education, water, and social protection. And in Vietnam,
PRSCs evolved from a focused-growth orientation toward a more
broad-based strategy, due to the view that Vietnam's excep-
tional record in reducing poverty in the 1990s (from 57 percentin
1992 to 37 percent in 1998) was closely linked to its rapid economic
growth. Poverty declined further, to 16 percent by 2006, although
the pillars of the Vietnam strategy remained unchanged.
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Table 6.1. Overall Scores on Policy Dialogue and

Influence on Growth

Country

Influence of PRSC
process on government
policy dialogue

Relevance and
effectiveness in supporting
a pro-poor growth strategy

Armenia
Benin

Ghana

Lao PDR
Mozambique
Nicaragua
Vietnam
Average

5 4

& o B~ B~ o w s
W o = B~ &~ O W

Source: |EG country case studies.

Note: Rankings are done by authors of case studies using the following scoring system for achieve-
ment of stated objectives: 6 = fully achieved without any shortcomings; 5 = substantially achieved with
only minor shortcomings; 4 = achieved with moderate shortcomings; 3 = significant shortcomings;
2 = major shortcomings; and 1 = severe shortcomings in achieving stated objectives.

PRSC countries show

a marked reduction

in income poverty,

even when compared with
control groups.

PRSC countries also

do better on nonincome
measures of poverty

as defined by

the Millennium
Development Goals.
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Vietnam is one example where high growth was
achieved (more than 7.5 percent during 2001-06),
exceeding previous periods, attributed to achieve-
ments in the five policy areas related to the PRSC’s
growth objectives (trade, private sector develop-
ment, infrastructure, state enterprise reform, and
banking reform). The PRSC therefore supported
the achievement of growth, even though it is dif-
ficult to establish any causality. And
scores attributed by case study authors
to the effectiveness of supporting a
pro-poor growth strategy average 3.7
on a scale of 1 to 6, in seven countries
(table 6.1).

PRSC Countries—Helping Poverty
Alleviation

Poverty Rates in PRSC and Non-PRSC
Countries—Poverty Lines

A review of the evolution of poverty rates in
PRSC and non-PRSC countries shows that poverty
rates fell in both sets of countries between 1999
and 2005 (table 6.2 and appendix
table A6.6),'° by 19 percent in PRSC
countries and by 11 percent in non-
PRSC countries.!! However, as with
growth, PRSC countries’ performance
in reducing poverty had also been su-
perior in the period before the PRSC.

During 1985-99, poverty fell 16 percent in the
PRSC countries versus only 12 percent in the con-
trol group.'? The superior outcome for PRSC
countries is more pronounced than the relative
outcomes in terms of growth. However, the extent
to which this was related to a greater pro-poor
focus or due to measures incorporated in their
PRSCs requires further exploration.

Other Measures of Poverty—Millennium
Development Goal Indicators

Poverty has other aspects beyond income, such
as access to health, education, and employment.
The Millennium Development Goals not only call
for a reduction in the numbers of persons living
on less than $1 per day but also for reductions in
infant and child mortality, hunger and malnutri-
tion, maternal mortality, and malaria and HIV/AIDS
infection. The Millenium Development Goals also
emphasize increased access to primary school
education and to clean water and sanitation.

Results (table 6.3) show that in all indicators cov-
ered, with the exception of secondary school en-
rollment, PRSC countries, on average, performed
better than other groups with which they are
compared. Primary school enrollment increased,
infant and child mortality declined, and access to
safe drinking water and sanitation improved more
in PRSC countries than in all IDA countries, or even
in better-performing IDA countries (appendix
table AG.7). Moreover, improvement in the PRSC
period was faster than in the previous period, in
all areas except access to clean water and sanita-
tion, where remarkable progress had already been
achieved in the period before the PRSC. PRSC
countries were able to better their performance
more than non-PRSC countries in all areas except
secondary school enrollment.

Together, these data suggest that PRSC coun-
tries had a better record in many dimensions of
poverty reduction than other IDA countries, in-
cluding better-performing IDA countries. And
improvement was more marked in the PRSC pe-
riod. In many dimensions PRSC countries did
not have a marked advantage relative to com-
parators at the start of the periods examined
(1990/91).
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Table 6.2. Poverty Rates for PRSC and Non-PRSC Countries
(percentage of population living on less than $38 per month)

1984 51.6 491 45.0 475
1990 48.8 45.2 51.1 46.9
1999 43.2 42.9 441 437
% change (7984-99) -16.2 126 2.1 7.8
2005 349 37.3 39.3 376
% change (7999-2005) -19.3 —13.0 -10.8 —14.1

Source: |EG estimates based on World Bank POVCAL database (see appendix table A6.3).

Note: Figures are averages of data per country and are not population weighted data.

a. Figures in parenthesis are the number of countries in the sample for which data are available. The poverty line is in 2005 purchasing power parity at $38 per
month or $1.25 per day.

Table 6.3. PRSC and IDA Countries on Millennium Development Goals
(percentage of population)

Primary enrollment, net

PRSC n.a. 62.8 n.a. 68.9 79.1 9.7 14.8

All'IDA countries n.a. 62.8 n.a. 70.1 76.5 11.6 9.1
Secondary enrollment, gross

PRSC n.a. 31.2 n.a. 40.1 493 28.5 229

All'IDA countries n.a. 34.6 n.a. 42.8 53.2 23.7 24.3
Infant mortality (per 1,000)

PRSC 82.8 n.a. 76.2 67.1 58.2 -19.0 -13.3

All'IDA countries 86.2 n.a. 80.7 73.7 66.6 -14.5 -956
Child mortality (per 1,000)

PRSC 125.6 n.a. 115.3 101.3 87.5 —19.3 -13.6

All'IDA countries 130.7 n.a. 122.0 110.9 99.9 —15.1 -99
Access to safe water

PRSC 57.3 n.a. 64.6 68.9 739 20.2 7.3

All'IDA countries 61.2 n.a. 65.4 68.9 722 12.6 48
Access to sanitation

PRSC 72505 n.a. 38.4 415 46.2 62.7 11.3

All'IDA countries 33.1 n.a. 42.0 443 46.1 338 41

Source: World Bank, World Development Indicators data, and appendix table A6.7, which has comparisons of PRSC countries with better-performing non-PRSC IDA countries, and with all
non-PRSC IDA countries.
Note: Years were chosen on the basis of most complete observations.

Basic Service Provision for 15 PRSC countries suggests some trend in-
A major thrust of the PRSC was to improve the ac-  crease in such expenditures, especially in coun-
cess of the poor to basic services, particularly tries with long PRSC series, and in contrast to
health, education, and water and sanitation. An  non-PRSC HIPC countries (appendix table A6.10).
analysis of HIPC data on pro-poor expenditures — Over the PRSC period, the Bank also increased its
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Most PRSCs included
bealth and education bu
usually as a complement
to other Bank lending.

use of diagnostic tools for poverty reduction, but
these were, at best, moderately used to influence
operational design.'?

Using the health and education sector as examples,
a portfolio review of PRSC components in these
sectors looked at the following broad areas: (i) Did
PRSC objectives address the provision of basic
social services? (ii) To what extent did any ex-
pansion of service focus on the poor, or on those
presently excluded? (iii) What was the focus of ser-
vice delivery improvements in PRSC operations,
and how were quality aspects addressed? (iv) Was
there an adequate framework for the monitoring
of outcomes? (v) Was expansion in service asso-
ciated with improved pro-poor outcomes.'*

Inclusion of Social Services as an Overall Ob-
jective. Most operations included objectives in
health and education, and about half also in-
cluded water supply and sanitation (table 6.4).15
But some lacked PRSC-specific measures to ad-
dress them. In most cases, PRSCs were primarily
a complementary vehicle of Bank sector-specific
lending in the country and not the only vehicle
of sector support. There was an active sector-
specific country lending program in 85 percent of
PRSC projects with health sector com-
;, bonents, 81 percent with education
components, and 65 percent with water
supply and sanitation components.
This may explain why the frequency
of PRSCs with explicit social sector objectives
among their core objectives was low: only 30 per-
cent in health, 31 percent in education, and 44 per-
cent in water supply and sanitation. '

Table 6.4. Number of PRSCs with Social Sector

Objectives, FY01-08

PRSC Operations
Social sector PRSC series operations not included
Health 36 83 4
Education 35 81 6
Water supply and
sanitation 24 48 g9
Total 38 87

Source: |EG social sector portfolio review.
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Improving Service Delivery to the Poor

as an Objective

Improving access for the poor was mentioned as
an explicit objective in 55 percent of PRSCs that
included health sector conditions, 43 percent
for the education sector, and around a quarter (27
percent) in water supply and sanitation. How-
ever, a smaller proportion of operations focused
on improvement of the quality of access by the
poor or translated stated objectives into specific
measures to achieve these objectives. For health,
only 38 percent of operations had explicit actions
to improve access by the poor. In water supply and
sanitation, 83 percent of operations were not ex-
plicitly designed to improve access of the poor.
Indeed, only one operation could be identified
(Nicaragua PRSC 1) that was designed to improve
the access of the poor to sanitation. Fewer mea-
sures were framed in terms of improving overall
outcomes for the poor—13 percent of PRSCs in
health and 20 percent in education attempted to
frame such measures.

Social Sector Focus in PRSCs. A high pro-
portion of measures incorporated in individual
PRSCs, to support the achievement of sectoral ob-
jectives in health, education, and water supply and
sanitation, focused on budget and public finance.
The highest proportion of conditions in the health
sector focused on the formulation, execution,
and allocation of the sectoral budget (20 percent
of legally binding conditions and 17 percent of pro-
gram benchmarks). In the education sector, 15 to
18 percent of conditions focus on the sectoral
budget. High proportions of conditions also lie in
areas related to public subsidies. However, in the
education sector, the highest attention is given to
teacher recruitment and remuneration. In both
sectors, human resource management is also an
important area, which can stem from the budg-
etary need to focus on recurrent costs (appendix
table A6.9).

This distribution of measures may reflect the fact
that PRSCs take place largely in tandem with par-
allel projects in the social sectors. As such the
PRSCs provide support largely to those elements
of sectoral dialogue, such as budget planning and
execution, that need to be taken up with core min-
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istries and where the PRSC is best positioned to
provide support through strengthened public
sector management. And budget rationalization

cluded this information, and for water A high proportion of PRSC
supply and sanitation, only 8 percent. sectoral objectives
pertained to budget and

was often a first step toward the realization of
deeper structural changes in the sector, for ex-
ample, shifting resources toward priority areas,

These data suggest gaps among ob- public finance issues.

jectives, measures, and monitoring for
service delivery to the poor. Although

Measuring outcomes in
pro-poor service delivery
is bhampered by a poor
monitoring and
evaluation framework.

providing for recurrent costs, and rationalizing
expenditures.

a good percentage of operations set
out to improve access by the poor to
such services, a smaller percentage con-

Monitoring and Evaluation. Questions con- tain specific measures to do so. Moni-

cerning monitoring and evaluation were answered
for each PRSC series rather than for individual op-
erations, since a monitoring framework is typically
devised for the series as a whole (table 6.5). In the
majority of the PRSCs, the monitoring and eval-
uation framework included indicators relevant
to the sector (69 percent for health, 83 percent
for education, and 71 percent for water supply and
sanitation). However, in most cases, sector-specific
indicators were not consistently monitored over
the series. Only 22 percent of indicators in health,
36 percent in education, and 35 percent of the
water supply and sanitation indicators were con-
sistently monitored.

Baseline data were only available in about half the
series for each sector, making it difficult to gauge
progress. Baseline data were more likely to be
available in water supply and sanitation than in
health or education. As for access by the poor, in
health only 11 percent of the series’ monitoring
systems included information on access by the
poor. For education, 17 percent of the series in-

toring systems to ensure that the poor
have access have been incomplete, with
baseline data that changed, indicators that were
not consistent, and shifting standards of what
needed to be monitored.

Outcomes. On the key question of whether
sector indicators improved over the course of the
PRSCs, results from the portfolio review are not
conclusive due to the shortage of relevant indi-
cators. Ratings could not be applied, or were not
relevant, to almost 40 percent of PRSC series’
health components and to over 50 percent of
PRSC series’ education components. Excluding
these cases, around a third of monitorable indi-
cators were met in the health sector, and an-
other half were somewhat realized.!” For
education, about half of the indicators were met,
and another third were partially realized (table
6.6). In water supply and sanitation, a large pro-
portion of indicators (over 40 percent) were not
met. On average, even after the exclusion of
PRSCs that ended after a single operation, and

Table 6.5. Monitoring and Evaluation in PRSC Series (% positive)

Health 69 22 58] 4 " 6
Education 83 36 54 48 17 6
Water supply/sanitation 71 35 69 67 8 n.a.

Source: |EG portfolio review.
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Table 6.6. PRSC Social Sectors—Success in Meeting Specific Objectives, as Measured by Their
M&E Systems (%)

Yes 19 0.31 20
No 0 0.00 0
Somewhat 28 0.46 14
Unclear 14 0.23 11

61 45
Not applicable 39 54

0.44 17 0.29

0.00 25 0.43

0.31 8 0.14

0.24 8 0.14

1.00 58 1.00
42

Source: |EG portfolio review of PRSC operations, based on IEG questionnaire.

Note: Not applicable refers to series with only one operation completed or those in which monitoring was not consistently undertaken.

Percentages are calculated excluding “not applicable” operations.

Table 6.7. PRSC Social Sectors—Project Ratings

Health 36 19 52.8
Education 35 19 54.3
Water supply and sanitation 24 i 458

8 421 11 57.9
9 47.4 10 52.6
4 36.4 7 63.6

Source: |EG PRSC ICR review.

those where monitoring was not ade-
quate to permit measurement, only
some 30-45 percent of targets were
met in the three sectors and some-
what met in another 30-40 percent of
projects for health and education.

While not conclusive,
about a third to a balf of
monitorable indicators
for bealth and education
were fully met, and
targets were somewbhat
met in another 30—40
percent of projects. These findings are largely corroborated
by IEG ratings of PRSC outcomes (table
6.7). Somewhat less than half of all
PRSC project components in health
and education, and about a third of all
projects in water supply and sanita-
tion, received substantial outcome
ratings, and the rest were deemed to
be modest.'®

PRSC social sector
objectives were usually
ancillary to their core
objectives; translation of
objectives into specific
measures was mixed.

To summarize core findings from the portfolio re-
view, PRSC social sector development objectives

78

were usually ancillary to core objectives. Compo-
nents ran in parallel to sector projects and in-
cluded a substantial focus on budgetary aspects of
social service delivery. Only two-fifths of PRSCs in
education, and over half of PRSCs in health, had
an explicit pro-poor focus. Proportions for water
supply and sanitation were lower, at less than a fifth.

Translation of objectives into specific measures to
achieve program results was largely incorporated
in education components, but less so in health
components, at about 70 percent. Tracking
achievement of objectives is hampered by short-
falls in the monitoring framework, despite sector-
relevant indicators, due to missing baseline data
or, especially, a lack of indicators specific to the
poor. And indicators were not tracked consis-
tently over series. Overall, there were gaps among
objectives, measures, and monitoring.
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Regarding outcomes, and subject to caveats of cov-  efficiencies that permitted reallocations of re-

erage, indicators have been fully met one-third to  sources (Armenia).

half of the time across the three sectors. However,

adding those projects where outcomes are some-  In addition to increased budget re- Efforts were made to

what met raises the total to three-quarters. A sources, health programs often in- incorporate a pro-poor

large proportion of service delivery components  cluded a more timely and regular focus into health

had modest achievements.* release of sector funding down to the components in case
provincial level (Benin, Ghana, Mozam-  study countries.

These findings do not, by themselves, permit
judgment of the extent to which observed out-
comes in the service delivery sectors can be at-
tributed to the PRSC. Such an association would
require a comparison of these outcomes with
those achieved through non-PRSC projects. A
rough comparison is available for investment
projects in the health sector, over the period
1997-2007; a recent IEG evaluation found that
about two-thirds were deemed to have had sat-
isfactory outcomes.?° These results appear to be
better than those found for PRSC outcomes in the
health sector. To the extent that comparisons are
possible, these results suggest that health out-
comes in PRSCs may be less successful than in
other projects.

These findings of limited achievement in PRSC
pro-poor components may appear at odds with
the preceding section, which finds that PRSC
countries fare better than comparators on poverty
and social indicators. But one explanation for
their better outcomes may be a greater pro-poor
policy orientation outside of PRSC areas. Another
may be that these relatively better outcomes re-
flect support through other sector projects or
other donors. Finally, the limited coverage of the
above measures must be remembered.

Case Studies—Service Delivery to the Poor

Health. Case studies in seven countries pro-
vide a more detailed account of outcomes of
social service delivery components in PRSCs and
indicate mixed results (annex 9). In the health
service area, all case study countries included
health objectives as a major focus of poverty re-
duction. Almost all countries tried to increase re-
sources for health services for the poor either by
increasing the overall budget envelope (Benin,
Ghana, Lao PDR, Mozambique) or by achieving

bique). More efficient resource use was

also emphasized by improving sector budgeting,
establishing management contracts, and shifting
toward the private provisions of services. Reim-
bursement schemes for hospitals were improved
in several countries, thus lowering costs (Arme-
nia, Benin). And many programs included im-
provements in health information and monitoring
(Benin, Lao PDR, for example).

Efforts were made to explicitly recognize pro-
poor objectives in most PRSC health compo-
nents, in some cases through improvements in
service delivery to excluded groups, such as the
rural poor. In many countries this was incorpo-
rated though the delivery of a minimum pack-
age targeted at the poor (Benin, Lao PDR),
including health insurance schemes for the poor
and free healthcare for the most vulnerable
groups (Vietnam). Fees for health services were
eliminated for the poor (Armenia, Ghana) or re-
sources were reallocated toward pro-poor ser-
vices (Armenia).

Attributions of larger outcomes to the PRSC are
more difficult because, in virtually all case study
countries, Bank support via the PRSCs was ancil-
lary to support via sector-specific projects (Ar-
menia, Benin, Ghana, Lao PDR, Mozambique,
Vietnam). However, findings indicate that the
goal of increasing resources for health was
achieved in many countries. Access by the poor
improved in many (Benin, Mozambique, Vietnam)
but not all (Armenia, Nicaragua). Many countries
showed improved health indicators but often
below what was expected (Ghana).?! Even in suc-
cessful countries, the problem of reaching down
to the very poor remained a challenge despite
PRSC-supported reforms (Mozambique, Viet-
nam). In a few countries there has been no ma-
terial progress in improving health indicators
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Attribution of results is (Armenia, Nicaragua), and in some, in-
difficult due to parallel adequate definition of sector goals and
sector projects—Ilarge monitoring makes the tracking of re-
shares of expenditures sults difficult or impossible (Lao PDR,

Education was not
a substantial area of
focus in any PRSC.

are off-budget. Mozambique).

One complication for achieving results
has been the fact that large shares of
expenditures for health have been
off-budget, including in countries that
receive generous donor support (Ghana, Mozam-
bique). This has made it difficult to achieve re-
source efficiencies across health spending and
has also made it difficult to track resource use. An-
other difficulty has been the continuing limitations
of public budgetary systems, which make it diffi-
cult to use these as vehicles of sectoral support
(Benin, Lao PDR). Finally, as pointed out by offi-
cials in some countries (Ghana), achieving health
outcomes is complex, long-term, and in some
cases, depends on actions outside the sector.
Clean water, for example, can be a significant in-
gredient in achieving health outcomes.

Education. In education, as in health, many
countries focused on increasing resources as well
as the improvement of resource management
(Armenia, Benin, Ghana; annex 10). However,
education was not an area of substantial focus in
the PRSCs of some countries (Lao PDR, Mozam-
bique), apart from budget management issues,
and in some cases, dialogue was focused on too
limited a number of objectives to form the basis
of a sector strategy (Vietnam). Many countries
increasingly rely on parallel sector projects as
their primary vehicles of intervention (Lao PDR,
Mozambique, Vietnam). Objectives also included
measures to expand access: raising enrollment
rates (Ghana, Vietnam), raising school comple-
tion rates, increasing the number and quality of

While budget processes teachers, improving their regional dis-

improved and funding tribution, and increasing the timely
increased. there is less Aavailability of classroom materials.
)

evidence of better
outcomes. Access for the poor in some countries

was improved by eliminating school
fees (Ghana, Mozambique), reducing

Owverall results scored in regional and gender inequalities, and
case studies are modest. decentralizing management (Benin,
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Nicaragua). However, in some countries, an early
poverty focus shifted toward growth-oriented ed-
ucational strategies, emphasizing technical and vo-
cational training in an effort to address growing
skilled-labor shortages (Ghana). Mozambique’s
growth-focused PRSC did not include education.
In Armenia, total enrollments went up, but pri-
mary and preschool enrollments were static.

Many countries were able to achieve increases in
enrollments and/or completion rates (Benin,
Ghana, Vietnam) and the number of trained teach-
ers (Benin, Mozambique) during the PRSC period.
In some, progress was made in reducing gender
gaps in enrollments and completion rates (Benin).
Education quality lagged in some countries
(Benin) and may have actually gone down in
some cases during the process of rapid enrollment
expansion (Ghana, Mozambique).

While emphasis has been given to improving
budgetary processes for the education sector,
countries lag in their ability to link budgetary in-
puts with results and outputs. Donor coordina-
tion however has been less of an issue in
education compared with health. Donor groups
in education were relatively successful in some
countries (Ghana, Vietnam).

There is little evidence of monitoring of results
through achievement scores. Where monitored,
a decline in quality has been observed (Ghana).
The issue of continued disparities between richer
urban and poorer rural regions continues to be
an issue in many countries (Benin, Vietnam).

Table 6.8 gives an overall assessment, from coun-
try case studies, of effectiveness in each of three
sectors for the seven countries, in response to
the question: “How effectively has the PRSC
helped advance the dialogue and achieve results
in sectors that deliver services to the poor?”
ranked on a scale of 1 (severe shortcomings) to
6 (achieved without any shortcomings).

Results reflect modest overall achievements. The
overall ranking of 3.5 falls midway between sig-
nificant and moderate shortcomings. Country
scores vary from a high of 4.7 in Armenia to a low
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Table 6.8. PRSC Country Scores: Achieving Results in Sectors That Deliver Services to the Poor

Armenia Benin Ghana Lao PDR Mozambique Nicaragua Vietnam Average
Education 4 4 4 3 3 3 5 3.7
Health 4 4 2 3 3 1 4 3
Water supply? 6 4 4 2 2 5 3 3.7
Average 47 4 3.3 2.7 2.7 3 4 35

Source: IEG country case studies.

Note: Rankings are done by authors of case studies using the following scaring system for achievement of stated objectives: 6 = fully achieved without any shortcomings; 5 = substan-
tially achieved with only minor shortcomings; 4 = achieved with moderate shortcomings; 3 = significant shortcomings; 2 = major shortcomings; and 1 = severe shortcomings in achieving

stated objectives.

a. For Armenia, this ranking refers to social protection, not water supply. Eliminating Armenia reduces the average score for Armenia to 4, and somewhat reduces the overall average

to 3.4.

of 2.7 in Lao PDR and Mozambique. With sec-
tors, there seems to have been somewhat more
success in education and water supply and less in
health. In short, the case studies broadly sup-
port the portfolio review findings of mixed results
in realizing sector objectives via PRSCs.

PRSC Outcomes—IEG Ratings and
IEG Surveys

PRSC Outcomes Compared with Other
Policy-Based Lending

How have PRSC overall outcomes compared with
those of other forms of adjustment lending? Table
6.9 analyzes overall outcome ratings in a data-
base of 813 policy-based loans, to compare out-
come ratings for PRSCs with (i) ratings for
adjustment lending before the PRSC period (fis-
cal 1980-2000) and (ii) ratings of other policy-
based loans during the PRSC period; (iii) two
subperiods of the PRSC are also compared to see
if ratings changed over time.

On average, PRSCs performed 13 percentage
points better than previous adjustment lending
in all countries and almost 16 percentage points
better than loans to other IDA (and blend) coun-
tries. These differences are significant. Compar-
ing PRSCs to policy-based loans in PRSC countries
alone, the difference declines to around 8 per-
centage points. This suggests that, although
PRSCs have done better than other forms of ad-
justment lending, at least some of the differen-
tial may have been due to the better performance

of PRSC countries, even before the advent of the
PRSC.

Compared with parallel adjustment Overall outcomes of
lending during the PRSC period, re- PRSCs are better than
sults show, again, that PRSCs per- previous adjustment
formed roughly 12 percentage points lending but not

better than all policy-based loans in  noticeably different from
IDA and blend countries. But the dif- other adjustment lending.

ferential is negligible if compared with

other policy-based loans made in PRSC coun-
tries. It is not possible to attribute direction of
causality. Other policy-based loans at a sectoral
level in PRSC countries may have performed bet-
ter due to the presence of the PRSC, or both
forms of adjustment lending may have benefitted
from a more conducive institutional environ-
ment. If PRSCs are compared against the uni-
verse of all adjustment loans in the period fiscal
2001-08, including IBRD loans, overall per-
formance differences are negligible.

Finally, separating earlier and later PRSCs, there
is a marked change in relative ratings obtained by
PRSCs, compared with other policy-based loans
in the earlier and later periods. PRSCs performed
better than other IDA and blend policy-based
loans over fiscal 2001-04 by 19 percentage points,
but not much better than that same group over
fiscal 2005-08. The difference, compared with all
adjustment lending including IBRD lending, de-
clined to even lower levels in the second sub-
period. These findings suggest that while PRSCs
were more successful than adjustment lending and
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Table 6.9. Outcome Ratings: PRSCs and Other Adjustment/Development Policy Lending
(FY1980-2008)

PRSCs 200108 (all rated PRSC projects) 51 84.3

PBLs in PRSC countries FY1980-2000 142 76.1 -8.3
PBLs in all IDA and blend countries FY1980—2000 324 68.5 —15.8%**
PBLs in all IBRD, IDA, and blend countries FY1980—-2000 571 713 -13.0**
PBLs in PRSC countries (other than PRSCs) FY2001-08 33 84.8 0.5
All'IDA and blend PBLs (other than PRSCs) FY2001-08 60 AW -12.6*
All PBLs (other than PRSCs) (IBRD, IDA, and blend) FY2001-08 191 83.2 =11
PRSCs 2001-04 21 90.5

All IDA and blend PBLs (other than PRSCs) FY2001-04° 60 7.7 -18.8**
All PBLs (other than PRSCs) FY2001-04° 136 85.3 5.2
PRSCs 2005-08 30 80.0

All'IDA and blend PBLs (other than PRSCs) FY2005—08° 27 718 —2.24
All PBLs (other than PRSCs) FY2005—08° 55 78.2 -1.80

Source: |EG data.

Note: * 10% significance level, **5% significance level, and *** 1% significance level.

a. Satisfactory includes projects rated highly satisfactory, satisfactory, and moderately satisfactory by IEG.
b. Percentage point difference calculated relative to PRSCs for 2001-04.

c. Percentage point difference calculated relative to PRSC for 2005-08.

early development policy lending, as time passed ~ PRSC Overall Outcomes—IEG and Staff
the differential disappeared. And policy-based  Assessments
lending has generally done better in PRSC coun-  Staff ratings of PRSC performance tend to be
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tries, regardless of whether such loans are PRSCs.
Performance differences, as far as it is possible to
tell, may be ascribed as much to country selection
as to the PRSC. And these differentials are erod-
ing over time.

more rosy than those of IEG. Table 6.10 com-
pares outcome ratings given by staff in PRSC com-
pletion reports (ICRs) and IEG reviews (ICR
reviews). Of the 51 operations that have been as-
signed outcome ratings so far, three-quarters have

Table 6.10. Poverty Reduction Support Credits—Outcomes (FY01-08)

Total number of rated operations

Of which staff rated satisfactory
|EG rated satisfactory

Of which staff rated moderately satisfactory
|EG rated moderately satisfactory

Of which staff rated moderately unsatisfactory
|EG rated moderately unsatisfactory

51
39 76%
25 49%
12 24%
18 35%
0
16%

Source: World Bank database.

Note: Poverty Reduction Support Grants and Operations are also included here. For part of the FY01-08 period, Bank ICRs gave a single rating to the entirety
of a PRSC series while IEG applied individual ratings to each operation in a series.
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Sector staff hold divergent views on whether ac-
complishments of the PRSC could have been re-
alized through a free-standing sector
operation. A majority reject general
budget support as a sole vehicle for
delivering results in their sector. Sector
achievements of the PRSC were there-
fore perceived more positively by team
leaders, who typically did not repre-
sent specific sectors, compared with
sector staff.

been rated satisfactory by Bank staff (76 percent)
compared with half by IEG (49 percent). Over half
have been rated moderately satisfactory (35 per-
cent) or moderately unsatisfactory (16 percent)
by IEG. These differences suggest a need for
more careful staff scrutiny of lessons that can be
learned from PRSC outcome reviews.

PRSC countries had
reasonably good CAS
outcomes, which
generally coincided with
PRSC outcomes, though
there were some instances
of disconnect.

Task Team Leader Views on PRSC Achieve-
ments in Social Sectors. An IEG survey of PRSC
outcomes in the social sectors has results similar
to those in overall outcome ratings. Two-thirds of

team leaders in health, and three-quarters in ed-
ucation, believe PRSCs have been effective or very
effective in achieving results. Social protection
and water supply/sanitation receive lower scores
(half or less than half). Team leaders also give
high marks (75 percent or more) to the PRSC as
a vehicle for “improving the poverty focus of pub-
lic expenditures” and “improving access to basic
services.” The overall average ranking of responses
is close to the mean of 3.5 of the case studies.?

PRSCs and the Achievement of Country
Program Objectives

Finally, to what extent have PRSCs helped over-
all achievement of Bank country programs, as
envisaged in Country Assistance Strategies? A re-
view of CAS completion reports suggests a good
correspondence between successful country pro-
grams and successful PRSCs (88 percent); com-
pared with non-PRSC IDA countries (62 percent).
Whether the PRSC was instrumental, however,

Box 6.2. PRSCs and Bank Country Program Successes

Country Outcomes and PRSC Outcomes: A comparison of rat-
ings ascribed to PRSC countries” CAS completion reports and
ratings given to 40 PRSC operations in these countries shows
that 88 percent (15 out of 17) had satisfactory or moderately sat-
isfactory ratings compared with 62 percent of 26 non-PRSC IDA
countries. And 33 of the 40 PRSC operations in these countries
(82 percent) received satisfactory (satisfactory or moderately
satisfactory) ratings for their overall outcome. In most cases,
there was a broad corroboration between country ratings and
PRSC ratings, although in a few cases there were differences
in ratings (Ethiopia, Madagascar, and Uganda).

Sectoral Pillars—PRSCs and CASs: There is also broad corre-
spondence in outcomes for specific sectors. The few cases of
marked differences in ratings for specific pillars in PRSC outcomes
(ICRs) and country outcomes (CASCR reviews) are detailed below.

ICR satisfactory/CASCR unsatisfactory:

e Ethiopia (public financial management, governance, and
other public sector)

e Ghana (human and social development)
¢ Azerbaijan (industry and trade, finance)

ICR unsatisfactory/CASCR satisfactory:

e Ghana (public financial management, governance, and
other public sector)

e Tanzania (human and social development)

e Ethiopia (industry and trade, finance)

Sectoral Pillars—PRSCs and CAEs: An alternative comparison
of country evaluations, based on IEG Country Assistance Evalu-
ations and PRSCs, also indicated relative consistency, but with
dissonance in two countries—Ethiopia and Uganda. In Ethiopia,
while PRSC'’s contribution to public financial management, gov-
ernance, and other public sector was rated substantial, the CAE,
like the CASCR review, rated the same pillar moderately unsat-
isfactory. In Uganda, the CAE, like the CASCR review, rated the
human and social development pillar moderately satisfactory,
while PRSC’s achievements in the same pillar were negligible.
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cannot be inferred because PRSCs were typically
given to willing reformers.??

Overall findings suggest In sum, findings suggest mixed results
mixed achievements on of PRSCs on achievement of outcomes
outcomes—nol better (box 6.2). While PRSC countries have
than parallel sector performed better in some regards than

projects and not comparators, especially in poverty-

distinguishable from related areas, it is not easy to trace these
other adjustment lending. outcomes back to PRSC-associated ac-
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tions. Limitations in the monitoring
framework compound the difficulty of tracing out-
comes. Based on limited available evidence, PRSCs
do not appear to have done better than parallel sec-
tor projects. While PRSCs appear to have done bet-

ter than preceding adjustment loans, their per-
formance is hard to distinguish from other policy-
based loans today.?*

Impact becomes even more muted if one consid-
ers the problem of selection bias. PRSC operations
were undertaken in countries chosen for good
performance and high reform commitment.?> Thus,
one would expect the PRSC countries to do better
than the average non-PRSC country. Caveats are the
countries’ public budgetary systems or donor co-
ordination issues, which may have limited the
PRSC’s role. Finally, achieving outcomes in many
areas of social service delivery is complex, long-term,
and may depend on actions outside of the sector.



Chapter 7




Student writes in lesson book. Photo by Curt Carnemark,
courtesy of the World Bank Photo Library.



Conclusions and
Recommendations

hen it was introduced in early 2001, the PRSC signaled a new

modality for adjustment lending to low-income IDA countries. It was

intended to help implement countries’ comprehensive, partnership-
oriented, and poverty-focused development strategies as embodied in their
Poverty Reduction Strategies. Interim Guidelines for PRSCs reflected a new ap-
proach toward conditionality that was less onerous and more flexible than pre-
vious adjustment lending. The programmatic nature of the PRSC resource flow
was intended to enable predictable medium-term commitments, disbursed in
alignment with countries’ budget cycles. PRSCs emphasized the use of domestic
institutional and budget processes and provided for reinforcement of budg-
etary and procurement systems. PRSCs were also intended to be a platform

for aid harmonization and to focus on achieving results.

Today, PRSCs are a part of Development Policy
Loans and Credits, and there are no guidelines
for PRSCs as a distinct lending instrument. The
PRSC Interim Guidelines were never formalized.
New Bank guidelines for adjustment lending, in-
troduced in 2005, subsumed the PRSC Interim
Guidelines and bore many of its characteristics.
Nevertheless, the PRSC label remains as a brand
name reserved for broad-based programmatic
Bank support to well-performing IDA countries,
specifically those with a sustained reform com-
mitment, to support their strategies to achieve
poverty-reducing growth.

Development Policy Loans bearing the PRSC label
remain the Bank’s most important policy lending
vehicle in many IDA countries, especially in Africa,
where new PRSC operations continue to be added
each year. In view of its continued prominence,
a central objective of this evaluation has been to
examine the PRSC’s present relevance and effec-

tiveness as an instrument of Bank group lending
for poverty reduction.

Findings on Design and Process

Country Selection

While PRSCs were intended to support the
implementation of PRSPs and provide pro-
grammatic, broad-based support for the
achievement of poverty-reducing growth to
countries with strong reform commitment,
they came to be directed toward countries
that already had stronger policy and insti-
tutional quality. Early PRSCs sometimes failed
to identify political reform commitment, leading
to the early termination of a number of PRSCs,
for example, in Nepal, Nicaragua, and Sri Lanka.
Later, PRSCs were more careful about country
commitment. PRSC country selection could ben-
efit from greater attention to outcomes of past
adjustment lending.
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Country Ownership and Alignment with
National Strategies

PRSCs enjoyed a higher level of country
ownership compared with preceding struc-
tural adjustment lending, particularly at the
level of core ministries. PRSCs helped to improve
dialogue between core and line ministries, but en-
gagement with parliament and civil society has
been much less.!

PRSCs reflect good, though not perfect,
alignment with national development strate-
gies, improving over the PRSC series. Stronger
alignment is possible where the PRSP/national
development strategy has a prioritized and costed
framework and a strong annual review process.
PRSCs occasionally include measures outside the
national development plan, reflecting evolving
issues, sometimes solicited by clients.

Sector Focus, Conditionality, and Predictability
The sectoral focus of the PRSC showed a
marked shift away from macroeconomic
adjustment, trade, and private sector de-
velopment, toward public sector manage-
ment and social service delivery. Over time,
the PRSC continued to emphasize the new areas.
Yet, differences relative to parallel non-PRSC ad-
justment lending have diminished as all Bank
adjustment lending has reoriented toward the
areas of PRSC emphasis.

Conditionality

PRSCs from the outset had significantly
fewer legally binding conditions than other
adjustment loans. Initially, nonbinding pro-
gram benchmarks rose rapidly in PRSC programs,
often reflecting attempts to adopt a common
donor matrix. These declined over time. Fol-
lowing new guidelines for development policy
lending in fiscal 2005, conditionality of all policy-
based lending declined. By fiscal 2008, there was
little difference in the number or distribution
of PRSC conditions relative to other policy-based
lending.

PRSCs were markedly more flexible in the
interpretation of conditions compared with
past adjustment lending and a high proportion

of triggers, or indicative conditions for subse-
quent operations, were modified. Over time, flex-
ibility was more selectively used.

Clients’ beliefs that there are still too many
conditions are partly due to blurred per-
ceptions of the difference between legally
binding conditions—in the form of prior
actions already achieved, triggers or in-
dicative prior actions—and program bench-
marks, which are not legally binding. Donor
coordination through a common Performance
Assessment Framework is a contributing factor, es-
pecially in the early stages. Some clients also be-
lieve that the Bank does not adequately appreciate
implementation constraints.

Predictability and Reliability in Financing
Overall, program support through PRSCs
was somewhat more stable than under pre-
vious adjustment lending. The regularity of
PRSC disbursement also improved, though there
is scope for further improvement in alignment
with the budget cycle. The Bank was able to bal-
ance inherent tensions between program regu-
larity and predictability, and adherence to program
content, with recourse to delays and downward
adjustments in cases of program slippage. The
Bank was prepared to exit PRSC series that faced
severe difficulties, though following termination,
the Bank often remained engaged through other
instruments, sometimes with disbursements al-
most as large as under the PRSCs.

Results Frameworks, Monitoring and
Evaluation

PRSC results frameworks, and particularly
the monitoring and evaluation systems on
which they depend, were initially weak in
many operations, with varying improve-
ment over time. Although outcome indica-
tors and targets are increasingly specified, not all
are quantifiable or consistent. Shortcomings re-
main in intermediate milestones, baseline data,
and links between actions and outcomes. There
is a paucity of indicators for pro-poor outcomes,
in part because this cannot be extracted from un-
derlying budget classifications. Yet there is clear
evidence of improvement over time.



Difficulties in tracking results in some coun-
tries are also due to upstream shortcomings
in associated results frameworks for the
parallel PRSPs and limited alignment be-
tween PRSCs and CAS monitoring. Lack of sta-
tistical capacity or experience in data collection
are also factors, as well as low incentives in those
countries where governments do not use such in-
dicators to guide policy.

Multidonor groups sometimes lead to large
numbers of indicators in results frameworks
with annual renegotiations of targets and mile-
stones. Sometimes difficulties in agreement on in-
dicators are based on differences in approaches.
Yet, in some cases, common donor positions have
emerged.

Findings on PRSC Outcomes

Creating an Enabling Environment for Growth
and Poverty Reduction

Although PRSC countries performed well on
growth and other elements of macroeco-
nomic performance over the PRSC period,
comparator countries also performed well.
PRSC countries had better initial condi-
tions. Differences in creating a growth-enabling
environment, as reflected in CPIA scores on in-
stitutional quality; are small. While accelerating eco-
nomic growth was a prominent part of the PRSC
agenda in most countries, most PRSCs did not
have a comprehensive set of actions constituting
a growth strategy. It is difficult to trace a direct link
from PRSC growth-related measures to country
growth outcomes.

PRSC countries have a better record in many
dimensions of poverty reduction than other
IDA countries, including better IDA per-
formers, despite broadly similar initial con-
ditions. This includes better performance on
income poverty as well as on the achievement of
the Millennium Development Goals. A portfolio
review of PRSC operations shows that most PRSCs
had program objectives for pro-poor service de-
livery, though often in parallel with sector projects.
Social sector development objectives were usu-
ally ancillary to core objectives.

CONCLUSIONS AND RECOMMENDATIONS

PRSC program components in health and
education included a substantial focus on
budgetary aspects of social service delivery,
raising resources and allocating them more effi-
ciently. But only about two-fifths of PRSC objectives
in education and over half of PRSCs in health had
an explicit pro-poor focus. Proportions for water
supply and sanitation were less than a fifth. Some
program objectives were not matched by specific
measures to achieve program results. And coun-
tries lag in their ability to link budgetary inputs with
results and outputs. In most countries, the PRSC
was not able to make the budget the vehicle
for sector policy dialogue and intervention, and
large proportions of resources allegedly remain
off-budget.

Tracking pro-poor outcomes is especially
difficult due to limitations in the monitor-
ing framework. Where measurable, targets have
been fully met only a third to half of the time
in health, education, and water supply and sani-
tation. A large proportion of service delivery
components had modest achievements. And a
comparison with non-PRSC projects suggests that
health outcomes in PRSCs may be less successful
than in other Bank projects. Better poverty out-
comes achieved by PRSC countries may result
also from other Bank and donor support as well
as government efforts. Achieving outcomes in
many areas of social service delivery is complex,
long—term, and in some cases depends on ac-
tions outside the sector. These exacerbate issues
of attribution.

Outcomes: Public Financial Management and
Procurement

PRSC countries performed moderately well
in developing an appropriately sequenced
and usually donor-supported PFMP strat-
egy and addressing capacity needs. Overall,
PRSC countries have performed better on public
financial management reform than comparator
groups of non-PRSC IDA countries. Implementa-
tion has sometimes been slower than expected.
One area of weakness is the design and imple-
mentation of a public financial management re-
sults framework, which only half of the countries
had mostly completed.
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Most PRSC PFMP programs were able to ad-
dress some technical weaknesses in budget
formulation, execution, reporting, and pro-
curement. Performance on budget formulation
has been good in the use of administrative and
economic classifiers and in reducing aggregate
variance of total budget expenditure. Some coun-
tries achieved good progress in integrating
medium-term expenditure forecasting with the
budget cycle. Areas of remaining weakness are re-
ductions in the proportions of extra-budgetary
funds brought on budget and inclusion of all
donor funds on budget. More than half the series
have been able to achieve some progress on
budget reporting, although reporting systems re-
main weak.?

Progress has been achieved in the reduction
of expenditure arrears, but is slow in the
more complex reform area of improving
the effectiveness of internal controls.

Findings on PRSC Contributions to

Donor Harmonization

PRSCs effectively contributed to donor har-
monization in countries where there was
limited general budget support as well as
those where budget support assumed a
large role. Where the Bank was a senior partner
(as in Vietnam) it provided leadership, aided by
its technical depth and physical presence. In
large budget support groups, where the Bank is
one of several donors, the Bank has less influence
in shaping the overall agenda and may not be able
to respond flexibly to emerging policy issues.
The Bank has sometimes reverted to arrange-
ments outside of joint budget support, under-
scoring trade-offs between budget support and
policy goals. The PRSC did usually serve as a cat-
alyst for attracting donor funding to general
budget support.

Within budget support groups, progress has
been the greatest in reaching agreement on
a common policy matrix or joint PAF. Less
has been achieved on harmonizing annual re-
views of the PRS/national development strategy
and integrating it with the joint policy matrix.
More also remains to be achieved on harmo-

nization of results indicators, reporting arrange-
ments, and especially capacity building.

Harmonization helped recipients to reduce
transaction costs, but there are high trans-
action costs for Bank PRSC staff. Where the
Bank has been a senior partner, other donors
have complained about less voice in the process
of reaching decisions. These reflect a trade-off
with Bank efforts to keep the program on track.
Efforts have been made to address this issue.

The Bank’s effectiveness is also curbed by
limited synchronization of its internal pro-
cessing calendar with the donor cycle. Where
Bank commitment to financing is required sub-
stantially in advance, internal reviews come too
late to influence the joint working group.

Findings on PRSC as an Instrument of
Sectoral Support

The PRSC is an imperfect single vehicle for
sector support with loss in depth of sec-
toral engagement. PRSC engagement focuses
on core ministries, and while dialogue with line
ministries has been strengthened, the depth of en-
gagement of Bank staff is diluted, with some loss
in their sense of ownership. Bank sector staff ac-
knowledge the PRSCs’ value in addressing cross-
cutting constraints but express reservations about
its role in details of sectoral programs, capacity is-
sues, or even ensuring timely resource transfer.
Although envisioned by some staff and manage-
ment at the time of its introduction, few support
it today as a sole vehicle for sectoral engagement.
The PRSC was rarely able to subsume sector lend-
ing. When attempted, the Bank usually reverted
to parallel sector financing.

Joint budget support arrangements have re-
vealed further tensions in sector support. The
establishment of parallel sector working groups
has become commonplace, with limited effec-
tiveness. Many reflect varied financing arrange-
ments counter to the philosophies of joint budget
support. Some donors, driven by their con-
stituents’ agendas, feel the need to maintain sec-
tor support programs that are directly disbursed
to line agencies or even off-budget. And coun-



terparts in recipient countries sometimes resist the
sectoral harmonization of donor positions.

The Bank’s incentive framework also limits
recognition for sectoral team participation,
compared with free-standing sectoral proj-
ects. Resource availability may be more constrained
and is less predictable. Sector managers, too, are
alleged to have some preference for a focus on de-
liverables within their own units’ work programs.
Finally, outcomes of sectoral components of
PRSCs, especially in the social service areas, to the
extent that comparisons are possible, are some-
what weaker than in direct sectoral lending.

Recommendations

1. Phase out the PRSC as a separate brand
name for development policy lending or clarify
when its use is appropriate

Convergence in the design and content of PRSCs
and other development policy lending, in terms
of conditionality and sector focus, suggests that
there is limited rationale for the separate existence
of the PRSC today. However, there are also implicit
criteria backing the PRSC label. If the PRSC brand
name is still important, clear guidelines (which are
currently lacking) and criteria for eligibility should
be spelled out and applied.

2. Simplify the language of conditionality for
PRSCs/DPLs by eliminating the term “triggers”
and by transferring program benchmarks to the
monitoring framework

In line with its use of the term “prior actions,” the
Bank could further simplify its lending frame-
work by dispensing with the term “triggers” and
substituting the term “indicative prior actions for
future lending.” Lending would then be based
simply on prior actions already achieved and in-
dicative prior actions for future lending. This
would exhibit greater flexibility and improve
understanding.

To clearly delineate legally binding conditions
from program benchmarks, which are still re-
ferred to as binding and nonbinding conditions
by clients and others in the aid community, pro-
gram benchmarks should be removed from the
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policy matrix/Performance Assessment Frame-
work and, instead, combined with program mon-
itoring framework.

3. Enable more effective participation of the
Bank in a multidonor budget support lending
framework by better synchronizing Bank
internal process with donor processes

At present, Bank commitments in a multidonor
framework must sometimes be made before the
Bank’s internal review of the PRSC. This can limit
the Bank’s substantive contributions and com-
ments on program content. Synchronizing the
Bank’s internal processing schedule with country
and donor group processes would ensure Bank
input in PRSC/DPL formulation.

4. Underpin operations with comprehensive
diagnostics

PRSCs (and DPLs) should reflect country-specific
growth diagnostics, which are undertaken based
on analytic underpinnings that identify an over-
all growth strategy reflecting the linkages among
growth, poverty reduction, and broader social
development.

5. Strengthen PRSC/ DPL results frameworks,
link them with the underlying PRS/national
development strategy, and increase their
poverty focus

Results frameworks of PRSCs should be consis-
tently linked to those in the PRS or national de-
velopment strategy and its annual reviews, and
should be simplified to a small set of core out-
comes. Adequate baseline and intermediate in-
dicators and pro-poor results indicators should be
required and built on country monitoring sys-
tems to the extent feasible.

6. Focus sector content in policy loans to
high-level or cross-cutting issues

PRSC/DPL sector content should focus on areas
where it has been consistently effective—cross-
sectoral or central ministry issues critical to facil-
itating key sectoral reforms and strengthening
sector budget processes. Complementary parallel
sector lending, linked to PRSCs/DPLs, remains im-
portant to address detailed technical issues and fa-
cilitate program ownership by line ministries.
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Girl drinking water from a community water pipe. Phato by Dominic Sansoni,
courtesy of the World Bank Photo Library.



Appendixes







APPENDIX A: APPENDIX TABLES

Table A1.1. PRSCs: Shares in Bank Lending, by Volume of Disbursement

Fiscal years Memo items
Total Total
FYO1l FY02 FY03 FYO4 FY05 FYo6 FYO7 FYo8 FYo1-08 FY09 FY01-09
PRSC amounts dishursed ($m) 00 2947 6438 7093 14508 12363 12852 9733 65933 8522 74455
PRSC approvals by region ($m)
AFR 194 335 459 951 893 737 743 43128 636  4,9488
EAP 101 160 107 104 104 110 190 876.1 147 1,023.1
ECA 21 19 32 59 59 40 2298 70 2998
LAC 49 61 30 25 166.1 166.1
MNA
SAR 128 75 303 150 BEE 1,008.6 1,008.6
PRSCs and policy-based lending®
All IDA policy-based loans
(PBLs)(US$m) 1,276 1919 3018 1554 2515 2425 2227 2713 17,6456 1,872 19517.6
All policy-based loans
(IBRD+IDA) (US$m) 5673 6845 8502 6,033 6272 7824 6496 6298 53,9415 11,004 64,9455
PRSCs/All IDA policy-based 0% 15% 21% 46% 58% 51%  58% 36% 37%  46% 38%
loans (%)
PRSCs/All PBLs (IBRD+IDA) (%) 0% 4% 8% 12% 23% 16%  20% 15% 12% 8% 11%
PRSCs and all lending®
All loans to IDA countries
(US$m) 5056 5965 6996 6548 8582 8493 8091 8583 583147 8482 125111
All'loans to IDA/IBRD
countries (US$m) 17,276 17,857 19,275 17,170 18,672 20,743 19,635 19,650 150,277.5 27,784 328,339
PRSCs/[All IDA loans) (%) 0% 5% 9% 11% 17% 15%  16% 11% 1%  10% 6%
PRSCs/All Bank loans
(IDA+IBRD) (%) 0% 2% 3% 4% 8% 6% 7% 5% 4% 3% 2%
IDA policy-based loans/
All IDA loans (%) 25% 32% 43% 2% 29% 29%  28% 32% 0% 22% 16%

Source: World Bank database.
Note: The evaluation covers the period FYO1-FY08. Data for FY09 are added as a memo item.
a. Two-tranche PRSCs counted as a single operation. IDA countries includes blend countries.
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Table A1.2. PRSCs: Shares in Bank Lending, by Number

PRSCs approved 2 2 7 10 17 15 19 15 87 12 99
Regional distribution of

PRSC approvals

AFR 1 1 4 9 1 1 1 10 54 62% 10 64 65%
EAP 1 1 1 11 13% 2 13 13%
ECA 1 1 14 16% 14 14%
LAC 1 2 1 4 5% 4 4%
MNA 0%

SAR 1 1 1 1 4 5% 4 4%
Supplemental PRSC credits 1 1

PRSCs and policy-based lending®
IDA policy-based loans

(PBLs) (Nos)? 15 23 24 23 31 30 3B 29 210 33 243
PBLs to all countries

(IBRD+IDA) 30 44 45 41 53 51 57 45 366 67 433
PRSCs/All IDA policy-

based loans (%) 13% 9% 29% 43% 55% 50% 54% 52% 41% 36% 4%
PRSCs/All palicy-based

loans (IBRD+IDA) (%) 7% 5% 16% 24% 32% 29% 33% 33% 24% 18% 23%
Memo item: Number of all

supplemental PBLs 16 7 5 2 3 2 0 2 37 37
PRSCs and All Lending®
PBLs+0ther Loans All IDA

Countries (Nos) 127 133 141 158 162 173 187 199 1,280 176 1,456
All PBLs+Other Loans

(IDA+IBRD) 218 229 240 245 277 286 298 298 2,091 301 2392
PRSCs/[All IDA Loans) (%) 2% 2% 5% 6% 10% 9% 10% 8% 7% 7%
PRSCs/All Bank Loans

(IDA+IBRD) (%) 1% 1% 3% 4% 6% 5% 6% 5% 4% 4%

Source: World Bank database.

Note: The evaluation covers the period FYO1-FY08. Data for FY09 are added as a memo item.
a. Two-tranche PRSCs counted as a single operation. IDA countries includes blend countries.
b. Not including supplemental operations.

96



APPENDIX TABLES

Table A1.3. PRSCs, by Country and Date (FY01-08)

Volumes Volume of PRSC
of PRSC total IDA dishursements
IDA disbursements  as share of
Approval Country Dates of disbursements  in country total IDA dish.

PRSC Name FY Series FY dishursement (US$ mil.) (US$ mil.) in PRSC FY
1 Albania PRSC 1 2002 1 Jan—Dec 08/31/2002 21.2 75.6 28.0%
2 Albania PRSC 2 2004 1 Jan—Dec 12/31/2003 19.0 63.5 29.9%
3 Albania PRSC 3 2005 1 Jan-Dec 12/31/2004 10.6 66.4 16.0%
4 Armenia PRSC 1 2005 1 Jan—Dec 12/31/2004 21.2 75.1 28.2%
5 Armenia PRSC 2 2006 1 Jan—Dec 04/30/2006 20.3 55.0 36.9%
6 Armenia PRSC 3 2007 1 Jan-Dec 04/30/2007 28.6 85.1 33.6%
7 Armenia PRSC 4 2008 1 Jan—Dec 03/31/2008 19.7 82.0 24.0%
8 Azerbaijan PRSC 1 2005 1 Jan—Dec 03/31/2006 18.8 57.1 32.9%
9 Benin PRSC 1 2004 1 Jan-Dec 08/31/2004 19.7 438 45.0%
10 Benin PRSC 2 2005 1 Jan—Dec 12/31/2005 28.3 51.3 55.2%
" Benin PRSC 3 2007 1 Jan—Dec 01/31/2007 30.2 59.9 50.4%
12 Benin PRSC 4 2007 2 Jan-Dec 04/30/2008 43.1 88.1 49.0%
(1% Benin PRSC 5 2009 2 Jan—Dec
13 Burkina Faso PRSC 1 2002 1 Jan—Dec 10/31/2001 46.4 76.1 60.9%
14 Burkina Faso PRSC 2 2003 1 Jan—Dec 11/30/2002 37.3 74.5 50.0%
15 Burkina Faso PRSC 3 2004 1 Jan—Dec 10/31/2003 50.6 127.5 39.7%
16 Burkina Faso PRSC 4 2004 2 Jan—Dec 07/31/2004 60.2 119.2 50.5%
17 Burkina Faso PRSC 5 2005 2 Jan—Dec 09/30/2005 58.2 143.7 40.5%
18 Burkina Faso PRSC 6 2006 2 Jan—Dec 09/30/2006 62.1 150.8 41.2%
19 Burkina Faso PRSC 7 2008 3 Jan—Dec 09/30/2007 91.6 173.0 52.9%
(2) Burkina Faso PRSC 8 2009 3 Jan-Dec
20 Cape Verde PRSC 1 2005 1 Jan—Dec 05/31/2005 145 29.8 48.6%
21 Cape Verde PRSC 2 2006 1 Jan—Dec 07/31/2006 10.3 245 42.1%
22 Cape Verde PRSC 3 2007 1 Jan-Dec 07/31/2007 10.4 19.5 53.2%
(3) Cape Verde PRSC 4 2009  Transitory Jan—Dec 10/30/2008 (9.5) (14.4) (66.0%)
23 Ethiopia PRSC 1 2004 1 8July—7 July  03/31/2004 123.3 4220 29.2%
24 Ethiopia PRSC 2 2005 1 8July—7July  12/31/2004 137.0 3733 36.7%
25 Georgia PRSQ 1 2006 1 Jan—Dec 11/30/2005 19.7 75.4 26.1%
26 Georgia PRSO 2 2007 1 Jan—Dec 12/31/2006 204 70.5 28.9%
27 Georgia PRSO 3 2007 1 Jan-Dec 07/31/2007 20.2 96.0 21.1%
28 Georgia PRSO 4 2008 1 Jan—Dec 08/31/2008 21.8 40.8 53.5%

Georgia PRSO 4-Suppl. Fin. 1 12/2/08 37.9 40.8 93.0%
29 Ghana PRSC 1 2003 1 Jan—Dec 06/30/2003 128.2 2289 56.0%
30 Ghana PRSC 2 2005 1 Jan—Dec 07/31/2004 127.5 3215 39.7%
31 Ghana PRSC 3 2006 1 Jan—Dec 08/31/2005 123.4 4356 28.3%
32 Ghana PRSC 4 2006 2 Jan-Dec 06/30/2006 143.1 4356 32.9%
33 Ghana PRSC 5 2007 2 Jan—Dec 06/30/2007 110.1 2259 48.7%
34 Ghana PRSC 6 2008 2 Jan—Dec 06/30/2008 98.1 2224 44.1%

(continued on next page)
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Table A1.3. PRSCs, by Country and Date (FY01-08) (continued)

Volumes Volume of PRSC
of PRSC total IDA dishursements
IDA disbursements  as share of
Approval Country Dates of disbursements  in country total IDA dish.
PRSC Name FY Series FY dishursement (US$ mil.) (US$ mil.) in PRSC FY
(4) Ghana PRSC 7 2009 2 Jan—Dec
35 Guyana PRSC 1 2003 1 Jan-Dec 12/31/2003 13.4 20.9 63.8%
36 Honduras PRSC 1 2004 1 Jan—Dec 11/30/2004 61.2 209.2 29.3%
37 Lao PDR PRSC 1 2005 1 Oct—Sept 09/30/2005 9.7 36.3 26.7%
38 Lao PDR PRS0 2 2006 1 Oct—Sept 09/30/2006 8.3 53.4 15.5%
39 Lao PDR PRSQ 3 2007 1 Oct—Sept 1/30/08 10.6 50.7 20.9%
40 Lao PDR PRS0 4 2008 2 Jan—Dec 08/31/2008 9.6 18.1 53.4%
(5) Lao PDR PRSO 5 2009 2 Jan—Dec
4 Lesotho PRSC 1 2008 1 1 April-31 March ~ 8/22/08 8.1 12.6 11.2%
42 Madagascar PRSC 1 2005 1 Jan—Dec 08/31/2004 125.1 324.3 38.6%
43 Madagascar PRSC 2 2006 1 Jan—Dec 08/31/2005 79.2 212.9 37.2%
44 Madagascar PRSC 3 2007 1 Jan—Dec 08/31/2006 40.1 183.3 21.9%
45 Madagascar PRSC 4 2008 2 Jan—Dec 09/30/2007 40.9 224.0 18.2%
46 Madagascar PRSC 5 2008 2 Jan-Dec 08/31/2008 48.5 103.9 46.7%
(6) Madagascar PRSC 6 2009 2 Jan—-Dec
47 Malawi PRSC 1 2008 1 July—June 12/31/2007 20.8 79.5 26.1%
(7) Malawi PRSC 2 2009 1 July—June
48 Mali PRSC 1 2007 1 Jan—Dec 08/31/2007 459 178.6 25.7%
49 Mali PRSC 2 2008 1 Jan—Dec 06/30/2008 42.6 178.6 23.8%
(8) Mali PRSC 3 2009 1 Jan-Dec
50 Moldova PRSC 1 2007 1 Jan-Dec 04/30/2007 10.3 42.8 24.0%
51 Moldova PRSC 2 2008 1 Jan—Dec 08/31/2008 938 18.9 52.1%
(9) Moldova PRSC 3 2009 1 Jan—Dec
52 Mozambique PRSC 1 2005 1 Jan—Dec 09/30/2004 60.0 223.0 26.9%
53 Mozambique PRSC 2—
1st Tranche 2006 1 Jan—Dec 10/31/2005 60.0 307.5 19.5%
Mozambique PRSC 2—
2nd Tranche 03/31/2006 60.0 307.5 19.5%
54 Mozambique PRSC 3 2007 2 Jan—Dec 02/28/2007 69.7 263.7 26.5%
55 Mozambique PRSC 4 2008 2 Jan—Dec 03/31/2008 61.8 206.0 30.0%
(100 Mozambique PRSC 5 2009 2 Jan—Dec
56 Nepal PRSC 1 2004 1 16 July-15July 12/31/2003 74.9 100.9 74.3%
57 Nicaragua PRSC 1—
1st Tranche 2004 1 Jan—Dec 03/31/2004 36.0 141.6 25.4%
Nicaragua PRSC 1—
2nd Tranche 03/31/2006 30.3 775 39.1%
58 Nicaragua PRSC 2 2007 1 Jan-Dec 01/31/2007 252 54.7 46.0%
59 Pakistan PRSC 1 2005 1 Jan—Dec 09/30/2004 303.4 984.4 30.8%
Pakistan PRSC 1-Suppl. Fin. 10/31/2005 149.9 1,211.8 12.4%

(continued on next page)
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Table A1.3. PRSCs, by Country and Date (FY01-08) (continued)

Volumes Volume of PRSC
of PRSC total IDA dishursements
IDA dishursements  as share of
Approval Country Dates of disbursements  in country total IDA dish.

PRSC Name FY Series FY disbursement (USS$ mil.) (USS$ mil.) in PRSC FY
60 Pakistan PRSC 2 2007 1 Jan—Dec 05/31/2007 352.9 1,189.3 29.7%
61 Rwanda PRSC 1 2005 1 Jan—Dec 12/31/2004 69.2 138.1 50.1%
62 Rwanda PRSC 2 2006 1 Jan—Dec 12/31/2005 53.8 101.3 53.1%
63 Rwanda PRSG 3 2007 1 Jan—Dec 05/31/2007 51l 5 1071 48.1%
64 Rwanda PRSG 4 2008 2 Jan—Dec 03/31/2008 72.4 139.9 51.8%
(11)  Rwanda PRSG 5 2009 2 Jan—Dec
65 Senegal PRSC 1 2005 1 Jan—Dec 01/31/2005 31.3 217.7 14.4%
66 Senegal PRSC 2 2006 1 Jan—Dec 09/30/2006 30.8 151.8 20.3%
67 Senegal PRSC 3 2007 1 Jan—Dec 08/31/2007 20.7 96.6 21.4%
68 Sri Lanka PRSC 1 2003 1 Jan—Dec 06/30/2003 1275 202.3 63.1%
69 Tanzania PRSC 1 2003 1 Jul-Jun 08/31/2003 132.6 336.9 39.3%
70 Tanzania PRSC 2 2005 1 Jul-Jun 09/30/2004 150.5 459.8 32.7%
71 Tanzania PRSC 3 2006 1 Jul-Jun 11/30/2005 149.6 339.3 44.1%
72 Tanzania PRSC 4 2006 2 Jul-Jun 07/31/2006 206.4 415.6 49.7%
73 Tanzania PRSC 5 2007 2 Jul-Jun 09/30/2007 195.2 505.3 38.6%
(12)  Tanzania PRSC 6 2009 2 Jul-Jun 11/30/08 (150.3) (267.7) (56.2%)
(13)  Tanzania PRSC 7 2009 2 Jul-Jun
74 Uganda PRSC 1 2001 1 Jul-Jun 12/31/2001 147.7 167.1 88.4%
75 Uganda PRSC 2 2003 1 Jul-Jun 05/31/2003 168.7 256.2 65.8%
76 Uganda PRSC 3 2004 1 Jul-Jun 05/31/2004 152.9 353.6 43.2%
77 Uganda PRSC 4 2005 1 Jul-Jun 04/30/2005 155.3 291.0 53.4%
78 Uganda PRSC 5 2006 2 Jul-Jun 06/30/2006 137.0 Bll51 43.4%
79 Uganda PRSC 6 2007 2 Jul-Jun 06/30/2007 126.1 296.4 42.6%
80 Uganda PRSC 7 2008 2 Jul=Jun
(14)  Uganda PRSC 8 2010 3 Jul=Jun
81 Vietnam PRSC 1—

1st Tranche 2001 1 Jan—Dec 10/31/2001 100.6 3.5 30.4%
Vietnam PRSC 1—
2nd Tranche 01/31/2003 160.2 4579 35.0%

82 Vietnam PRSC 2 2003 1 Jan—Dec 12/31/2003 106.7 426.8 25.0%
83 Vietnam PRSC 3 2004 1 Jan—Dec 10/31/2004 103.6 407.9 25.4%
84 Vietnam PRSC 4 2005 1 Jan—Dec 12/31/2005 948 418.9 22.6%
85 Vietnam PRSC 5 2006 1 Jan—Dec 01/31/2007 102.2 489.9 20.9%
86 Vietnam PRSC 6 2007 2 Jan—Dec 12/31/07 179.4 649.2 27.6%
87 Vietnam PRSC 7 2008 2 Jan-Dec 10/24/08 141.4 330.0 42.8%
(15)  Vietnam PRSC 8 2009 2 Jan—Dec
(16)  Zambia PRSC 1 2009 1 Jan-Dec

Total Dishursements

(FY01-08) 6,592 19,585 33.7%

Source: World Bank database.
Note: Shaded lines are operations in the pipeline for FY09 or FY10 and dates and figures should be considered indicative.
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APPENDIX B: ADDITIONAL DATA AND ANNEXES AVAILABLE

Appendix tables A1.4-A6.10, in their entirety, are available on this report’s website at
www.worldbank.org/ieg/prsc.

Al.4

A2.1
A2.2
A23
A2.4
A2.5
A2.6
A2.7
A2.8
A2.9
A2.10
A2.11
A2.12
A2.13
A2.14
A2.15
A2.16

A3.1
A3.2
A3.3

A4.1
A4.2
A4.3
A4.4

A5.1
A5.2
A53

AG.1
AG.2
A6.3

PRSCs in Proportion to Country Income, Budget and Aid Flows (CY1999-2008)

CPIA Scores: PRSC Countries and other IDA Countries (FYO1-07)

PRSC Legal Conditions and Corresponding Sector Projects—No. of Countries

PRSC Program Benchmarks and Corresponding Sector Projects

PRSC Operations: Intended and Actual Replacement of Sectoral Lending (FY01-08)
PRSC Countries: Non-PRSC Sectoral Lending—Examples from Health and Education
PRSC Legal Conditions, Benchmarks and Corresponding Sector Projects

Conditions and Benchmarks in Adjustment Operations (1980-2008)

Country Series—Trends Over Time in Triggers and Prior Actions (FY01-08)

PRSC Prior Actions / Triggers—Trends over Time by Country

Modifications to Triggers by Nature and by Country (2001-08)

PRSC Countries’ Policy-Based Lending Gross Disbursements (FY1995-2008)

Years with Adjustment Lending—Pre and Post PRSC (FY1996-2008)

PRSCs Compared with Past Adjustment Lending—Variability of the Volume of Lending
PRSCs Compared with Past Adjustment Lending—Variability of the Share

Budget Support Commitments and Disbursements: 11 PRSC Countries
PRSCs—Regularity of Disbursements by Quarter

PRSC Results Frameworks: End-of-Series Outcomes and their Indicators
PRSC Results Frameworks: Baseline and Intermediate Indicators
PRSC Operationalizing National Strategies through Budgets—Select PRSC Countries

The PRSC and Donor Harmonization: Frameworks for Joint Support

PRSC Aid Harmonization: Coordinated Missions (2005-07)

PRSC Aid Harmonization: Coordinated Analytic Work (2005-07)

PRSC and Other Countries: Program-Based Aid, Budget Support (2005-07)

PRSC Public Financial Management and Procurement Desk Review
PRSC PFMP Performance Indicators for Results—Budget Formulation
Results-Execution, Reporting, and Procurement

Growth Rates Disaggregated—PRSC and other IDA Countries (% per year)
Growth Rates of Per Capita Income in 22 PRSC countries (% per year)
PRSC and Non-PRSC Countries’ Growth Rates: Sample Selection Effects
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AG.4
AG.5
AG.6
AG.7
AG.8
AG.9
A6.10

PRSC and Non-PRSC Countries: Savings and Investment Ratios (% of GDP)

PRSC and Non-PRSC Countries: Disaggregated CPIA Scores, 1999 and 2007
POVCAL Poverty Data for IDA and PRSC Countries

Millennium Development Goals/ Social Indicators (% of population)

Objectives of PRSC Operations in Health, Education and Water Supply/ Sanitation
PRSC Conditions in Health, Education, and Water Supply / Sanitation
Poverty-Reducing Expenditures of PRSC and HIPCs Countries, 2001-07 (US $m)

The following annexes are also available at www.worldbank.org/ieg/prsc.

Annexes
1. Bank Guidance to Staff: Adjustment Lending, PRSCs, and DPLs
2. Parallel Shifts in External and Internal Aid Paradigms
3. Methodology and Data Sources
4. Analysis of Determinants of PRSC Selection, 2001-04, 2005-08
5. Survey of PRSC Task Team Leaders
6. Survey of PRSC Sector Team Members
7. Survey of PRSC Country Clients
8. The Pro-Poor Growth Debate and PRSC Design
9. PRSCs and Health Service Delivery: Examples
10. PRSCs and Education Service Delivery: Examples



ENDNOTES

Chapter 1

1. Guidance to Bank Staff on Adjustment Lending,
detailed in Operational Directive (OD) 8.60, December
1992. The Interim Guidelines for Poverty Reduction
Support Credits were issued as official guidance to staff
in March 2001. This evaluation includes Poverty Re-
duction Support Grants, which use IDA grants instead
of credits.

2. Ex-post conditionality means that the loan is ap-
proved by the World Bank/IDA Board of Directors after
the agreed upon policy measures have been imple-
mented. Ex-ante conditionalities are conditionalities that
the government agrees to undertake at a future time,
prior to approval of an operation or its subsequent
tranches.

3. Operational Policy OP 8.60—Development Policy
Lending, August 2004, World Bank.

4. Management points out that OP/BP 8.60 elimi-
nated the need for any separate guidelines on PRSCs
and disagrees with the statement that PRSCs remain a
subset of programmatic development policy opera-
tions reserved for well-performing IDA countries. There
is no subset of operations defined by their title. As per
operational policy and since 2004, there is no difference,
either in processing, design, or implementation be-
tween an operation that carries the title “Poverty Re-
duction Support Credit” (or Grant) and any other
Development Policy Operation with a different title.

5. “PRSC countries,” in this evaluation, refer to coun-
tries that have received a PRSC—although some may also
have received other forms of policy-based lending.

6. This evaluation uses the term “policy-based lend-
ing” to refer to all forms of adjustment lending under
OD 8.60 of 1992, and development policy lending
under OP 8.60 of August 2004.

7. Appendix tables and annexes, in their entirety, are
available on the IEG website and are also available
upon request.

8. Despite debate in the case of Lao PDR, given
poor institutional conditions.

9. Based on evidence from CASs in Africa, the PRSC
was actively considered in the CAS programs for the
Gambia, Guinea, Kenya, Mauritania, and Niger; and as

a possibility in Cameroon, Chad, Nigeria, and Zambia.
In Europe and Central Asia, Kyrgyzstan and Tajikistan
also considered the PRSC as a possibility. Bangladesh,
Bolivia, Cambodia, and Mongolia also considered the
PRSC. However, it was usually associated with a case
where there was strong government commitment to,
and capacity for, reform. Reasons for not adopting the
PRSC were low country commitment and less than ad-
equate reform effort vis-a-vis key triggers, or fiduciary
readiness. Some of these countries (such as Bangladesh,
Bolivia, Niger, and Tajikistan) instead had adjustment
lending operations that covered essentially the same
terrain as the PRSC.

10. IEG identified distinguishing features implic-
itly used to distinguish PRSCs from other IDA DPLs:
policy-based lending as part of a programmatic series,
providing broad-based support to country-owned na-
tional development strategies, policy reform packages
oriented toward poverty-reducing growth, a well-
performing macro environment and adequate finan-
cial management capacity, and finally, a demonstrated
record of sustained reform commitment. Other than
PRSCs, a detailed review of the all IDA policy-based lend-
ing over this period shows that type-2 errors are rare;
that is, IDA DPLs that are not called PRSCs, which meet
all these criteria.

Chapter 2

1. This evaluation uses the term “adjustment lend-
ing” to refer to all structural adjustment loans and cred-
its made under directive OD 8.60 of December 1992,
excluding PRSCs. “Development policy lending” refers
to operations guided by the new OP 8.60 of August
2004 on development policy lending, but excluding
PRSC:s for purposes of analysis of the PRSC instrument.
The term "policy-based lending” is used to refer to all
forms of loans that disburse directly to a government’s
budget, whether they belong to the structural adjustment
period before the revised operational guidelines or to
the development policy loan period after the introduc-
tion of OP 8.60. Policy-based loans include PRSCs.

2. See chapter 1, endnote 4.
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3. Details of the analysis are in annex 3 to this re-
port. Subject to measurement error in the CPIA (Gelb,
Ngo, Ye 2004) and subsequent impacts on misalloca-
tion (Eifert and Gelb 2005). These are underlying un-
resolved issues about the use of the CPIA for selection.

4. Overall Public Sector Average (questions 12-16
of the CPIA) and Quality of Budget and Financial Man-
agement (question 13). This finding reflects their large
weight in the CPIA (IEG 2009b).

5. Consistent with findings in the Bank’s retro-
spective on development policy lending (2006) that
better-performing countries were selected for policy-
based lending. Better performers that did not have a
PRSC often had similar loans (for example, Develop-
ment Support Credits in Bangladesh).

6. The Government Stability Index, within the PRS
Group’s ICRG Political Risk database, measures both
(i) the current regime’s ability to stay in office, and
(ii) its ability to carry out its declared program(s).

7. Replaced in mid-2009 by the Development Pol-
icy Actions database and now available on the World
Bank website. The updated database revises the ter-
minology used to refer to previous adjustment lending,
reflecting new policy toward development policy lend-
ing since 2004. It also ‘unbundles’ the numbers counted
for program benchmarks to increase transparency.

8. The 10 broad categories used are based on an
aggregation of ALCID sectors, based on topics of interest
to the PRSC evaluation, and is similar to the Operations
Policy and Country Services PRSC Stocktaking (World
Bank 2005¢). Other classifications have been used: the
OPCS review of conditionality (World Bank 2005j) uses
five broad categories; Conditionality Revisited (World
Bank 2005i) uses eight. Wood (2005) looks more broadly
at 17 sectoral categories to single out specific areas of
emphasis or neglect.

9. Studies by the Agriculture and Rural Development
sector board (World Bank 2004i, 2005b) point to the
limited relative emphasis of agricultural and rural de-
velopment reforms in PRSCs.

10. This confirms early impressions in a study by the
Norwegian Agency for Development Cooperation
(NORAD 2007), which also found less privatization
emphasis in conditionality. It also puts into perspective
findings in Wood (2005), which point to the overly pri-
vatization-focused nature of PRSCs. While privatiza-
tion policies have been incorporated in some PRSCs,

this represents a small share of conditions, especially
legally binding conditions.

11. Asshown in the PRSC Stocktaking (World Bank
20050).

12. Reviewers such as ActionAid (2006) argue that
20 percent of all PRSC conditions, in its review, were
focused on economic policy and therefore PRSCs main-
tained the status quo of policy emphasis from the ad-
justment lending period. But the actual content of
these reforms has shifted dramatically away from the
private and financial sector, or industry and trade, into
public sector governance and management.

13. This may reflect the successful Education for All
(EFA) programs in many IDA countries, which were
sometimes used as dedicated parallel reform programs
outside the PRSC. The EFA initiative is an international
commitment launched in 1990 to bring the benefits of
education to “every citizen in every society.” The Bank
engages in EFA lending and nonlending services via its
EFA Fast Track Initiative in 37 partners’ low-income
countries.

14. Consistent with the vision of World Bank (2004g)
“Adjustment Lending to Development Policy Lending:
an Update of World Bank Policy,” which lays out a
strategic vision for all policy-based lending that is sim-
ilar to PRSCs. The OPCS’s Review of Conditionality in
Development Policy Lending (World Bank 2007b) also
shows a growing share of public sector governance
and generally declining shares of trade, financial, and
private sector development.

15. World Bank (2005c).

16. These conclusions echo World Bank (2007b)
“Conditionality in Development Policy Lending.”

17. Devarajan, Rajkumar, and Swaroop (1999) and
Devarajan, Swaroop, and Zou (1996) discuss the al-
locative efficiencies of general budget support, which
ideally would be able to incorporate all sector lending
once country fiduciary systems are adequate. These rea-
sons were also discussed in the World Bank Strategy for
the Africa Region (World Bank 2003b). These reasons
for budget support aid were also held by other donors,
notably the DfID (2006, 2008), and are reflected in
increasing budget support assistance over the early
PRSC period (appendix table 1.4). Management points
out that this vision has not been stated in Bank guide-
lines or in the operational policy governing develop-
ment policy lending.



18. PRSC Stocktaking (World Bank 2005c¢). Re-
placement of preexisting sector engagement by the
PRSC was not intended to be appropriate for all sec-
tors, as described in the Africa Region’s stocktaking of
the Uganda PRSC. Government reform commitment
and implementation capacity are preconditions for
success (Miovic 2004). These objectives were also re-
flected in guidelines prepared by the Water Supply
and Sanitation Sector Board, which developed a list of
preconditions in their guidelines for task teams for
budget support in rural water supply and sanitation
(Iyer and others 2005).

19. Even after August 2004, when OP 8.60 was
passed, there were 8 operations correponding to 3
CASs in 3 countries (Cape Verde, Rwanda, Uganda)
where replacement of sector lending was mentioned.
The Lesotho CAS 2006-09 also states that some sector
programs will be subsumed in its PRSC series, starting
with PRSC 2. However, this operation is outside the
scope of this evaluation.

20. In Uganda, the Education Structural Adjust-
ment Credit closed in 2000, and its Primary Education
and Training operation was approved in 2009. However,
a general caveat to this discussion is that the elements
of sectoral operations that closed or reopened, or that
were within the sphere of the PRSC, may have differ-
ent areas of focus with varying degrees of substitutability.

21. One study comments that the inclusion of
education in the PRSC was possible largely because of
the preceding education SWAp (Sectorwide Approach),
which set the stage for successful incorporation (Miovic
2004). External commentators have also pointed out
that the budget support approach was undermined in
cases of parallel external funding for SWAps (IDD and
Associates 20062).

22. In Uganda, PRSCs 1-6 subsumed investment
projects in health, however, starting with PRSC 7 in 2008,
there is a new health investment project.

23. See annex 5 for details of the task team leader
survey.

24. Consistent with other findings by the World
Bank (2005¢) and outside (IDD and Associates 2006a),
and with sectoral guidelines regarding budget sup-
port, prepared by, for example, the water supply and
sanitation group.

25. Details of the survey are provided in annex 6
of this report.

26. Sector specialists could include, for example,
PREM staff from public sector or public financial man-
agement units, or from economic policy units, if they as-
sumed the role of a sector specialist for a PRSC operation,
for example, because of expertise in that sector.

27. In mid-2009 the Bank’s ALCID database was
brought into line with the terminology of develop-
ment policy lending and is now available as the De-
velopment Policy Actions database. This database has
also remapped the terminology of the ALCID database
so that legally binding conditions of Board presentation
or effectiveness are called “prior actions” and legally
binding conditions of tranche release are called “prior
actions for future tranche.” Desired actions during im-
plementation that are not legally binding are referred
to as “program benchmarks.”

28. There was an apparent strong decline in the
number of legal conditions after the introduction of
PRSCs in 2001, from 36.0 in fiscal 2001 to 9.5 in fiscal
2008. However, this result is driven by a single outlier,
Vietnam, which had 56 legal conditions in the first
year, in a two-tranche operation, originally designed to
be a structural adjustment credit. Because this opera-
tion began preparation as an adjustment credit, it is not
considered a PRSC.

29. For example, as in Killick (2005) and Koeberle
and Stavreski (2005).

30. ActionAid (2006) and Wood (2005). Discussions
with task team leaders and government stakeholders
suggest that the shift from legally binding conditions
to program benchmarks reflected a combination of
the pressures to decrease conditionality from Bank
management and the pressure to include additional pol-
icy measures from other donors involved in policy ma-
trix negotiations.

31. Three pre-PRSC adjustment operations in 26
countries, and two in 20 countries, between 1987 and
2005. These combine single-tranche and multi-tranche
operations. However, since the operation was defined
and negotiated at the same time, the analysis below
looks at conditionality for each operation as a whole.

32. Omitting one observation (Vietnam PRSC 1),
which had an unusually high number of 43 prior actions,
the average decline is —0.39 conditions per year and is
significant only at 10 percent. Adding back Vietnam, the
annual decline increases to —0.88, significant at 1 per-
cent. This early operation was essentially a late con-
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version of a structural adjustment operation and had
an unusually high number of conditions.

33. As is consistent with the need for overall vi-
sion, articulated, for example, in Killick (1999).

34. In 26 PRSC countries, for a total of 72 non-
PRSC DPLs and 1,967 conditions.

35. Another interpretation could be that, initially,
the Bank took risks selecting countries that were not
the best performers, in the hopes of a turnaround,
though later a more conservative approach was adopted.

36. Findings elsewhere on the predictability of
budget support are mixed. A joint evaluation of multi-
donor budget support to Ghana (Lawson and others
2007) also found evidence of higher predictability with
multidonor budget support, compared with other aid
modalities. By contrast, the 2005 joint evaluation of
budget support to Tanzania (Lawson and others 20052)
initially found predictability to be very poor (budget sup-
port was deemed the least predictable source of gov-
ernment revenue from 2000-02), but it improved
significantly by 2004/05. The IDD and Associates (2006a)
evaluation of budget support in seven countries found
the short-term predictability of partnership general
budget support to be a “frequent problem,” but that
“mitigating measures are having an effect.”

37. Other measures of predictability have been used
in prior analyses of aid flows. Celasun and Walliser
(2008) compare actual budget support disbursements
with predicted disbursements, based on information
available to the country in the preceding six months.
Their study of eight African countries (all PRSC recipi-
ents) showed low prediction errors on the whole, with
a small decline in prediction errors in the period
2000-04, compared with 1993-99. Analyses of the Bud-
get Support Working Group of the Strategic Partnership
with Africa (2004) measure predictability by comparing
commitments with disbursements, which suggests
some decline in the lost percentage (from 20 percent
to 9 percent) over 2003 to 2004.

38. These results are broadly consistent with Cela-
sun and Walliser (2008), although they suggest a some-
what lower reduction in predictability. However, their
data cover only the first four years of our eight-year PRSC
period and are based on different measures.

39. The remaining 24 operations were not included
in the Country Assistance Strategy/Country Partner-
ship Strategy because they came toward the end of the
CAS period and were not predicted.

40. Using data from the Strategic Partnership with
Africa (SPA) for 11 PRSC countries. Reduction in gaps
between commitments and disbursements is erratic.

41. As set forth in the Interim Guidelines (World
Bank 2003a. The importance of granting countries
more policy space was discussed in the conditionality
review of OPCS (World Bank 2005j). The subsequent
update to this study (World Bank 2007b) finds that the
Bank has been successful in the incorporation of such
policy space, especially in the PRSC.

42. Also found by IDD and Associates (2006a) in
the summary report of the evaluation of general budget
support undertaken by OECD/DAC and ODI, which
states that “alignment with government budget cycles
is generally improving, with more efforts to align the
cycle of partnership general budget support discussions
with government budget calendars and to give reli-
able advance notice of disbursements.”

43. Celasun and Walliser (2008) also comment on
the pattern of backloading in SPA quarterly data. The
high proportions of disbursements in the first quarter
suggest an improvement over previous SPA findings,
which indicated bunching in the second and third
quarters (SPA 2004).

Chapter 3

1. IEG (2004).

2. Extremely strong affirmations from country clients
may partly reflect a diplomatically polite response, a de-
sire to protect ongoing programs, or hesitation about
the independence of IEG. However, while these con-
siderations may dilute the results reached, the broad
direction would remain robust. Conclusions are based
on such broad directions rather than on the precise per-
centages of responses. Note also that the OECD/DAC
evaluation of general budget support (IDD and Asso-
ciates 2006a) concurred in all of its seven case study
countries, that budget support “contributed to greater
policy alignment of aid,” although the degree of this
alignment depended ultimately on “the quality and
ownership of government strategies.”

3. Also pointed out in the ODI review of budget sup-
port in Ghana (Lawson and others 2007).

4. A finding echoed in previous studies of budget
support aid (IDD and Associates 2006a; UK Audit Of-
fice 2007 and NORAD 2007).

5. A key potential benefit of budget support is en-
hanced interministerial dialogue in elevating sectoral is-



sues to the level of national policy dialogue (Koeberle
and Stavreski 2005; IDD and Associates 2006a).

6. Donor harmonization issues including the joint
Performance Assessment Framework are dealt with in
greater depth in chapter 4.

7. An early IMF/World Bank joint review of the PRSP
process that was largely comfortable with implemen-
tation was queried by external reviewers who pointed
to the need for the articulation of the budget within the
PRSC (Nilsson 2004, for SIDA).

8. Discussions of the extent to which annual reports
for PRSPs (APRs) have been integrated into annual
budget reporting are described in the Driscoll, Chris-
tiansen, and Booth (2005) report for Japan International
Cooperation Agency (JICA), which concludes that in-
tegrated reporting on APRs within a common PAF
framework and linkage to operationalization has only
been partially achieved.

9. These data were collected at the request of
the OECD-DAC joint venture on the monitoring of the
Paris Declaration. They cover all countries that have
had Poverty Reduction Strategies or interim or tran-
sitional versions of such strategies since March 20006.
Forty-eight of the countries in the database are sig-
natories to the Paris Declaration. The analysis scores
countries in the database on a five-point scale to per-
mit aggregation and comparison of results across
groups of countries. More information on the data-
base and its five-point LEADS scale is available in “Re-
sults-Based National Development Strategies” (World
Bank 2007e).

10. Based on World Bank, BMZ, and GTZ 2007. The
study provides descriptive information on the questions
discussed. Numeric scores have been attributed by
IEG, based on the information provided.

11. A more in-depth assessment of the role of the
PRSC in reinforcing budget processes and strengthening
public financial management is undertaken in chapter
5 of this study.

12. IDA participated actively in global roundtables
on Managing for Development Results (2002, 2004,
2007). IDA’s results measurement system was launched
in 2002 and enhanced in 2004 to strengthen IDA’s focus
on results (World Bank 2009b).

13. World Bank 2005c¢, 2005f, 2005k. See also, World
Bank 2008k.

14. Because the third series is incomplete, results
by series are presented only for Series 1 and Series 2.

15. The first PRSC in Mozambique sought to use the
PAF as a results framework.

16. One reason could be that these early operations
sought to use the results frameworks of the jointly
supported PAF.

17. Objectives are achieved with shortcomings to
the following degrees—o6: none; 5: minor; 4: moderate;
3: significant; 2: major; 1: severe.

18. Driscoll, Christiansen, and Booth (2005) at-
tribute problems with indicators in part to the limited
reporting built into the Annual Performance Review
process, which ideally should feed into the PAF.

19. World Bank database.

20. Klugman 2008 examines results frameworks in
Burkina Faso, Ghana, Madagascar, Mozambique,
Rwanda, Tanzania, and Uganda, with reference to the
three key requirements of the 2005 OPCS guidelines:
(i) a results framework; (ii) a system of performance
indicators; and (iii) arrangements for the collection of
information.

21. M&E quality rating is a relatively new phenom-
enon for ICR Reviews, it has only been used as a stan-
dardized method since July 2006. As such, PRSCs
evaluated in ICR Reviews before then do not carry this
rating, although some include evaluative comments
on the quality of M&E.

Chapter 4

1. World Bank (2001d).

2. World Bank 20051

3. World Bank (2006d, 2006f).

4. This chapter focuses largely on harmonization is-
sues although the usual context in the Paris Declaration
agenda is the wider concept of harmonization and
alignment. The preceding chapter examines issues of
PRSC alignment.

5. The PRSC has achieved prominence in budget ex-
penditures in a limited number of countries; Rwanda
and Uganda (about 10 percent of expenditures) and in
Burkina Faso, Madagascar, and Tanzania (about 5 per-
cent of expenditures).

6. Lawson, Gerster, and Hoole 2005b.

7. The relatively small donor budget support groups
may be partly due to lack of interest, as the share of
official development assistance in national income has
declined. Also, the United States, which does not pro-
vide general budget support, has been a significant

donor in some Eastern European countries. Moreover,
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as these countries strive toward alignment with the
European Union, government policymakers are reluc-
tant to place poverty reduction at the center of their
agendas. While they do not object to the budget sup-
port received under PRSCs, they are reluctant to com-
mit to the PRSP/ PRSC instrument, which they perceive
as typical for poorer countries.

8. Several additional signatories are not cofinanciers
of the PRSC and enjoy observer status.

9. On this basis, early evaluations of budget support
at a country level have distinguished between PAF gen-
eral budget support and full general budget support
with World Bank funds belonging in the latter category
(IDD and Associates 2006b, Uganda country report).
This underlines the stages necessary in the harmo-
nization process to reach full agreement on a com-
mon basis for decisions.

10. Booth, Christiansen, and de Renzio (2005) point
out that donors have focused their attention on work-
ing jointly and with governments on an agreed PAF that
is broadly identified with the goals of the PRSP but
quite different in character from the APR. These
negotiations parallel the production and discussion of
the APR.

11. Booth, Christiansen, and de Renzio (2005).

12. The divergence of reporting requirements was
pointed out in Ethiopia, where the PAF matrix contained
more than 100 indicators, in an attempt to meet the re-
porting requirements of all donors. In Tanzania, gov-
ernment reports to donors now use the Poverty
Reduction Budget Support performance assessment
framework, based on a single annual progress report.

13. The annual review of 2007 had 16 cosigners
and also included contributions from the United Nations
and nongovernmental organizations.

14. Ghana’s sector budget support funds are
also mentioned by Lawson and others 2007.

15. Lawson and others (2007) note in the ODI eval-
uation of multidonor budget support to Ghana that
such support entailed lower transaction costs, although
they were still perceived as “higher than necessary
and amenable to further reductions.” On the other
hand, the 2005 ODI evaluation of general budget sup-
port to Tanzania (Lawson and others 2005a) was un-
able to reach a conclusion on whether GBS there had
reduced transaction costs (particularly in line min-
istries) and noted that, if anything, the distribution of
transaction costs had changed—that is, costs were

lower in some areas but higher in others. The OECD/
DAC joint evaluation of general budget support (IDD
and Associates 2006a) found that transaction costs
often increased for client governments up front but
then decreased later as aid was scaled up, provided
other aid modalities such as project aid and sector
baskets did not continue in parallel.

16. These drawbacks have not been perceived
externally as a major issue. Recent evaluations of aid
effectiveness in Vietnam by OECD-DAC and an Inter-
national Monitoring Team (IMT) for the Vietnam Part-
nership Group on Aid Effectiveness (PGAE) both note
that increasing budget support in general, and the
PRSC in particular, represent the most effective mech-
anism in Vietnam to achieve the harmonization and
alignment goals, which have been the two lagging areas
of the Paris Declaration.

17. The amount released is calculated using the
aggregate performance score in percentage terms. If
less than 100 percent of the tranche is released, the re-
mainder can be, and is in practice, carried forward to
the next year.

18. The fixed tranche was intended originally to
be pegged to the achievement of PRS benchmarks, as
laid out in its indicators matrix.

19. Until that point most of the donors had split
their commitments in half between the two tranches,
but when faced with the implications of this for their
disbursements, the UK, Canada, and the Netherlands
decided to reduce their allocation to the performance
tranche to 20 percent.

20. Country teams point to efforts emerging in the
areas of agriculture, public financial management, ed-
ucation, natural resource management, health, and
transport, where there are annual review meetings to
discuss, among other things, capacity-building needs.

21. Disaggregated data (appendix table A4.10) show
that while several PRSC countries had high propor-
tions of coordinated missions (Benin, Cape Verde,
Ghana, Madagascar), there were also high proportions
of coordinated missions to other IDA countries with
better CPIA scores (such as Bangladesh, Bolivia, Kenya,
Papua New Guinea, Sierra Leone, and Yemen); and to
countries such as Afghanistan and Cote d’Ivoire (37 per-
cent and 65 percent of all missions, respectively), where
security may have been an issue.

22. However, the data and results presented here
are subject to caveats. Data represent two relatively prox-



imate years and thus cannot identify or reject sustained
change. In many cases, the PRSC was concluded or
ended before or after one or both of the dates in the
series. There is an increase in the sample countries for
the 2007 observations. The sample includes 20 of 27
PRSC countries for 2007, and 17 for both dates. IDA
countries below CPIA 3.0 have only five countries with
data points for both years. Finally, it is hard to measure
the degree of actual participatory undertaking in joint
missions or joint analytic work.

23. The surprisingly high proportion of joint Bank
work for IDA countries in 2005 with CPIA <3.0 may
reflect the inclusion of Afghanistan.

24. Benin, Burkina Faso, Ghana, Mozambique,
Rwanda, Tanzania, Uganda, and Vietnam. Lao PDR and
Madagascar also meet this criterion but are omitted due
to lack of data for 2005.

25. See appendix table A4.2. In Vietnam, budget
support in total aid increased from about 10 percent
to 27 percent of aid between 2001 and 2007, and in
Mozambique it increased from about 9 percent to 22
percent over the period.

26. About two-thirds of the respondents reported
that there was a joint performance assessment frame-
work shared by development partners providing budget
support. This is greater than the proportion of coun-
tries that have already achieved a unified matrix and
could be attributed partially to low response from
some countries where there was a limited common ap-
proach, and also to perceptions of a common ap-
proach, even when full alignment has not been
achieved, in some other countries.

27. Asan example, “Transaction costs on the donor
side are generally perceived to have risen substan-
tially” (Germany 2008, p. 42).

28. Dabelstein and others 2008.

29. Netherlands evaluation, as cited in Dabelstein
and others 2008.

Chapter 5

1. Devarajan, Swaroop, and Zou (1996); Reinikka
and Svensson (2003). These follow Campos and Prad-
han (1996), which shows how institutional arrange-
ments surrounding budget processes affect the efficient
use of public resources.

2. PRSC Interim Guidelines (World Bank 2001d).

3. Only countries with two or more PRSC operations
are included in the review. As a result, PRSCs for

Azerbaijan, Guyana, Honduras, Lesotho, Malawi, Mali,
Moldova, Nepal, and Sri Lanka are not reviewed.

4. These findings limit attribution of results to
PRSCs because the funds, conditionality, and dialogue
provided by PRSCs are often combined with other in-
terventions by the Bank and other donors. The relative
importance of the PRSCs in this mix is hard to estimate.

5. World Bank (1998). The principles were: com-
prehensiveness and discipline, legitimacy, flexibility,
predictability, contestability, honesty, information, and
transparency and accountability. One tangible sign of
the Bank’s heightened realization of the importance
of PEMP was a sharp increase in lending, from about
17 PFMP loans (including tax administration reform)
per year during 1987-92, to about 41 per year during
2000-06.

6. IEG 2008a.

7. In 13 of the 22 countries, the country CAS pro-
posed Development Policy Loans (DPLs) with PFM
prior actions and conditions. Only four CASs proposed
such lending prior to the completion of the CFAA/
CPARs. Likewise, there were twice as many CASs with
proposed PFM investment lending than was the case
previously (Allen and others 2004).

8. Reports on the Observance of Standards and
Codes (ROSCs), which are often undertaken jointly
with Bank staff.

9. World Bank and IMF (2003b, 2004).

10. Asapplied in de Renzio and Dorotinsky (2007).

11. PRSC Interim Guidelines (World Bank 2001d).
However, Bank policy under OP 8.60 spelled out re-
quirements for the assessment of the country’s over-
all fiduciary risks and can identify additional steps
needed to secure acceptable fiduciary arrangements for
the operation.

12. Cambodia’s low CPIA scores were an obstacle
to its receiving a PRSC (Minutes from the Regional
Operations Committee meeting; January 31, 2007). Yet
PRSCs have been approved for countries with low
CPIAs if government commitment to reform is con-
sidered strong. For example, Lao PDR was approved for
a PRSC with an overall CPIA score of 2.98 and a score
of 2.5 on the public financial management component
question of the CPIA.

13. Realism is needed to assess how quickly fidu-
ciary risk levels can be improved (Shand 2006). Case

studies from Uganda and Tanzania show how, in the
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right environment, budget support aid can help to
motivate PFMP improvements (Williamson 2005).

14. PRSC Interim Guidelines (World Bank 2001d).

15. Based on requirements of OP 8.60 and exam-
ples cited in the associated Good Practice Note 3.

16. In this and subsequent cases, we could not
obtain enough evidence to rate all 21 series; thus one
or more series were not rated.

17. In one, the first Uganda series, the PRSC em-
phasized budget formulation, an area little reflected in
preceding analytical work. However, the second Uganda
series showed improvement.

18. Armenia is an exception, where there was only
one legally binding condition for PEMP in three PRSC
operations, despite many shortcomings and recom-
mendations flagged in previous analytic work.

19. Also found in chapter 3 of this report. This was
assisted by new Bank guidance on results as well as in-
creased experience. Guidance included, among others,
World Bank 2002b; the Roundtables on Results in 2002
and 2004, the 2004 Bank-wide event, “Results: Every-
body’s Business”; the Managing for Results initiative,
and the 2005 Paris Declaration.

20. Three series could not be rated for this ques-
tion because of insufficient information.

21. Using a scaled-down version of the HIPC
Assessment and Action Plan indicators. The first eval-
uative approach discussed in this paragraph is a
before-and-after comparison, the later approach more
closely approximates an objectives-based evaluative
approach.

22. Based on de Renzio and Dorotinsky (2007).
A scaled-down version is used here, applied to a larger
set of countries, however, with added evidence from
additional sources, where there is no PEFA or HIPC AAP
to provide ex-ante or ex-post performance data.

23. Also in part due to the need to drop some in-
dicators because of lack of comparability between HIPC
AAP and PEFA.

24. There is no procurement score because this
HIPC AAP indicator was not tracked by de Renzio and
Dorotinsky (2007).

25. Which decentralized procurement to the line
ministries and permits the use of e-Government pro-
curement. With the passage of an accompanying decree,
a detailed functional and technical design of a modern
system of electronic government procurement ap-

propriate to Armenia’s needs is being prepared.

26. Such as use of noncompetitive practices. More
work has also been identified, for example, to develop
an electronic database of goods, works, and ser-
vices; standardization of bidding documents; a pilot
e-Tendering system; and developing a detailed design
for the introduction of an e-Procurement system.

27. Question 13 is explained above. Question 14
measures the overall pattern of revenue mobilization—
not only the tax structure as it exists on paper but rev-
enue from all sources as they are actually collected.
(World Bank 2006b).

28. The 1999-2006 time span is used because com-
parable CPIA data are available for these years and all
the series evaluated took place during at least part of
the period. The analysis is limited to question 13 be-
cause the areas measured by this question were the
main focus areas of the PRSCs being evaluated.

29. Although the first PRSC was not approved until
2001, it is relevant to look at the period since 1999 be-
cause PFMP improvements between 1999 and the ap-
proval of the first PRSC may have helped to achieve
entry conditions for PRSC support. Yet even looking at
the shorter timespan of 2001-06, the difference be-
tween improvement on CPIA question 13 for PRSC
countries (0.43) and for non-PRSC IDA and blend coun-
tries (0.05) remains statistically significant (p = 0.0121).

30. A similar question was asked of TTLs regarding
how effective they found the raising of importance of
the budget to be. Eighty-two percent of TTL responses
stated they felt this to be very effective or just effective.

31. The joint OECD/DAC evaluation of general
budget support (IDD and Associates 20062) finds that
budget systems were greatly strengthened in all coun-
tries that were able to bring general budget support
funds on-budget and that line ministries have, as a re-
sult, engaged directly in the national budget process.
Nonetheless, the report finds the need for greater
“systematic collaboration” in supporting countries’ na-
tional PFM capacity and a need to strengthen “links be-
tween public expenditure and policies.”

Chapter 6

1. Albania, which is not an IDA country, received two
PRSCs and is therefore added to the PRSC and IDA
groups. Five PRSC countries are excluded because
they received their first PRSC after 2005. They are:
Georgia (FY06), Malawi (FY08), Mali (FY07), Moldova
(FY07), and Lesotho (FY08). These countries were



omitted partly because the impact of their PRSCs would
need time to show up and because some data only ex-
tend to 2006. Of the remaining 22 countries, 5 re-
ceived only one PRSC (Azerbaijan, Guyana, Honduras,
Nepal, and Sri Lanka). It would be tempting to ex-
clude these countries as non-PRSC since they did not
continue with a longer-term program of reforms sup-
ported by a series of PRSCs. In the interest of not bi-
asing the sample, these five are considered PRSC
countries. Eliminating them does not, however, ma-
terially change the results (appendix table A6.1). And
five IDA countries are excluded from the comparator
group due to data gaps: Afghanistan, Myanmar, Sao
Tom¢, Somalia, and Timor-Leste.

2. Although PRSCs were received at different times
by the 22 countries, their performance is examined to-
gether for the period, 2000-07, and for the prior pe-
riod, 1985-99. Even countries that received their first
PRSC late spent a considerable period drafting and re-
fining their poverty strategies, including the develop-
ment of an I-PRSP (Interim Poverty Reduction Strategy
Paper). PRSCs are generally single-tranche operations
disbursed once the policy actions have been taken. It
can be argued that the impact of the entire package of
PRS and PRSC began before the actual approval of the
credit. Appendix table A6.1 shows data for the full 27-
country sample, the 22-country sample, and a smaller
sample of 17 countries that have had two or more
PRSCs. The differences are minor.

3. The source of this growth seems to derive par-
ticularly from accelerated growth in three countries,
Armenia, Azerbaijan, and Ethiopia. Eliminating these
countries during 2000-07 would reduce the overall
PRSC growth rate to 3.4 percent, and raise the growth
rate for 1985-99 to 1.6 percent.

4. Perry and others (20006). Surprisingly, little was
said about agriculture in the recent Report of the
Commission on Growth and Development (World Bank
2008j).

5. However, in the case studies developed for
this review, five of the seven countries did have some
actions related to agriculture, including a focus on
increasing farm productivity and improving agro-
processing in Armenia, and liberalization of the cotton
sector in Benin.

6. Chapter 2 of this evaluation.

7. Before 2004, the CPIA consisted of 20 indicators.

8. Since CPIA scores are relatively stable over time,
the intervening years are not shown.

9. Benin also suffered external shocks due to the
closure of its border with Nigeria and a sharp drop in
cotton prices.

10. This discussion is in terms of the headcount
poverty measure. Appendix table A6.3 shows the results
for the poverty gap and the squared poverty gap. The
conclusions relative to the headcount measure do not
change if these alternative measures of poverty are
used.

11. Purchasing power parity adjusted, at 2005 prices.

12. The control group is smaller due to missing
data. There are only about 56 IDA countries with poverty
data, 21 PRSC, and 35 non-PRSC.

13. IEG (20090).

14. The portfolio review covered the 36 PRSC series
and 87 PRSC individual operations between fiscal 2001
and fiscal 2008, and included program documents (PDs)
as well as Implementation Completion Reports (ICRs)
and ICR reviews. The review focused on three sectors
with the high potential impact on poverty reduction—
health, education, and water supply and sanitation—and
four topics of interest—objectives, design, monitoring
and evaluation, and outcomes. Data were compiled
using a standard questionnaire for each operation or se-
ries of operations.

15. Only the PRSCs for Malawi and Sri Lanka did not
contain any objectives or conditions for health, edu-
cation, or water supply and sanitation.

16. All sector-specific objectives mentioned, by fre-
quency, are detailed in appendix table A6.4.

17. Not applicable: only one operation was com-
pleted or monitoring was not undertaken consistently,
or results were unclear from the data provided.

18. Of the 23 PRSC series completed through fis-
cal 2008, ICRs and corresponding IEG ICR reviews are
available for 19 with health and education components
and 11 with water supply and sanitation components.
Since overall PRSC objectives are generally not sector-
specific, ICRs and ICR reviews do not provide a sector-
specific outcome rating. However, there are
sector-relevant ratings under headings such as “ser-
vice delivery.”

19. The 2006 IDD and Associates evaluation of gen-
eral budget support also finds clear evidence of inputs
but mixed evidence on outcomes. Despite greater

spending on, and expansion of, basic services (especially

ENDNOTES



POVERTY REDUCTION SUPPORT CREDITS

education and health), there was often a “deterioration
in quality.” On overall poverty outcomes, the authors
note “clear links from [partnership general budget
support] to improved basic services, through funding
and through a collective commitment of donors and
government to service delivery targets.”

20. IEG (20092).

21. Although outside the time of reference of this
study, new information from a household survey of
2008 suggests that Ghana made further significant
progress on most health-related Millennium Develop-
ment Goals, compared with the survey of 2003.

22. The midpoint of the scale of 1-4 is 2.5; the
midpoint of the scale of 1-6 is 3.5. Note that the four-
point scale uses 1 as the best, so 2.0 is above the mean
in a positive direction. However, the six-point scale
uses 6 as the best; an above-average score would be
higher than 3.5.

23. However, there are also some cases where the
overall country program was rated moderately satis-
factory even though the PRSC was moderately unsat-
isfactory (Ethiopia, Madagascar), while in one case the
PRSC was moderately satisfactory but the country pro-
gram was rated moderately unsatisfactory (Uganda).

24. Management notes that because PRSCs are, in
fact, Development Policy Operations there is no surprise
in noticing that the performance of DPOs with the
PRSC title is similar to that of other policy-based op-
erations. However, IEG notes that the analysis here

refers to comparisons of PRSC countries with all IDA
countries and not only those receiving other DPOs.
25. IEG analysis also shows that alternative definitions
of PRSC operations do not materially affect these find-
ings. IEG analyzed results on growth and poverty out-
comes separately considering the omission from the
PRSC sample of type-1 error PRSCs (that is, those op-
erations that bear the PRSC name but that did not exhibit
some implicit PRSC characteristics, such as sustained re-
form commitment or poverty-focused growth) as well
as type-2 error PRSCs (that is, other IDA DPLs that could
possibly have been considered PRSCs, although some
implicit PRSC characteristics may have been absent).
The underlying conclusion that PRSC countries do not
significantly outperform others remains robust.

Chapter 7

1. Management points out that according to Bank
policy (OP 8.60, paragraph 6), the Bank advises bor-
rowers to consult with key stakeholders and engage
their participation in formulating development strate-
gies. It is not the Bank’s responsibility, therefore, to en-
gage in such consultations.

2. The OECD/DAC evaluation of general budget
support in seven countries (IDD and Associates 2006a)
also found that parallel off-budget aid persists, under-
mining progress on the use of budget mechanisms. The
ODI joint evaluation of multi-donor budget support to
Ghana (Lawson and others 2007) had similar findings.
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