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Country Policy and Institutional Assessments: An External Panel Review 
Panel Recommendations and Management Follow-up 

In the context o f  the discussions about broadening the disclosure o f  the Country Pol icy and 
Institutional and Assessments (CPIA) ratings for  IDA-el igible countries, Management assembled an 
independent Panel to review the CPIA ratings and methodology. The terms o f  reference for the Panel, 
which benefited f rom Executive Directors comments, are contained in Panel of Experts Review of the 
Country Policy and Institutional Assessments (CPIA) - Revised Terms of Reference (OM2004-003/2), 
February 10, 2004. The Panel met at the Bank’s headquarters in Washington, D.C., o n  February 17 
and 18,2004. I ts  f inal report, sent to Management on April 12,2004, i s  attached. 

Management found the Panel’s report highly insightful, containing a number o f  valuable 
recommendations o n  h o w  to strengthen the CPIA process and methodology. In response to the report, 
Management initiated a process o f  revision o f  the CPIA methodology involv ing the Regions, 
Networks, and central departments that specifically addressed the Panel’s recommendations. A 
summary o f  the steps taken i s  attached. 

To al low for these revisions to be completed, the beginning o f  the 2004 CPIA exercise was 
postponed f rom April to September 2004. Implementing the 2004 exercise under the revised 
methodology will also offer an early opportunity to fine-tune the system and address any issues that 
may  emerge. 

In the context o f  the 2004 exercise, Management will step up ongoing efforts to broaden the 
dissemination o f  the methodology and process underpinning the CPIA.  These efforts will include 
holding workshops with country representatives to discuss the revised system as well as preparing 
dissemination materials that will facilitate the interpretation of the ratings. Management will also 
ensure that Bank staff will adequately discuss the assessments with country authorities as part o f  the 
ongoing pol icy  dialogue between the Bank and the country. 

As the Panel emphasized, the disclosure o f  the ratings will provide important benefits. 
Fol lowing the Board’s discussion o f  the Panel’s report and o f  the steps taken to address i t s  
recommendations, Management expects to seek the Executive Directors’ approval to  disclose the 2005 
CPIA  ratings for IDA-el igible countries. A Board meeting i s  tentatively scheduled for late July to 
discuss Management’s specific proposal o n  disclosure. 



PANEL RECOMMENDATIONS AND MANAGEMENT FOLLOW-UP 

Panel recommendations 

I Content 

Simplification. Rationalize the CPIA 
content t o  reduce overlap. 

Weighting. Undertake analytic w o r k  to 
i n f o r m  the choice o f  weights. 

Governance Factor. Recognizing the 
importance o f  governance to  development and 
to  the efficient and effective use o f  publ ic  
resources, reconsider the current imp l i c i t  
weight g iven to governance in the IDA 
allocation process. 

Rating Scale. Extend the rat ing scale t o  
a l l ow  for  ratings o f  1.5 and 5.5 and expl ici t ly 
define ratings 1 and 6 in a manner consistent 
with existing 2 to  5 ratings. 

Process 

Client Involvement. The  C P I A  process 
should include a stronger involvement o f  
country authorities, prov id ing them with an  
opportunity for comment on assessments as 
part o f  a consultation process, no t  as a 
negotiation o f  the ratings. 

Follow-up 

The criteria are being revised along the l ines recommended by the Panel. The 
objective i s  t o  simplify the CPIA,  reduce overlap, and strengthen the set of 
indicators that offer guidance to  staff in preparing the assessments. The 2004 
exercise wil l use the revised CPIA. To a l l ow  for  the completion o f  the 
revisions, the start o f  the 2004 exercise was delayed from April t o  September. 

Analyt ic w o r k  was undertaken by DEC and OPCS to  i n f o r m  the choice of 
weights. As the Panel recommended, pr inc ipa l  components analysis was used 
to generate the statistical weights that best summarize the available 
information i n to  a single index. The results o f  this w o r k  show that the current 
CPIA procedure o f  attaching equal weights t o  each cri terion yields very 
similar results t o  those obtained using an  index with statistically derived 
weights. The correlation between the CPIA and  the index using weights 
derived f r o m  principal components i s  very  high. This  result holds robustly 
when some questions are omitted as the Panel suggested, and when annual or 
po l led data are used. When  the pr inc ipa l  component analysis i s  performed at 
the cluster level, the correlation between an  index with statistically derived 
weights and the C P I A  i s  also very high (R2=.99). Overall, the current CPIA 
approach o f  using equal weights has the addit ional advantage o f  simplici ty 
and transparency. In light o f  these results, the revised CPIA will attach equal 
weights to  each o f  i t s  four clusters. 

The governance factor i s  used in the IDA allocation process and lies outside 
the CPIA criteria proper. In the context o f  the I D A 1 4  Replenishment, 
analytic w o r k  i s  being undertaken to  assess the implications o f  modulat ing the 
weight o f  governance in the overal l  IDA assessment and al location processes. 
The conclusions o f  this work  will b e  presented to  the IDA Deputies at the 
time o f  their October 2004 meeting. 

[n the context o f  the revision o f  the C P I A  criteria be ing undertaken by the 
Networks (see Simplification), the rat ing scale i s  be ing extended to  a l low for 
-stings of 1.5 and 5.5, and the 1 and 6 ratings are being expl ic i t ly  defined in a 
nanner consistent with the 2 to  5 ratings. 

The B a n k  v iews client involvement in the CPIA process as a n  important part 
if a continuous po l i cy  dialogue between the country and the Bank, helping to  
denti fy (a) areas where country performance i s  perceived t o  b e  relatively 
weak and, (b) in the C A S  context, possible avenues fo r  the B a n k  to  assist the 
:ountry to  tackle the identi f ied issues. Past coverage and depth o f  the Bank- 
:ountry discussions o n  the ratings have been uneven across countries, and for 
he 2003 exercise Management underscored t o  country teams the importance 
)f t imely  and in-depth discussions. Go ing  forward, country involvement in 
he CPIA wil l become a more systematic pa r t  of the ongoing p o l i c y  dialogue 
)etween the B a n k  and the country, and this cou ld  include an  early discussion 
)f the Bank’s views o n  progress made t o  address issues identi f ied during the 
liscussion o f  the previous CPIA ratings. Such a n  exchange o f  views wou ld  
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staff Incentives. Ensure that staff  
contributions to  the assessments are 
adequately recognized. 

Benchmarking. Clar i fy  t o  clients and 
other stakeholders the purpose o f  the 
benchmarking phase and h o w  and why 
benchmark countries are selected. 

Revisions of the Criteria. M a j o r  changes 
to the clusters could b e  undertaken with 
longer intervals than before, wi thout  
precluding m ino r  adjustments in the 
questionnaire in the interim. 

4dvisory Committee. Establish a n  
independent standing committee to  undertake 
1 formal rev iew o f  the CPIA methodology and 
xocess every three years. Some members o f  
:he committee could b e  made available to  
idvise o n  d i f f icu l t  rat ing cases, but they w o u l d  
l o t  have a dispute resolution role. 

Budget. Provide expl ici t  full funding for the 
:PIA exercise. 

Frequency. Continue the annual exercise 
br IDA-el ig ib le  borrowers, but consider a 
onger cycle for  IBRD countries. 

help to  ident i fy  areas where the Bank’s and the country’s assessments m igh t  
dif fer and wou ld  provide the authorities with an  opportunity to  comment o n  
the Bank’s views. Such a step w o u l d  also complement the ex  post 
discussions o f  the ratings that are already part o f  the CPIA process and 
provide an  opportunity for  the B a n k  to  answer country authorities’ questions 
about the CPIA methodology and process. As the Panel noted, a broader 
consultative process could pose r isks  for  the integri ty o f  the system. T o  
clearly delineate accountabil ity f o r  the ratings, Management in its guidance to 
staff wil l  underscore that the discussions are part o f  a consultation process, 
n o t  a negotiation. The ratings wil l become f i na l  on l y  after a thorough review 
by central departments, a function that wi l l  b e  strengthened to  address the 
risks identi f ied by the Panel. The B a n k  wil l continue to  organize periodical ly 
regional workshops to  make IDA clients more  famil iar with the CPIA process 
and methodology. 

T o  underscore the importance o f  the exercise for  the B a n k  and i t s  clients, 
before the start o f  the 2004 CPIA Management will issue a guidance note that 
wil l po int  out the need to  adequately recognize contributions to  the C P I A  
exercise in the work  program and performance evaluations o f  Bank  staff. To 
further signal the importance it attaches to  this w o r k  Management has decided 
to  expl ici t ly fund the CPIA, starting with the 2004 exercise (see Budget). 

Al though the Panel felt  that the benchmarking phase was a n  important step in 
the C P I A  exercise and that the procedures used to  select countries and to  
determine the ratings were adequate to  ensure effectiveness, it also noted that 
the ro le  of the benchmarking phase m a y  not b e  widely  understood. To 
address this issue the B a n k  i s  preparing dissemination notes that wil l b e  
placed o n  the external W e b  and made available t o  country teams for their 
discussions with country authorities. In addition, a series o f  workshops are 
being planned to  disseminate the revised criteria (see Client Involvement). 

To maintain the comparabil ity o f  the C P I A  ratings over time, major  revisions 
o f  the criteria are expected t o  take place within a longer t ime frame than in 
the past. The Panel’s recommendation o f  a six-year cycle seems at this stage 
broadly appropriate (see also Adviso y Committee). 

Management intends to  establish a n  independent group that wil l undertake a 
formal rev iew the C P I A  methodology and process o n  a three-year cycle, the 
werage periodicity o f  previous CPIA revisions. Tak ing in to account, as 
warranted, the experience gathered in carrying out  the CPIA exercises, these 
reviews are l i ke l y  to  lead t o  some adjustments in methodology and process. 
[t i s  envisaged, however, that major  changes in the criteria w o u l d  take place 
mly within a longer t ime frame (see also Revisions of the Criteria). . 

Starting with the 2004 exercise, the C P I A  wi l l  b e  expl ici t ly funded. 

!allowing consultation with the Regions, Networks, and central departments 
t was decided to  continue to  carry out  the CPIA exercise annually for b o t h  
I D A  and IBRD countries. 
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Disclosure 

disclose the numerical ratings o f  the 2005 
C P I A  exercise for IDA-e l ig ib le  borrowers. 
Continue disclosing the ratings in quinti le 
groups for the t ime being. 

Harmonization 

Reduce the burden o f  the exercise o n  country 
counterparts and, in the context o f  disclosure, 
w o r k  with other MDBs with the objective o f  
harmonizing the institutions’ respective rat ing 
systems. 

Consistent with the Panel’s recommendations o f  April 2004, Management i s  
implementing a set o f  changes in the C P I A  p r io r  t o  disclosure o f  the ratings 
(see Simplification). The start o f  this year’s exercise has been delayed to  
September 2004 to  a l low suff icient t ime fo r  these revisions to  b e  fully 
implemented. Fo l l ow ing  the present practice, the results o f  the 2004 exercise 
wil l be disclosed in the f o r m  o f  quintiles. By July 2004, Management wil l 
seek Board approval t o  disclose the 2005 C P I A  ratings o f  the IDA-e l ig ib le  
borrowers. 

Other MDBs undertake rat ing exercises based o n  criteria that have substantial 
similarities with the CPIA. As the Panel noted, there i s  scope for efficiency 
gains through harmonization. B a n k  staff have been sharing their experience 
with their counterparts in other M D B s  and have discussed methodologies. 
However, the absence o f  disclosure signif icantly hinders harmonization 
initiatives. The B a n k  intends to  continue and strengthen contacts between 
Bank  staff and counterparts in other MDBs and to  further explore 
harmonization possibilities. Disclosure o f  the ratings i s  expected to  facilitate 
efforts in this area. 
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COUNTRY POLICY AND INSTITUTIONAL ASSESSMENT 
AN EXTERNAL PANEL REVIEW 

SUMMARY OF PANEL RECOMMENDATIONS 

1. O n  February 17 and 18, 2004, an independent panel met at the Wor ld  Bank’s 
headquarters in Washington, D.C., to review the methodology and process used in the Bank’s 
Country Pol icy and Institutional Assessment (CPIA). Annexes A and B provide the composition 
o f  the panel and i t s  terms o f  reference. Overall, the panel found the CPIA to be a dif f icult  but 
potentially very useful exercise for both the Bank and i t s  clients. The panel fe l t  that the CPIA  
criteria were focused o n  the right set o f  issues but that there was unnecessary overlap and an 
arbitrary set o f  weights. The panel recommended several improvements in the process and 
analytical work to  repair the weakness in the weighting system. 

Con tent 

2. Simplification. The panel felt that the l i s t  o f  criteria in the C P I A  questionnaire was too 
long and contained some overlap. Whi le maintaining the present four clusters, the panel 
recommended rationalizing their content to reduce overlap. The panel’s suggestions about the 
regrouped and reduced items in the clusters are shown in B o x  1. 

Box 1. Suggested Simplified CPIA Criteria 

A. Economic Management 
1. 
2. Fiscal and Debt Policy 

Monetary and Exchange Rate Policy 

B. Structural Policies 
3. Trade 
4. Financial Sector 
5.  Business Environment 

C. Policies for Social Inclusion 
6. Gender 
7. 
8. Building Human Resources 
9. Social Protection and Labor 
10. Policies and Institutions for Environmental Sustainability 

Equity o f  Public Resource U s e  

D. Public Sector Management and Institutions 
11. Property Rights and Rule-based Governance 
12. Quality o f  Budgetary and Financial Management 
13. Efficiency and Equity o f  Revenue Mobilization 
14. Quality o f  Public Administration 
15. Transparency, Accountability, and Corruption in the Public Sector 
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3. 
necessary to in form the choice o f  weights. 

Weighting. The panel recommended that the Bank should carry out analytical work 

4. Governance Factor. The panel recognized the importance o f  governance to 
development and to the efficient and effective use o f  public resources. However, the panel 
members fe l t  that the current implici t  weight o f  approximately two-thirds given to governance in 
the IDA allocation process mainly through the governance factor appears excessive and that such 
a large weight does not find empirical support in the available literature. In the interest o f  
transparency and integrity, the panel recommended that the Bank use the results o f  the analytical 
work referred in the heading “Weighting” above to help determine a weighting for governance. 

5. Rating Scale. The panel recommended that the rat ing scale be  extended, al lowing for the 
assignment o f  ratings o f  1 and 1.5, as w e l l  as o f  ratings o f  6 and 5.5 to  extremely l o w  or 
extremely high performers, respectively. T o  guide staff the criteria wou ld  need to  expl ici t ly 
define the 1 and 6 ratings in a manner consistent with the existing 2, 3,4, and 5 ratings. 

Process 

6. The panel recommended a stronger involvement o f  country 
authorities o n  the CPIA process. Given the perceived lack o f  knowledge about the exercise 
among many borrowers, i t  i s  important that country authorities’ questions about the CPIA  
methodology, process, and content be fully addressed. In the panel’s view, country authorities 
should have an opportunity at an early stage o f  the C P I A  process to comment o n  the Bank’s 
assessment o f  the country’s performance. That will help highlight areas where the Bank’s and 
the authorities’ assessments might diverge, and will contribute to strengthen the ratings by 
identi fying areas where the Bank’s assessment may  need to  be revised. This exchange o f  views 
should be part o f  an ongoing pol icy dialogue and would complement the discussions o f  the final 
ratings already taking place between the Bank and the country authorities. The panel noted that 
a broader consultative process could also pose r isks to the integrity o f  the system. Therefore, to 
ensure clear accountability for the f inal ratings, the panel strongly emphasized that any 
discussion o f  country performance and ratings should be seen as part o f  a process o f  
consultation, not  a negotiation. 

Client Involvement. 

7.  Staff Incentives. The panel fe l t  that providing inputs for the C P I A  should be  given due 
importance in the incentive structure for the staff, so that due diligence can be ensured and 
accountability i s  present even where subjective assessments are inescapable. 

8. Benchmarking. The panel agreed that the benchmarking phase o f  the C P I A  exercise i s  
an important step to guide the remainder o f  the process. The panel recommended that the Bank 
be more proactive in explaining to clients and other stakeholders the purpose o f  the 
benchmarking phase and how and why benchmark countries are selected. 

9. For the sake o f  continuity and comparability, the panel fe l t  
that i t  was important not to revise the criteria too frequently. Thus, the panel suggested that 
major changes to  the clusters be made only  within a longer cycle, for  example every six years, 
recognizing that minor adjustments in the questionnaire (for the sake o f  clarification, 
rationalization, etc.) may  be necessary within that t ime period. 

Revisions of the Criteria. 
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10. Advisory Committee. The panel recommended that an independent standing committee 
be established to undertake a formal review o f  the CPIA methodology and process every three 
years. During the annual exercise some members o f  the committee could be available to review 
especially dif f icult  rating cases and, when warranted, to suggest that management take a further 
look at particular ratings. Recognizing that ultimate accountability and responsibility for the 
CPIA  ratings rests with the Bank, the committee would not have a dispute resolution function. 

11. Budget. The CPIA  has become a lengthy exercise that absorbs a significant amount o f  
staff time. The panel recommended that in the future the CPIA exercise be  expl ici t ly and fully 
funded (Bank staff estimate the annual cost o f  the exercise at roughly U S D  1.5 mil l ion). 

12. Frequency. Given that CPIA ratings are used annually as an input to the IDA allocation 
process, panel members recommended that the exercise continue to be  conducted annually for 
IDA-el igible borrowers. However, to reduce the significant cost (particularly in terms o f  staff 
time) and to speed up the annual exercise, the panel recommended that management consider 
moving to a three-year cycle for rating IBRD-el igible countries (with the possible exception o f  
benchmark countries), particularly as IBRD ratings are not subject to disclosure. 

Disclosure 

14. The panel fe l t  strongly that full disclosure o f  the CPIA ratings wou ld  be  beneficial for 
rated countries, for  the Bank, and for other stakeholders (e.g., bilateral institutions, researchers, 
and interested groups in donor and borrowing countries). Several panel members felt that these 
benefits would also accrue to release o f  the ratings o f  IBRD countries, although i t  was 
recognized that no proposal o n  that topic was currently under consideration. Information sharing 
and outside scrutiny will likely contribute to the further improvement o f  the CPIA over time. 
The panel fe l t  that the enhancements proposed above should be  implemented before full 
disclosure o f  the numerical ratings for  IDA-el ig ib le borrowers. The panel concluded that 
disclosure o f  the 2003 or 2004 ratings in the form o f  half-point ranges would not  add much 
information to the existing practice o f  disclosing ratings in a quint i le format. The panel 
suggested that the Bank continue disclosing the ratings in quintile groups for the t ime being, and 
it incorporate the proposed enhancements in the system in time to disclose the numerical ratings 
o f  the 2005 CPIA  exercise for  IDA-el ig ib le borrowers. 

Harmonization 

13. To reduce the burden o f  the exercise on country counterparts, the panel recommended 
that as the Wor ld  Bank moves toward disclosure, i t  should work  with other multilateral 
development banks with the objective o f  harmonizing the institutions’ respective rat ing systems. 
Disclosure o f  the ratings will contribute to this process. 





EXTERNAL PANEL REVIEW OF THE WORLD BANK’S 
COUNTRY POLICY AND INSTITUTIONAL ASSESSMENT 

REPORT OF PANEL RECOMMENDATIONS 

I. Introduction 

1. On February 17 and 18, 2004, an independent panel met at Wor ld  Bank headquarters in 
Washington, D.C., to review the Bank’s Country Pol icy and Institutional Assessment (CPIA) 
methodology and process. Annexes A and B provide the composition o f  the panel and i t s  terms 
o f  reference. In accordance with the terms o f  reference the panel assessed the CPIA  
methodology and process and also covered issues related to the governance factor and to the 
implications o f  disclosure. The panel expressed strong appreciation o f  the candid discussions 
with staff and the useful background information provided as an input to i t s  deliberations. The 
panel also found highly useful to i t s  deliberations the thoughtful comments received f rom several 
Executive Directors, although a number o f  Executive Directors have indicated that they would 
have valued the opportunity o f  a more extensive interaction with the panel. Panel members found 
the review informative and stimulating, and expressed the hope that the panel’s 
recommendations would prove useful in improving the CPIA methodology and content, and in 
helping the exercise meet i ts current challenges. 

2. Overall, the panel found the CPIA to  be a di f f icul t  but very useful exercise for both the 
Bank and i t s  clients. The panel recognized the complexities o f  rating such a large number o f  
countries across a wide range o f  areas. The panel fe l t  that the CPIA  criteria were focused o n  the 
right set o f  issues but that the process fol lowed to determine the f inal ratings could be  improved. 
T o  strengthen the CPIA, the panel has put forward for Bank consideration several suggestion for 
changing i t s  content and process that are elaborated below. 

3. Fol lowing this brief introduction, Section I1 o f  the report provides the context for the 
panel recommendations. Section I11 focus o n  content issues, offering some recommendations for 
simplifying and consolidating the criteria. This section also discusses the issues o f  the weighting 
o f  the different clusters and criteria, and o f  making more specific both the high and l o w  ends o f  
the rating scale. In particular, i t examines the governance factor, which i s  more relevant to the 
IDA allocation system than to the CPIA. Section IV covers the process o f  ratings determination 
including issues o f  client involvement, benchmarking, periodicity o f  the exercise, and oversight. 
The last section examines the benefits and costs o f  disclosure. 

11. Background 

4. The panel was briefed by staff o n  the general context o f  the panel’s review, and the 
methodology and process used in the CPIA. Staff explained the evolution o f  the C P I A  since the 
1970s and the objectives o f  the exercise -- to assess the quality o f  borrowers’ po l icy  and 
institutional framework to foster sustainable growth and poverty reduction, to effectively use 
development assistance. Staff indicated that country assessments by staff members are a key 
input in the allocation o f  IDA resources. The IDA Country Performance (ICP) ratings, which are 
in part derived f rom the CPIA ratings, are the key element o f  the IDA performance-based 
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allocation (PBA) system.' The panel was informed that currently the C P I A  i s  an annual exercise 
covering 136 countries. 

5.  Staff explained the CPIA process in detail. CP IA  ratings are in i t ia l ly  prepared by country 
teams and then subjected to a process o f  institutional review, f i rs t  within each Region and then 
by the Network anchors2 and central departments, to secure consistency within and across 
Regions. The process o f  determining and finalizing the ratings involves t w o  phases. The first i s  
the benchmarking phase, which aims to ensure that the ratings are pitched at the right level and 
are comparable within and across Regions, and to guide staff in the second phase o f  the exercise 
when non-benchmark countries are rated. In the 2003 exercise 19 countries representing a l l  
operational Regions o f  the Bank were included in the first phase o f  the exercise (see section IV). 
For each o f  the benchmark countries, country teams submit the rating proposals, accompanied by 
a written justification for the rating o f  each criterion. The proposals and write-ups are in i t ia l ly  
vetted by the respective Regional Chief  Economist, and afterwards reviewed by the Networks 
and central departments. Staff elaborated o n  this stage using as an example the Afr ica Region. 
The final ratings are determined in a Bankwide meeting o f  the Regions, Networks, and Central 
Departments . 

6. The second phase o f  the process uses the benchmark ratings as a guide to determine 
ratings for the remaining countries. Given that more than 100 countries are reviewed in the 
second phase, virtual communication replaces a physical meeting to finalize the ratings. Over the 
years, as more external indicators have become available, Networks increasingly make use o f  
them to flag outliers ( low and high) as they review Regional rating proposals. Staff elaborated 
o n  the role o f  the Networks at the benchmark stage as we l l  as at the second stage with an 
example o f  h o w  the governance cluster i s  reviewed. Staff indicated that once ratings for al l  o f  
the countries are finalized, country directors for IDA-el ig ib le countries are expected to  discuss 
the country's ratings and IDA allocation with government counterparts. Since fiscal year 2000, 
IDA has been disclosing the relative C P I A  ratings for countries eligible for  IDA financing in a 
quintile formata3 Panel members noted that the evolution o f  the C P I A  criteria and methodology 
over time broadly reflected the evolution o f  the development paradigm, although the weights had 
not undergone a similar evolution. The panel found the evolution o f  the criteria and the 
objectives o f  the exercise broadly appropriate and discussed the C P I A  content and process in 
detail. 

111. Panel Discussion and Recommendations on CPIA Content 

A. Simplification and Consolidation 

7.  The C P I A  questionnaire now consists o f  20 equally-weighted criteria, grouped in four 
clusters: Economic Management, Structural Policies, Policies for  Social Inclusion and Equity, 

' For a recent description o f  the CPIA and ICP ratings see Annex 1 o f  Additions to I D A  Resources: Thirteenth 
Replenishment, September 17, 2002 (IDAhecM2002-488): http://siteresources.worldbank.orrr/lDA/ 
ResourcedFinaltextIDA 13Report.udf. 
The Networks involved in CPIA process are: Poverty Reduction and Economic Management, Human 
Development, Financial Sector, Environmentally and Socially Sustainable Development, Infrastructure, Private 
Sector Development, and Operational Policy and Country Services. 
See Country Assessments and I D A  Allocations, November 2000: htt~://www,worldbank.or~/ iddidalloc.htm. 
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and Public Sector Management and Institutions. The panel fe l t  that, while focusing o n  the right 
areas, the l i s t  o f  CPIA criteria was too long and contained some overlap. Panel members 
recognized that this was due largely to the manner in which the questionnaire had evolved over 
time, and fe l t  that the system was now ripe for simplification and consolidation. During 
discussion o f  the various criteria several suggestions were made with respect to areas that could 
receive further attention. Some panel members noted the lack o f  explicit reference to 
infrastructure. Others suggested that there was an excessive focus o n  the public sector, and that 
recognition o f  the importance o f  the private sector to growth and poverty reduction needed to be 
better highlighted. Some felt that the current governance criteria represented only the public 
sector and more emphasis was warranted o n  private sector governance and corporate governance 
should be added as a criterion in this cluster. I t  was also suggested that there should be a 
separate criterion for “political governance”, and to reflect the issue o f  decentralization more 
explicitly in the criteria. Some panel members also noted that available information f rom 
selected nongovernmental organizations could be used to in form the ratings o f  some elements o f  
the Public Sector Management and Institutions Cluster. 

8. In discussing the criteria, panel members supported the current practice o f  rating actions 
and pol icy implementation rather than promises or intentions, but cautioned that in some 
circumstances the latter m a y  represent by itself  a major step deserving consideration in the 
ratings. In some instances, passage o f  certain legislation can be  an accomplishment in and o f  
itself. The panel recognized, however, that h o w  such actions could be  factored into the ratings 
needed to be carefully assessed, since passing a law, for  example, does not have much o f  an 
impact if it i s  not  implemented. T o  this end, some panel members felt that outcomes, and not just 
inputs, should somehow be taken into account more expl ici t ly in the ratings, as outcomes 
validate (or reject) the assessment. I t  was noted, however, that in many cases the available 
evidence used as “checks and balances” for many o f  the C P I A  criteria (for example 
macroeconomic data, or structural policies in areas such as gender or  environment) reflect 
outcomes. Panel members underscored that although available outside indicators could help 
guide the determination o f  the ratings and play a useful role in ranking countries, s ta f fs  
professional judgment o f  country performance against the criteria wou ld  need to continue to be 
the central determinant o f  the ratings. The depth o f  the country knowledge by staff represents a 
major source o f  strength o f  the exercise. Conversely, any slippage o n  this account (because the 
staff lack an effective system o f  incentives) can have very serious adverse effects for  the Bank’s 
credibility. The panel discussed in detail the content o f  the C P I A  criteria, noted the overlap 
among several o f  i t s  components, and focused o n  proposing ways to minimize such overlap. 

9. Panel Recommendations. While maintaining the present four clusters the panel 
recommended rationalizing their content. This could result in reducing the number o f  criteria 
f rom 20 at present to 15, as outlined below. 

Cluster A - Economic Management 

Criterion 4: Management and Sustainability of the Development Program. The panel 
concluded that elements o f  this criterion are captured under various other criteria, mainly in 
Cluster D, and therefore this criterion should be deleted f rom this cluster. 
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2. Fiscal Policy 
3. Management o f  Public Debt (External and Domestic) 
4. Management and Sustainability o f  the Development 

Criterion 5: Trade Policy and Foreign Exchange Regime. The panel concluded that the 
foreign exchange pol icy component o f  this criterion should be part o f  economic management 
and thus should be moved from Cluster B to Cluster A. Moreover, this component should be 
combined with the remaining criteria. 

2. Fiscal and Debt Pol icy 

Thus, as Table 1 shows, there would be two  criteria in this cluster: (i) Monetary and Exchange 
Rate Policy; and (ii) Fiscal and Debt Policy. 

6. Financial Stability 
7. Financial Sector Depth, Efficiency and Resource 

8. Competitive Environment for the Private Sector 
Mobil izat ion 

Table 1: CLUSTER A: ECONOMIC MANAGEMENT 

4. Financial Sector 
5. Business Environment 

I Imbalances 

Cluster B - Structural Policies 

Criterion 5: Trade Policy and Foreign Exchange Regime. As mentioned above under cluster 
A, the panel recommended moving the foreign exchange regime component o f  criterion 5 to 
cluster A. 

Criteria 6 and 7: Financial Stability; Financial Sector Depth, Efficiency, and Resource 
Mobilization. The panel recommended combining a l l  financial sector issues (criteria 6 and 7) 
into one criterion. 

Criteria 8 and 9: Competitive Environment for Private Sector; Goods and Factor Markets. 
The panel recommended combining a l l  private sector issues (criteria 8 and 9) into one 
criterion covering the policies for overall business environment. 

Criterion 10: Policies and Institutions for Environmental Sustainability. The panel concluded 
that this criterion deals with social inclusiodequity policies rather than structural policies and 
thus should be  moved f rom Cluster B to Cluster C. 

Table 2: CLUSTER B: STRUCTURAL POLICIES 

9. Goods and Factor Markets 
10. Policies and Institutions for Environmental 
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1 1. Gender 
12. Equity o f  Public Resource Use 
13. Building Human Resources 
14. Social Protection and Labor 

As Table 2 shows, the above adjustments would result in three criteria in this cluster: (i) trade; 
(ii) financial sector; and (iii) business environment. 

6. Gender 
7. Equity o f  Public Expenditure 
8. Bui lding Human Resources 
9. Social Protection and Labor 

Cluster C - Policies for Social Inclusion/Equity 

15. Monitoring and Analysis o f  Poverty Outcomes 
and Impacts 

0 Criterion 12: Equity of Public Resource Use. The panel concluded that on ly  the expenditure 
component o f  this criterion should be included in this cluster, whereas the revenue 
component should be combined with criterion 18 (Efficiency o f  Revenue Mobilization) in 
cluster D. 

10. Policies and Institutions for Environmental 
Sustainability 

0 Criterion 15: Monitoring and Analysis of Poverty Outcomes and Impacts. The panel 
concluded that including this criterion in the CPIA results in exaggerated focus o n  poverty 
monitoring and thus it should be removed. 

0 Criterion 10: Policies and Institutions for Environmental Sustainability. As explained above, 
the panel recommended moving this criterion f rom Cluster B to Cluster C. 

As Table 3 shows the above adjustments would result in f ive criteria in this cluster: (i) Gender; 
(ii) Equity o f  Public Resource Use; (iii) Building Human Resources; (iv) Social Protection and 
Labor; and (v) Policies and Institutions for  Environmental Sustainability. 

Table 3: CLUSTER C: POLICIES FOR SOCIAL INCLUSION/EQUITY 

Cluster D - Public Resource Management and Institutions 

0 Criterion 18: EfJiciency of Revenue Mobilization. As explained above, the panel 
recommended that the expenditure component o f  criterion 12 (Equity o f  Public Resource 
Use) be combined with this criterion. Some panel members also raised the possibility o f  
combining criteria 19 and 20, but there was n o  consensus on this issue. 

The above adjustment results in a slight change to the criteria in this cluster, though the number 
o f  criteria in this cluster (five) remains unchanged: (i) Property Rights and Rule-based 
Governance; (ii) Quality o f  Budgetary and Financial Management; (iii) Eff ic iency and Equity o f  
Revenue Mobilization; (iv) Quality o f  Public Administration; and (v) Transparency, 
Accountability and Corruption in the Public Sector. A comparison o f  the current and proposed 
Cluster D i s  presented in Table 4. 
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Table 4: CLUSTER D: PUBLIC SECTOR MANAGEMENT AND INSTITUTIONS 

10. A full l ist ing o f  the proposed new criteria i s  presented in B o x  1. 

Box 1: SUGGESTED CPIA CRITERIA 
A. Economic Management 

1. 
2. Fiscal and Debt Policy 

3. Trade 
4. Financial Sector 
5. Business Environment 

6. Gender 
7. Equity o f  Public Expenditure 

8. Building Human Resources 
9. Social Protection and Labor 
10. Policies and Institutions for Environmental Sustainability 

D. Public Sector Management and Institutions 
1 1. Property Rights and Rule-based Governance 
12. Quality o f  Budgetary an ancial Management 

Monetary and Exchange Rate Policy 

B. Structural Policies 

C. Policies for Social Inclusion 

Equity o f  Revenue Mobil izat ion 
l ic Administration 
Accountability and Corruption in th 

B. Weighting 

11. Under the current scheme, each o f  the 20 criteria are weighted equally (5 percent each). 
However, because the number o f  criteria under each o f  the four clusters varies, the weight for  
each cluster i s  not equal. Cluster A, with four criteria, receives a 20 percent weight; Cluster B, 
with six criteria, a 30 percent weight; Cluster C, with f ive criteria, a 25 percent weight; and 
Cluster D, with five criteria, a 25 percent weight. Panel members noted that in the absence o f  
empirical evidence i t  was dif f icult  to justify the assignment o f  weights. The panel agreed that 
any decision on the weights to be given to  the different clusters should wai t  for  the results o f  the 
analytical work that the panel recommends the Bank should carry out. This work should attempt 
to reduce the dimensionalities o f  the data by limiting overlap (principal components analysis) 
and/or focusing on common factors among variables to  infer the underlying structure (factor 
analysis). The assignment o f  weights should also take into account the possible contribution o f  a 
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cluster/criterion to growth and poverty reduction. Disclosure o f  the ratings will also al low 
researchers and others to  pursue this complex issue that could contribute to  strengthen the 
system. 

12. Panel Recommendations. The panel recommended that the Bank undertake analysis, 
e.g., principal component analysis and factor analysis, to in form the possible assignment o f  
different weights to the various clusters and criteria. 

C. Governance Factor 

13. The panel discussed the governance factor. Although this lies outside the formal C P I A  
process, i t i s  an important element in the allocation o f  IDA resources, which i s  the principal 
purpose for which the CPIA  i s  used. The panel recognized the importance o f  good governance 
to development and to the efficient and effective use o f  public resources. Panel members noted 
that, in addition to the governance cluster (questions 16-20 in the current criteria), several 
dimensions o f  governance are l ikely to influence the outcome o f  other C P I A  criteria. 

14. The panel asked staff to clari fy how the governance-related components o f  the CPIA  
affect IDA allocations. Staff explained that IDA resources are allocated in per capita terms o n  
the basis o f  the country’s IDA Country Performance (ICP) rating, and to a lesser extent, GNI per 
capita. The ICP is based o n  the CPIA rating, country portfol io performance, and a governance 
factor. The I C P  i s  obtained by f i rs t  calculating a weighted average o f  the CPIA  (80 percent) and 
the portfol io rating in the Bank’s Annual Report o n  Portfolio Performance (ARPP) (20 percent), 
and then by multiplying this weighted average by the governance factora4 This results in a large 
impact o f  changes in governance ratings o n  IDA performance rat ing and consequently on the 
allocation o f  IDA resources. I t  has been recently estimated that the weight o f  governance in the 
ICP i s  about t ~ o - t h i r d s . ~  

The special treatment o f  governance in the allocation system i s  under review and was discussed during the first 
IDA14  Replenishment meeting held in Paris on  February 19-20, 2004. See I D A  ’s Performance-Based 
Allocation System - Update on Outstanding Issues, (IDAiSecM2004-0061), February 2004. The performance- 
based allocation (PBA) for country i i s  determined as: 

A x (IDA rating J2 x Population i x (GNIIcap i)-.125 
P B A  . = ........................................................................ 

[(IDA rating i)* x Population i x (GNIIcap i)‘.125] 

The IDA rating for country i is:  

Where GF i s  the governance factor defined as: GFi = (Av. Rating o f  gover. criteria i / 3.5)’.5 

IDA Rating i = (0.8 x CPIA i + 0.2 x ARPP i) x GF i 

At this time, the governance factor i s  derived from the average rating for seven governance criteria that are part 
o f  IDA’S Performance-Based Allocation system. The seven criteria include the six governance-related CPIA 
criteria (#4 and #16-20) plus the procurement practices criterion included in the ARPP rating. The governance 
factor i s  calculated by dividing the average rating o f  these seven criteria by 3.5 (the midpoint o f  the 1-6 rating 
scale) and applying an exponent o f  1.5 to this ratio. 
See I D A  s Performance-Based Allocation System - Update on Outstanding Issues (IDAISec M2004-006 1)) 
February 2004. 
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15. The panel noted that this procedure i s  highly nontransparent: the very large weight given 
to the govemance factor i s  not  obvious f rom the complex formula. The panel agreed that while 
the govemance dimensions in cluster D o f  the CPIA capture aspects that are important to achieve 
successful development outcomes and for the transparent use o f  extemal resources, the implici t  
impact o f  govemance o n  IDA allocation seemed nevertheless excessive in light o f  the results o f  
the available empirical literature. The analytical work suggested above will provide a good 
opportunity to reconsider the appropriateness o f  the weight given to  govemance dimensions in 
the allocation o f  IDA resources. 

16. Panel Recommendations. Panel members fe l t  that the current impl ic i t  weight given to 
govemance in the IDA allocation process, mainly through the governance factor, appears 
excessive; they felt that such a large weight does not find empirical support in available 
literature. Thus, in the interest o f  transparency and integrity, the panel recommended that the 
Bank use the results o f  the analytical work  discussed above under “Weighting” to  determine a 
weighting for govemance based on more solid analytic underpinnings. 

D. Rating Scale 

17. 
follows: 

The C P I A  rates country performance o n  scale o f  1 to 6 for each o f  the 20 criteria, as 

1 
2 Unsatisfactory 
3 Moderately unsatisfactory 
4 Moderately satisfactory 
5 Good 
6 

Unsatisfactory for  an extended period 

Good for an extended period 

18. Rating levels o f  2, 3, 4, and 5 for each criterion are fully defined in guidelines to staff. 
Half-point intervals can be assigned only between the ratings o f  2 and 5. T o  clar i fy the meaning 
o f  “extended period”, a rule was established that when a country i s  rated a 2 (unsatisfactory) in a 
given criterion for  three consecutive years, i ts rating in this criterion i s  automatically reclassified 
to 1 in the third year. Similarly, if a country i s  rated 5 (good) for three consecutive years in a 
given criterion, i t s  rating i s  automatically reclassified to 6 in the third year. Some concems have 
been expressed that this approach does not  adequately capture changes in performance at either 
the bottom or the top o f  the scale. In the case o f  poor performers, for  example, the present 
rating system can have important implications for IDA allocation by limiting differentiation and 
preventing a more accurate measurement o f  performance. The panel discussed the implications 
o f  extending the range o f  grading levels to include 1.5 and 5.5 ratings and concluded that i t was a 
sensible approach. 

19. The panel recommended that the CPIA rating scale be 
adjusted to al low for the assignment o f  ratings o f  1 and 1.5 as we l l  as 6 and 5.5 to  extremely l o w  
or extremely high performers, respectively. To guide the staff in preparing the ratings, the 1 and 
6 ratings should be expl ici t ly defined for a l l  criteria, in a manner consistent with the 2, 3, 4, and 
5 ratings. 

Panel Recommendations. 
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IV. Panel Discussion and Recommendations on CPIA Process 

A. Client Involvement 

20. Panel members felt that client involvement in the CPIA  process i s  important, particularly 
given country authorities’ current lack o f  knowledge (perceived or  actual) about the 
methodology, content, process, and use o f  CPIA ratings. Under the present framework, country 
directors/country managers provide government authorities with the f inal ratings for  the country, 
along with average ratings for IDA borrowers and the country’s IDA allocation amount. The 
discussions are expected to be part o f  the ongoing pol icy  dialogue between the country and the 
Bank, helping to  identi fy areas where country performance i s  perceived to be relatively weak, 
options to address the identified issues and possible avenues for the Bank to  assist the country to 
tackle those issues. F r o m  discussions with staff, the panel understood that past coverage and 
depth o f  these discussions has been uneven across countries. For  the fiscal year 2003 exercise, 
however, the panel was informed that management has placed pr ior i ty o n  the discussions and full 
coverage i s  expected. The panel was briefed o n  the feedback received so far f rom country 
directors. The panel was also briefed o n  the outcome o f  the Bank’s consultations o n  the CPIA 
methodology and process that were held in Addis Ababa and Dakar in October 2003, and 
Ouagadougou in November 2003, with representatives o f  several Afr ican states. 

2 1. The panel recommended that country involvement in the 
CPIA process be strengthened as an integral part o f  the ongoing pol icy  dialogue between the 
Bank and the country. This could include an early discussion o f  the Bank’s views o n  country 
progress in addressing the issues identified during the discussion o f  the f inal ratings in the 
previous CPIA  exercise, which might be particularly valuable in helping to better in form and 
educate the country, This would also help identify areas where the Bank’s and the country’s 
assessments might differ, providing the authorities with an opportunity to comment o n  the 
Bank’s views. Such a step would also complement the ex-post discussions that are already part 
o f  the process by providing another opportunity for  the Bank to  answer country authorities’ 
questions about the C P I A  methodology, content, and process. The panel also noted that a 
broader consultative process could pose r i sks  for the integrity o f  the system and pointed out the 
need for strong checks and balances. Panel members underscored that such discussions should be  
“consultations not negotiations,” to minimize potential lobbying for rat ing changes by countries. 

Panel Recommendations. 

B. Benchmarking 

22. The panel discussed in detail the benchmarking phase that i s  the starting point o f  the 
CPIA  exercise. I ts objective i s  to determine the ratings o f  a small sample o f  countries that will 
be used later as guideposts for the second phase o f  the exercise. Staff mentioned that for the 
benchmarking phase countries f rom each o f  the Bank’s six operational Regions are selected in 
consultation with Regions, Networks, and central departments. The objective i s  to have a 
representative country sample that includes IBRD and IDA-el ig ib le borrowers, good as we l l  as 
poor performers, and that have a ratings distribution similar to that o f  the full set o f  countries in 
the CPIA exercise. 

23. A s  Section I1 outlined, the process starts with country teams proposals that are in i t ia l ly  
reviewed by the Regional Chief  Economist’s office, and then by Network sector specialists and 
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All Countries 
Region Total IDA 
AF R 45 37 
EAP 19 11 
ECA 28 10 
LAC 28 9 
MNA 9 2 

by central departments. The final ratings are determined at a two-day meeting in which 
representatives o f  the Regions, Networks and central departments review the proposed ratings 
for al l  the criteria and for al l  the countries. The objective i s  to ensure that given the criteria, the 
ratings are set at the right level and are consistent across countries and across Regions. At the 
conclusion o f  the benchmarking phase these ratings are “frozen” and the second phase o f  the 
CPIA exercise begins. 

Benchmark Countries 
Total IDA 

4 4 
3 2 
3 2 
5 2 
3 1 

24. The panel discussed the procedures used to ensure that the choice o f  benchmark countries 
did not bias the overall distribution o f  the ratings. For  example, tilting the set o f  benchmark 
countries toward good performers could lead to a downward bias for the other countries’ ratings. 
Staff clarified that because countries were explicitly rated against the criteria the issue o f  the bias 
was addressed. In addition, an effort i s  made to ensure that the sample o f  countries selected 
mirrors f rom a performance standpoint the countries in the CPIA  exercise. In the 2003 CPIA  
exercise, for  example, 19 o f  the total 136 rated countries were included in the benchmarking 
phase (see Table 5) covering a sample o f  IDA and IBRD countries and a wide range o f  
performance.6 According to the 2002 CPIA  ratings, the average and the standard deviation o f  
the ratings o f  the 2003 benchmark countries were 3.46 and 0.51, respectively, whi le for  the full 
set o f  countries covered in the exercise the average and standard deviation were 3.47 and 0.66, 
respectively. The set o f  benchmark countries i s  also reviewed every year, taking into account 
the need to maintain the continuity in the benchmark set, as we l l  as the need to refresh the 
sample. The continuing introduction o f  new countries in the sample also provides an opportunity 
for a detailed review o f  their ratings, further increasing the robustness o f  the exercise. 

SAR 
Total 

Table 5: CPIA 2003 - Number of  Countries Rated and Benchmarked 

7 7 1 1 
136 76 19 12 

25. The panel agreed that the benchmarking phase represented an important step in the C P I A  
process and that the procedures used to  select countries were adequate to  ensure the effectiveness 
o f  this step. Panel members felt, however, that this phase o f  the exercise i s  probably not we l l  
understood by countries, or  by others trying to understand the C P I A  process, and that broader 
dissemination o f  the objectives o f  the benchmarking phase was warranted. 

The 19 countries included in the 2003 benchmarking exercise were Burkina Faso, Central Afr ican Republic, 
Ethiopia, Uganda, Lao PDR, Philippines, Vietnam, Lebanon, Morocco, Yemen, Brazil, Dominican Republic, 
Ecuador, Grenada, Nicaragua, Albania, Bulgaria, Kyrgyz Republic, and India. 
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26. Panel Recommendations. The panel recommended that Bank staff be more proactive in 
explaining to country counterparts the purpose o f  the benchmarking phase, and the process by 
which the benchmark countries are selected. 

C. Revision o f  the Criteria 

27. In the past, major reviewhevisions o f  the CPIA criteria have been undertaken every three 
years, with minor f ine tuning to clari fy specific criteria done as needed in the interim. A major 
independent review o f  the CPIA  was undertaken in 2001 by the Operations Evaluation 
Department (OED), as part o f  i ts review o f  the IDA Performance Based Allocation ~ystem.~ 
Prior to the 2001 exercise, a staff working group was formed to review the C P I A  and propose 
changes. The revisions introduced in 2001 took into account the work  done by the working 
group as we l l  as the recommendations o f  the OED report. These revisions were discussed with 
CODE in July 200 1. 

28. In terms o f  the periodicity o f  the revisions o f  the criteria, the panel argued a need for 
constancy in the questionnaire to al low for comparability over time and facilitate the pol icy 
dialogue with country counterparts. Thus, the panel fe l t  that frequent major revisions to the 
questionnaire should be avoided. However, the panel also noted the importance o f  incorporating 
the “state o f  the art” in development thinking in the criteria. 

29. For the sake o f  continuity and comparability, the panel 
recommended that major changes to the CPIA clusters be made o n  a longer cycle, for  example 
every six years, recognizing that minor  adjustments in the questionnaire (for the sake o f  
clarification, rationalization, etc.) may  be  necessary within that t ime period. Those revisions 
should take into account concems o f  client countries. 

Panel Recommendations. 

D. Advisory Committee 

30. The panel discussed the advisability o f  creating a consultative advisory committee for the 
ratings exercise. The panel agreed that the periodic reviews o f  the CPIA methodology, content, 
and process would benefit f rom outside external advice. The panel also discussed whether an 
existing Bank body could fulfill this role, but concluded that a committee composed o f  non-Bank 
staff would be preferable. The panel also debated whether this committee should have a dispute 
resolution mechanism in cases where country authorities disagree with the ratings. I t  was noted 
however, that such a role o f  the committee would interfere with Management’s role. I t  was also 
pointed out that there are other channels available for country authorities to  bring their concerns 
to  the attention o f  Bank management, if they feel a need to do so, and that full disclosure o f  the 
ratings and consequently their availability to researchers and others wou ld  help to  point out 
inconsistencies and contribute to increase their robustness. 

3 1. Panel Recommendations. The panel recommended that an independent, standing 
committee (not an existing body) be established to undertake a formal review o f  the CPIA  
methodology, content, and process every three years. During the annual CPIA  exercise, some 

Additions to IDA Resources: Twelfth Replenishment-A Partnership for Poverty Reduction (IDA/R98-19511), 
January 12, 1999, and OED I D A  Review: Review of the Performance-Based Allocution System, IDAlO-12 
(CODE2001-0012), February 15,2001. 
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members o f  the committee could be available to review especially dif f icult  cases and, when 
warranted, to suggest that Management take a further look at particular ratings. However, 
recognizing that ultimate accountability and responsibility for the C P I A  ratings rests with the 
Bank, the committee would not have any appellate or dispute resolution function. 

E. Budget 

32. The CPIA  has become a complex and lengthy exercise that absorbs a significant amount 
o f  staff time. I t  typical ly starts in MarcWApri l  and ends in OctoberLVovember. Some o f  the 
changes recommended in this report, such as the deeper client consultation, could further 
lengthen the exercise. Other recommendations such as the streamlining o f  the CPIA  criteria to 
reduce the number o f  criteria, and the reconsideration o f  the coverage and frequency o f  the 
exercise, could to some extent lower staff costs. In any event, at this t ime there i s  no special 
budgetary allocation for the CPIA exercise. Regional, Network, and central departments’ staff 
time spent o n  the exercise i s  charged against units’ regular work program budgets. Bank staff 
have estimated the annual cost o f  the exercise at roughly U S D  1.5 mi l l ion.  Given the 
importance o f  the C P I A  in allocation o f  IDA resources i t  i s  important that this activity be 
explicitly and fully funded. By doing so management will further underscore the importance it 
attaches to the exercise. 

33, 
be expl ici t ly and fully funded. 

Panel Recommendation. Going forward, the panel recommended that the CPIA exercise 

F. Frequency 

34. Given the complexity and cost o f  the exercise, the panel discussed h o w  frequently the 
CPIA exercise should be conducted. Currently, the C P I A  i s  undertaken annually for  a l l  IBRD 
and IDA borrowers. In the 2003 CPIA exercise, 60 o f  the total 136 countries rated were IBRD 
countries. I t  was noted that given the nature o f  the criteria, country ratings are not  expected to  
change much f rom one year to another. As input to the discussion, panel members were briefed 
on some o f  the uses o f  the CPIA ratings: 

0 

0 

0 

0 

0 

0 

T o  provide a k e y  input to the IDA country performance ratings and IDA allocation 
process; 
T o  in form Country Assistance Strategy business plans and country po l icy  dialogue; 
To assist in the Quality Assurance Group’s (QAG) assessment o f  the degree o f  portfol io 
risk; 
To help identi fy countries for extra attention o n  fiduciary standards and governance; 
T o  provide background to OED’s Country Assistance Evaluations; and 
To offer input to research on the determinants o f  growth and poverty reduction. 

35. Panel Recommendations. Given that CPIA  ratings are used annually as an input to the 
IDA allocation process, the panel recommended that the exercise continue to  be conducted 
annually for  IDA-el ig ib le borrowers. However, to reduce the significant cost (particularly in 
terms o f  staff time) and to help manage the length o f  time required to conduct the exercise, the 
panel recommended that management consider moving to a three-year cycle for  rating IBRD- 
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only countries (with the possible exception o f  benchmark countries), particularly as IBRD 
ratings are not  subject to disclosure. 

VI. Panel Discussion and Recommendations on Other Issues 

A. Disclosure 

36. Panel members were briefed o n  the discussions that have been taking place in the context 
o f  IDA replenishment negotiations and at the Board regarding proposals for full disclosure o f  
CPIA ratings for IDA-el igible borrowers. Staff explained that, starting in fiscal year 2000, the 
Bank began disclosing in a quintile format for IDA-el igible borrowers the results o f  the CPIA  
ratings and i t s  four clusters, and the IDA Country Performance (ICP) ratinga8 The ratings are 
posted on the Bank’s external website.’ Thus, the quintile-based ratings for IDA-el ig ib le 
borrowers and the methodology o f  the Performance Based Allocation system are currently in the 
public domain, while the detailed CPIA  and ICP numerical ratings for  an individual country are 
available on l y  to Bank staff and the respective country authorities. 

37. The panel discussed the benefits and costs o f  disclosure o f  the ratings for  IDA-el ig ib le 
countries, concluding strongly in favor o f  full disclosure. Panel members felt that disclosure 
would be beneficial for rated countries, for the Bank, and for other stakeholders, such as 
bilateral and multilateral institutions, researchers, and academia. The panel noted that 
information sharing and outside scrutiny would l ike ly  contribute to further improvement o f  the 
CPIA methodology, content, and process over time. Although some panel members felt that full 
disclosure could take place immediately, i t  was considered advisable to  implement the changes 
in process and content recommended above prior to  disclosure. Such sequencing would also 
address possible issues o f  comparability o f  ratings under the o ld  and revised systems. The panel 
found l i t t le value-added in the disclosure o f  the ratings in the form o f  half-point ranges. Panel 
members also felt that Bank staff needed t ime to properly prepare for  full disclosure, including 
preparing adequate information on the ratings that will help the public to interpret them. Some 
panel members also noted that once disclosure occurs, the Bank should closely monitor any 
potentially adverse impacts o n  borrowers, such as misinterpretation o f  ratings by financial 
markets, any impact on foreign direct investment, and/or the abuse o f  the ratings for  pol i t ical 
gain. Several panel members fe l t  that the benefits o f  disclosure wou ld  also accrue to release o f  
the ratings o f  IBRD countries, although i t  recognized that n o  such proposal was currently under 
consideration. 

38. Panel Recommendations. The panel recommended that the Bank continue disclosing 
ratings for IDA-el igible countries in quintile format for  the t ime being, and that i t  incorporate the 
enhancements to the system suggested by the panel and summarized in this report in time for full 
disclosure o f  the numerical ratings o f  the 2005 C P I A  exercise for  IDA-el ig ib le borrowers. The 
panel did not  find that disclosure o f  the 2003 or 2004 ratings in the fo rm o f  half-point ranges 

This coincided with the twelfth replenishment o f  IDA, which covered the period FY2000-02 (i.e., July 1999 to 
June 2002). 
See http://~iteresomces.wo~ldbank.or~/TDA/Resources/CPIA2O02.pdf. 9 
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would add much information to the existing practice o f  disclosing ratings in a quintile format. 
The panel also concluded that the write-ups that accompany the ratings should not  be disclosed, 
as this might discourage candid assessments by staff. 

B. Harmonization 

39. The panel noted that other multilateral institutions also undertake rat ing exercises based 
o n  criteria that have substantial similarities with the CPIA. The panel also noted that duplication 
o f  efforts by multilateral development banks in preparing ratings for  their respective clients 
places an additional burden o n  borrowing countries. Moreover, if there i s  a high correlation 
among the ratings o f  the different institutions, as could be expected, the value-added o f  these 
independent efforts was limited. The panel saw in this area an opportunity for  efficiency gains 
through harmonization, although it recognized the difficulties in pursuing harmonization 
initiatives in the absence o f  disclosure. Panelists agreed that as ratings are disclosed, multilateral 
institutions should consider harmonizing their efforts in this area to reduce the burden o n  country 
counterparts and o n  the staffs o f  the institutions. 

40. Panel Recommendations. T o  reduce the burden o f  ratings exercises o n  country 
counterparts and to decrease inefficiencies associated with each agency having a different rating 
system, the panel recommended that, as the Wor ld  Bank moves toward disclosure, i t  work with 
other multilateral development banks (MDBs) to harmonize the different rat ing systems to the 
extent possible. This recommendation also supports the ongoing efforts among MDBs in the 
area o f  harmonization o f  policies, procedures and processes. lo 

VI. Closing of  Panel Review 

41. Panel members would like to thank the Bank for organizing the panel and for giving them 
the opportunity to participate in this review. The panel would also l i k e  to  thank staff for the 
candid discussions that took place throughout the panel’s deliberations and for the t imely 
background information provided. Overall, panel members found the review stimulating, and 
they hope that their recommendations will prove useful in improving the C P I A  methodology and 
content, and in helping the exercise meet current challenges. 

See Rome Declaration on Harmonization (February 25, 2003), accessible at: 
http:l/www 1 .worldbank.org/hannonizatiodromehlf/ Documents/RomeDeclaration.pdf; and Harmonization 
Follow-up: Global Architecture and World Bank Activities (September 22, 2003), accessible at: 
http://imagebank.worldbank.org/servlet/WDS~IBank~Servlet?pcont=details&eid=0000 12009-2003 100 1 10085 

10 
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THE WORLD BANWIFUMIGA OFFICIAL USE ONLY 
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DATE 

TO: 

FROM: 

EXTENSION: 

SUBJECT: 

February 10,2004 

Executive Directors and Alternates 

W. Paatii Ofosu-Amaah 

81752 

Panel of Experts Review of the Country Policy and Institutional Assessments 
(CPIA) .Revised Terms of Reference 

Attached i s  a Cover Note along with the revised terms of  reference fo r  the Panel review 
o f  the Country Pol icy  and Institutional Assessments (CPIA), wh ich  takes in to account the 
comments received f rom the Executive Directors. 

Questions o n  this document may be addressed to Mr. Coutinho (ext. 32254). 

cc: The President 
Bank  Group Senior Management 

T h i s  document has a restricted distribution and may be used by recipients only in the performance o f  their official 
duties. Its contents may not otherwise be disclosed without World Bank Group authorization 
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N o t e  on the revised T e r m s  o f  Reference f o r  CPIA Disclosure 

Attached for information please find the revised terms o f  reference for the Panel 
review o f  the Country Policy and Institutional Assessments (CPIA), which takes into 
account the comments received from the Executive Directors. Management appreciates 
the rapid response o f  the Executive Directors to  the draft terms o f  reference as well as the 
insightful issues raised. The full range o f  views expressed was carefully considered, and 
reflected to the extent possible in the terms o f  reference. 

Consistent with the commitment made by Management during previous Board 
discussions o n  C P I A  disclosure, and to keep the Panel’s task manageable whi le moving 
expeditiously, the focus o f  the Panel’s terms o f  reference will remain o n  the CPIA  
methodology and process. With respect to the performance based allocation system, the 
ongoing work that i s  underway to  refine the system will be made available to the Board in 
due course. 

Several Executive Directors expressed the desire to communicate their views to 
the Panel. Those that wish to do so may  forward writ ten comments through the Vice 
President and Corporate Secretary, who will ensure that these are passed o n  to the Panel. 
The Panel’s schedule i s  also being planned to al low Executive Directors an opportunity to 
meet the Panel members. 

The possibility o f  extending the Panel’s deliberations by one additional day was 
explored but found to  be unfeasible due to scheduling constraints o f  several Panel 
members. The Panel’s interactions, however, will not  end with the two-day meeting. Panel 
members will be in communication electronically between the February meeting and the 
submission o f  their f inal report planned for mid-March. Moreover, in analyzing the C P I A  
system the Panel will have the benefit o f  the 2001 OED review o f  the implementation o f  
the IDA 10-12 replenishment agreements, (See I D A  ’s Partnership for Poverty Reduction 
(FY94-FYOO) - An Independent Evaluation, (IDA/SecM2001-0306), May 1, 2001, which 
covered the CPIA  extensively. 

Several Executive Directors enquired about the possibility o f  setting up a systematic 
review o f  the C P I A  methodology and process to be conducted at regular intervals. 
Management will address this issue in the context o f  the paper to  be presented to the 
Board before the end o f  FY04 covering the experience with disclosure, the Panel 
recommendations, and the action plan to address any outstanding issues. 
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Panel o f  Experts Review of  the Country Policy and Institutional Assessments 

TERMS OF REFERENCE 

1. The Country Policy and Institutional Assessment (CPIA) ratings and the IDA 
Country Performance (ICP) ratings, which are main ly  derived f rom the C P I A  ratings, are 
the key  elements o f  the IDA performance-based allocation (PBA) system.’ Because o f  the 
importance o f  IDA’S assessment system in the allocation o f  resources, there i s  
considerable interest in the CPIA, and growing sentiment in favor o f  greater transparency 
and disclosure o f  it. Since 2000, IDA has been disclosing the relative C P I A  ratings for 
countries eligible for  IDA financing, classified in a quintile formate2 During the 
Executive Board discussion o f  a proposal to broaden the disclosure o f  the ratings, several 
Executive Directors recommended that an independent Panel be assembled to review the 
CPIA ratings process and methodology. The te rms  o f  reference for the aforementioned 
panel are provided below. 

Background 

2. CPIA Ratings. The Bank initiated country assessments in the late 1970s to help 
guide the allocation o f  lending resources. The criteria evolved significantly over time, 
reflecting lessons learned and mirroring the evolution o f  the development paradigm. The 
objective o f  the C P I A  i s  to assess the quality o f  a country’s po l icy  and institutional 
framework to foster sustainable growth, poverty reduction, and the effective use o f  
development assistance. This i s  an inherently di f f icul t  task. The ratings should depend o n  
actual policies, rather than intentions, and should depend on the level rather than changes 
from the previous year. The criteria are focused o n  policies and institutional arrangements, 
the key elements that are within the country’s control, rather than o n  actual outcomes 
(e.g., growth rates). The presumption i s  that good policies and institutions will lead, o n  
average over time, to higher growth rates and poverty reduction, notwithstanding possible 
yearly fluctuations due to external factors. The ratings are used not on ly  in the IDA 
allocation process, but in several other corporate activities. 

3. Today, the C P I A  i s  an annual exercise covering 136 countries. The CPIA  
questionnaire consists o f  20 equally weighted criteria representing the different po l icy  and 
institutional dimensions o f  an effective poverty reduction and growth strategy. The 
criteria are grouped in four clusters covering Economic Management, Structural Policies, 
Policies for  Social Inclusion and Equity, and Public Sector Management and Institutions. 
In practice, changing the number o f  criteria included in a cluster has modif ied the weight 
that a given cluster receives in the CPIA. For  each o f  the 20 criteria, countries are rated 
on a scale o f  1 (low) to  6 (high), and these ratings are averaged to  yield a composite 

For a recent description o f  the CPIA and ICP ratings, see Annex 1 o f  Additions to I D A  Resources: 
Thirteenth Replenishment (IDAISecM2002-488), September 17, 2002, at 
httu:llsiteresources.worldbank.ordIDAl 
ResourceslFinaltextIDA 1 3Report.udf. 
See Country Assessments and I D A  Allocations, November 2000, posted at http:llwww.worldbank.org/ 
idalidal1oc.htni. 
The 2003 questionnaire has been included in the set o f  materials distributed to the Panel. 

1 

3 
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country rating. The ratings reflect a variety o f  indicators, observations, and judgments 
based o n  country knowledge originated in the Bank, through analytic work  or pol icy 
dialogue, or based o n  work done by partners and relevant publ ic ly available indicators. 

4. The CPIA  ratings are prepared by country teams and are then subjected to a 
process o f  institutional review, f i r s t  within each Region and then by the Networks (e.g. 
Human Development, Financial Sector) and Central Departments, to ensure consistency 
within and across Regions. The process o f  determining the ratings involves two k e y  
stages. The first i s  the benchmarking phase. The key objectives are to ensure that the 
ratings are pitched at the right level and that they are comparable across Regions. Several 
countries representing the six operational Regions o f  the Bank are selected, and country 
teams submit rating proposals that are accompanied by a writ ten justification. These 
proposals are in i t ia l ly  vetted by the respective Regional Chief  Economist, and afterwards 
reviewed by Central Departments and Networks. The final ratings are then determined at 
a Bankwide meeting. In the second stage, and using the above ratings as benchmarks, a 
similar process i s  fol lowed to determine the ratings for the remaining one hundred-plus 
countries. Given the sheer number o f  countries being reviewed, communication o n  a 
virtual basis replaces the final meeting. 

5. As mentioned, the criteria have evolved overtime to address issues found in 
applying the criteria and to take into account lessons f rom experience. A major review 
and revision o f  the criteria took place in 2001. This review benefited f rom the 
conclusions o f  a report prepared by the Operations and Evaluation Department (OED), the 
independent evaluator o f  the Wor ld  Bank. The report was prepared in the context o f  an 
evaluation o f  the implementation o f  the IDA1 0-12 replenishment  agreement^.^ The 
OED’s review made several suggestions aimed at strengthening the CPIA, including the 
establishment o f  a written record for  each country providing the rational for  each rating, 
continuing improvements in the design o f  the rat ing system and increased d i s c l ~ s u r e . ~  In 
addition Management established a working group that thoroughly reviewed the ratings 
criteria. The changes made as a result o f  both reviews included, among others, the 
establishment o f  a writ ten record, the provision o f  detailed guidance for  criteria with 
several sub-components, the broadening o f  the set o f  benchmark countries, significant 
revision in the content o f  the criteria, and the completion o f  definitions for  rating levels 2 
to 5 (previously only the 2 and 5 rat ing levels were fully defined). These changes in the 
CPIA process and methodology were discussed with the Board’s Committee o n  
Development Effectiveness (CODE) in July 2001. 

6. CPIA and IDA Allocation. IDA resources are allocated in per capita terms o n  the 
basis o f  the country’s I C P  rating, and to a lesser extent, GNI per capita. The ICP i s  based 
on the CPIA  rating, the country portfol io performance, and a governance factor. The I C P  
i s  obtained by calculating a weighted average o f  the CPIA  (80 percent) and the portfol io 

See IDA’S Partnership for Poverty Reduction (FY94-FY00) - An Independent Evaluation, 
(IDA/SecM2001-0306), May 1, 2001. 
T w o  other OED recommendations - the need to re th ink the governance discount, and  the need to  
strengthen the l inks between the performance-based al location and the Bank’s Country  Assistance 
Strategy and the PRSP process - fa l l  outside the C P I A  domain and were addressed elsewhere. 
The OED report and a Work ing  Group report discussing the changes introduced in the 2001 C P I A  are 
included in the set o f  materials distributed to the members o f  the panel. 
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rating in the Bank’s Annual Report o n  Portfolio Performance (ARPP) (20 percent), and 
then multiplying this weighted average by the governance factor.’ U s e  o f  the ICP rating 
ensures that strong performers receive, in per capita terms, a higher amount o f  IDA’s 
resources than do weak performing countries. 

7. In FYOO (the start o f  IDA12),’ IDA began disclosing, in a 
quintile format, the ratings for IDA-el igible countries. The ratings have been discussed 
with each country’s authorities and the quintile-based rating results for the CPIA, its four 
clusters, and the I C P  rating posted o n  the external website.’ Thus, whi le the criteria 
underpinning the CPIA ratings and the methodology is in the public domain, the detailed 
CPIA  numerical ratings for individual countries are available only to W o r l d  Bank staff. 
During the discussions to broaden the disclosure o f  the C P I A  results, several Executive 
Directors recommended that an independent Panel be  convened, to be composed o f  both 
academic and government officials drawn f rom developed and developing countries, to 
conduct an intensive review o f  the methodology and process of  the CPIA and to advise o n  
any possible improvements. Some concerns expressed included the degree o f  robustness 
o f  the methodology, the role o f  judgment in the determination o f  the ratings in contrast to 
an approach more directly based o n  quantitative indicators, the complexity o f  the criteria, 
the lack o f  consensus among development practitioners o f  the relative importance for 
growth and poverty reduction o f  the different dimensions that the criteria attempt to 
capture, the di f f icul ty in defining adequate policies in a “one sizefits all” framework, and 
the possible effects o f  disclosure o f  less than robust ratings o n  foreign direct investment 
and other financial f lows to some countries. 

Disclosure Practice. 

T e r m s  o f  Reference 

8. The focus o f  the Panel i s  o n  assessing the CPIA process and methodology. 
Outlined below i s  a l is t  o f  questions, including issues raised by Executive Directors, that 
wil l be put to the Panel. The Panel may  also want to add other issues that i t  finds 
appropriate to ensure a full review o f  the C P I A  process and methodology. Management 
will be looking forward to the Panel’s assessment and recommendations o n  how to 
increase the robustness o f  the CPIA, and will share the Panel’s findings with Executive 
Directors. 

! 

The special treatment o f  governance in the allocation system i s  under review. At this time, the 
govemance factor i s  derived from the average rating for seven governance criteria that are part o f  the 
IDA’s performance-based allocation system. The seven criteria include the six governance-related 
CPIA criteria (#4 and #16-20) plus the procurement practices criterion included in the ARPP rating. 
The govemance factor i s  calculated by dividing the average rating o f  these seven criteria by 3.5 (the 
midpoint o f  the 1-6 rating scale) and applying an exponent o f  1.5 to this ratio. 
The twelfth replenishment o f  IDA covered the period o f  FY00-02, Le., July 1999 to June 2002. 
See htt~:llsiteresources.worldbank.or~lIDAlResources~PBAAR4.~df 

7 
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Methodology 

0 Overall Criteria. The CPIA  assesses the quality o f  existing policies and their 
implementation rather than intentions or promises. “Quality” means the degree to 
which a country’s framework i s  conducive to growth and poverty reduction. D o  
the criteria provide an adequate framework to assess the quality o f  policies and 
institutions? Are the areas covered comprehensive? The criteria expl ici t ly define 
the ratings in the 2-5 ranges. Should the bottom and the top o f  the rating scale also 
be expl ici t ly defined? 

0 Content. The CPIA criteria evolved over time. Are the criteria adequate to assess 
performance? Should it be narrower? Broader? Which criteria, if any, could be 
streamlined? Are the questions explicit enough to guide staff! Each criterion 
should rate performance, rewarding equally al l  countries that are engaged in 
appropriate actions according to the criteria, whi le taking into account the 
country’s stage o f  development. Does the CPIA adequately meet this standard? 
Which questions could be revised? 

0 Weighting Procedure. Although different weights were given to  each criterion 
prior to 1998, given the complexities o f  providing a clear rationale for this 
approach, an equal weight approach was recommended. Should different weights 
be assigned to each o f  the criteria? Can a consensus be reached o n  h o w  to weigh 
the different criteria in terms o f  their contribution to  growth and poverty 
reduction? 

Process 

0 Accountability. Accountability for the ratings falls largely o n  Regional staff. I s  
this a reasonable approach? The link between the CPIA and IDA allocation, 
disclosure and associated country dialogue issues, m a y  influence a country team 
assessment o f  country performance. A re  the present checks and balances (see 
para. 4) appropriate to address these potential issues? Should the ratings process 
become more centralized within the Bank? 

0 Client Involvement. I t  has been suggested that there should be an opportunity in 
the CPIA process for each country to  review or respond to the in i t ia l  Bank 
assessment. T o  what extent should clients be involved in the C P I A  process? How 
can the benefits o f  increased ownership and credibility o f  the ratings among clients 
and donors be balanced against possible di lut ion o f  accountability? 

0 Comparability across Regions. The CPIA addresses the issue o f  comparability 
across countries and particularly across regions, through a two-stage 
benchmarking process Given that the C P I A  exercise covers 136 countries, i s  this a 
reasonable approach? Given the availability o f  data, are the existing 
guideposts/extemal indicators adequate? I s  the C P I A  underpinned by an adequate 
balance between staff judgment and the use o f  objective indicators? 
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Governance 

e The CPIA, which drives the allocation o f  IDA resources, gives a significant weight 
to governance. I s  this weight adequate? A r e  the governance related criteria we l l  
specified? A r e  they adequately grounded in objective indicators? H o w  can the 
robustness o f  these ratings be further strengthened? 

Implications of  Disclosure 

Disclosure o f  the ratings has implications for the rated countries and for the Bank. 
What are the k e y  benefits and risks associated with disclosure in terms o f  
accountability, economic management, development impact and access to external 
financing? Does the C P I A  provide a sufficiently robust framework to make these 
r i sks  manageable? What further steps could be taken to mitigate the risks? Should 
a periodic review o f  the CPIA  be instituted? 

Composition of  the Panel 

The confirmed panel members are: 

Dr. Isher J. Ahluwalia, Visiting Professor, School o f  Public Affairs, University o f  
Maryland; 

Dr. Mar io  I. Blejer, Director o f  the Center for  Central Banking Studies and 
Adviser to the Governor o f  the Bank o f  England; 

Dr. Wi l l em Buiter, Chief  Economist and Special Counselor to  the President, 
European Bank for Reconstruction and Development; 

Dr. Susan M. Collins, Senior Fellow, Economic Studies, The Brookings 
Institution; 

Dr. Naj ib  Harabi, Professor o f  Economics, Solothum University o f  Applied 
Sciences, Northwestern Switzerland; 

Dr. James Hutagalung, Deputy Minister for International Economic Cooperation, 
Indonesia; 

Dr. Harris M. Mule, Executive Director, Tims Limited; 

Dr. John Williamson, Senior Fellow, Institute for International Economics; 

Dr. Kerfal la Yansane, Lead Consultant, Afr ican Peer Review Secretariat, NEPAD 
Secretariat . 
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Working of  the Panel and Timetable 

9. The Panel will meet at the Wor ld  Bank headquarters in Washington, D.C. during 
February 17 and 18. Dr. John Wil l iamson has kindly accepted to chair the proceedings. 
The Bank will cover the cost o f  airfare, hotel accommodation, and a per diem, as we l l  as 
compensate Panel members for the time spent o n  the exercise. Bank staff and a secretariat 
wi l l  be available to answer questions f rom the Panel and provide clarifications throughout 
i ts deliberations. 

10. Prior to their arrival in Washington, Panel members will be provided with a set o f  
background materials. Upon  arrival in Washington, Panel members will be provided with 
the 2003 ratings for the IDA-el igible countries as an input for their deliberations as we l l  as 
a sample o f  country write-ups that are a k e y  input for the ratings process. This 
information should help in form the Panel’s assessment o f  the robustness o f  the ratings. 
In addition, the Panel wil l be provided with a set o f  writ ten comments f rom Wor ld  Bank 
Executive Directors on the TOR. I t  should be noted that the ratings are confidential and 
not subject to disclosure or wider circulation. 

11. The Panel i s  expected to  discuss the issues outlined above, as w e l l  as others that 
may  arise in the context o f  i ts deliberations. By the end o f  the two-day session, and o n  
the basis o f  the Panel’s findings, the Chairman will prepare a prel iminary set o f  
conclusions and recommendations. These would be elaborated in a short report to be 
presented to Bank Management by mid-March. The secretariat will assist the Chairman 
and the other Panel members with the preparation o f  the report and will facilitate 
communications, as needed, among Panel members during the Report’s preparation. 
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WORLD BANK COUNTRY POLICY AND INSTITUTIONAL ASSESSMENT 

Panel Review 

PROVIS IONAL AGENDA 

TUESDAY, FEBRUARY 17,2004 - PANEL WILL MEET IN ROOM M C  13-800 

8:30 AM Breakfast and Coffee 

9:00 AM Opening Remarks and Context for Panel’s W o r k  
James Adams, Vice President, Operations Policy and Country Services, The 

World Bank 

9:15 AM Overview of  CPIA Methodology and Process 
Rui Coutinho, Operations Policy and Country Services, The World Bank 

9:30 AM Regional and Network Perspective of  CPIA Methodology and Process 
A lan  Gelb, Chief  Economist, Af r ica Region, and Stephen Knack, Senior 

Research Economist, Development Research Group, The W o r l d  Bank 

1O:OO AM Questions and Answers 

10:30 AM Coffee Break 

10:45 AM Panel Deliberations: First Round of  Issues - Methodology 

Overall Criteria. The CPIA assesses the quality o f  existing policies for poverty reduction and growth and their 
implementation, rather than intentions or promises. D o  the criteria provide an adequate framework to assess the 
quality o f  policies and institutions? Are the areas covered comprehensive? The criteria explicitly define the 
ratings in the 2-5 ranges. Should the bottom and the top o f  the rating scale also be explicitly defined? 

12:30PM Lunch, Private Dining Rooms D & E, MC-Cl, hosted by James Adams 

2:30 PM 
Content. The CPIA criteria evolved over time. Are the CPIA criteria as detailed in the questionnaire adequate to 
assess performance? Should i t  be narrower? Broader? Which criteria, if any, could be streamlined? Are the 
questions explicit enough to guide staff’? Each criterion should rate performance, rewarding equally a l l  countries 
[hat are engaged in appropriate actions according to the criteria, while taking into account the country’s stage o f  
levelopment. Does the CPIA adequately meet this standard? Which questions could be revised? 

Continuation o f  Panel Deliberations: First Round o f  Issues - Methodology 

1:OO PM Coffee Break 
1:15 PM 
Weighting Procedure. Although different weights were given to each criterion prior to 1998, given the 
:omplexities o f  providing a clear rationale for this approach, an equal weight approach was recommended. Should 
lifferent weights be assigned to each o f  the criteria? Can a consensus be reached on  how to weigh the different 
:riteria in terms o f  their contribution to growth and poverty reduction? 

Continuation of  Panel Deliberations: First Round o f  Issues - Methodology 

5:30 - 6:30 PM Cocktail wi th Wor ld  Bank Executive Directors and Staff. MC13-121 
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World Bank Country Policy and Institutional Assessment 

Panel Review 

PROVISONAL AGENDA 

WEDNESDAY, FEBRUARY 18,2004 - PANEL WILL MEET IN ROOM MC 4W-150 

8:30 AM Breakfast and Coffee 

9:00 AM Panel Deliberations: Second Round of Issues - Process 

Accountability and Client Involvement. Accountabi l i ty for  the ratings l ies largely with Regional  B a n k  staff. I s  this 
a reasonable approach? The link between the C P I A  and IDA allocation, disclosure and associated country dialogue 
issues, m a y  influence a country team assessment o f  country performance. A r e  the present checks and balances in the 
system appropriate to  address these potential issues? Should the ratings process b e  more centralized within the Bank? 
I t  has been suggested that there should b e  an  opportunity in the C P I A  process for  each country t o  rev iew o r  respond to  
the in i t ia l  B a n k  assessment. T o  what extent should clients b e  invo lved in the C P I A  process? H o w  can the benefits o f  
increased ownership and credibi l i ty o f  the ratings among clients and donors b e  balanced against possible d i lu t ion o f  
accountability? 

10:30 AM Coffee Break 

10:45 AM Continuation of Panel Deliberations: Second Round of Issues - Process 

Comparability Across Regions. The CPIA addresses the issue o f  comparabi l i ty across countries and part icularly 
across regions, through a two-stage benchmarking process. G iven  that the CPIA exercise covers 136 countries, i s  this 
a reasonable approach? G iven  the avai labi l i ty o f  data, are the existing guideposts/external indicators adequate? I s  the 
CPIA underpinned by a n  adequate balance between staff judgment and the use .of external indicators? 

12:30 P M  Working Lunch, Catered in Room MC4W-1.50 

1:00 P M  Panel Deliberations: Third Round of  Issues - Governance 

Governance. The IDA performance rating, wh ich  drives the allocation o f  IDA resources, gives a significant weight 
:o governance, I s  this weight adequate? A r e  the governance-related criteria w e l l  specified? A r e  they adequately 
;rounded in objective indicators? H o w  can the robustness o f  these ratings b e  further strengthened? 

2:30 PM Coffee Break 

Z:45 P M  Continuation of  Panel Deliberations: Third Round of  Issues - Implications o f  
Disclosure 
:mplications of  Disclosure. Disclosure o f  the ratings has implications for  the rated countries and for  the Bank. What 
ire the k e y  benefits and r isks associated with disclosure in terms o f  accountability, economic management, 
levelopment impact, and access t o  external financing? Does the CPIA prov ide a suff iciently robust framework to  
nake these risks manageable? What  further steps could b e  taken t o  mit igate the risks? Should periodic rev iew o f  the 
:PIA b e  instituted? 

k00 P M  Panel Report on its Deliberations and Preliminary Conclusions 
Bank Staff Reaction (James Adams, Rui Coutinho, Alan Gelb, Steven Knack, others 
Discussion 

;:30 P M  Panel Review Concludes 



ANNEX D 

LIST OF MATERIALS RECEIVED BY THE PANEL 

Disclosing IDA Country Performance Ratings - Revised Recommendations, December 24, 
2003, IDA/R2003-0187/2. This paper proposes broadening the disclosure o f  the ratings. As 
part o f  this process, Bank management committed to assembling a panel o f  experts to  review 
the CPIA  methodology and coverage, with a view to strengthening it. 

Country Policy and Institutional Assessment 2003 - Assessment Questionnaire. Posted at 
http://siteresources.worldbank.or~/IDA/Resources/CPIA2003.pdf. This document contains 
the questiondcriteria used to conduct the most recent Country Pol icy and Institutional 
Assessment exercise. 

IDA’S Performance-Based Allocation System - Current and Emerging Issues, October 
2003, posted at http://siteresources.worldbank.ora/IDA/Resources/MT~BA.pdf. 

This report discusses issues related to IDA’S PBA system that were identified during 
discussions in preparation for  the IDA13  replenishment (IDA13 i s  currently in place, 
covering fiscal years 2003-2005). Issues include: (i) increased disclosure o f  the IDA country 
performance ratings; (ii) the experience with the govemance factor, introduced in 2001; (iii) 
the weighting o f  poverty in the PBA system; and (iv) allocation l imi ts o n  some large blend 
(both IDA and IBRD eligible) countries. 

Allocating I D A  Funds Based on Performance - Fourth Annual Report on IDA ’s Country 
Assessment and Allocation Process, March 2003, posted at 
http://siteresources.worIdbank.org/IDA/Resources/PBAAR4.pdf 

This i s  the most recent report o n  the evolution and results o f  IDA’S PBA system. I t  discusses 
the main enhancements to the PBA system in 2002; reviews the performance assessment’s 
building blocks; presents the 2002 IDA country performance rating results (by quintile); 
looks at the use o f  the performance assessment in allocating IDA resources; and outlines 
emerging issues. 

Status Report of the World Bank Working Group on CPIA 2001, July 2001, 

This report summarizes the results o f  a review by a work ing group o f  Bank staff o f  the 
C P I A  criteria and methodology in preparation for  the 2001 C P I A  exercise (such reviews 
are conducted periodically by the Bank). The review, which addressed, inter alia, issues 
raised in the Operations Evaluation Department’s review o f  the PBA system (more below). 

OED I D A  Review: Review of the Performance-Based Allocation System, IDA 10-12, 
February 15,2001, CODE2001-0012. This i s  one in a series o f  background papers prepared 
for the Operations Evaluation Department’s (OED, the independent evaluator o f  the Wor ld  
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Bank) review o f  the use o f  IDA resources during the IDA10-12 replenishments, as 
background for the IDA1 3 replenishment discussions. 

IDA 's Performance-Based Allocation System - Update on Outstanding Issues, February 
2004, posted at http://siteresources.worldbank.orn/IDA/Resources/PBAIDAl4.pdf 

This paper examines before the start o f  the I D A 1 4  deliberations four issues o n  which IDA 
Deputies requested further analysis or information. These are (i) the next steps toward 
disclosure o f  the IDA Country Performance Ratings; (ii) a discussion o f  calibrating 
governance in the PBA System; (iii) a more detailed rationale for the weighting o f  poverty in 
the PBA System, and (iv) a description o f  how IDA can address special needs o f  L ICUS 
countries within the PBA framework. 



ANNEX E 

LIST OF COMMENTS RECEIVED FROM EXECUTIVE DIRECTORS 

Three sets o f  comments were received f rom the Wor ld  Bank Executive Directors. They 
were from: 

0 Mr. Sid Ahmed Dib, Alternate Executive Director, EDS06; dated 2/17/04. 

0 Messrs. : Al ieto Guadagni, Executive Director, EDS08; Alexey Kvasov, Executive 
Director, EDS23; Louis A. Kasekende, Executive Director, E D S  14; Mahdy Ismail  
Alj azzaf, Executive Director, EDS 1 1 ; Otaviano Canuto, Executive Director, 
EDS 15; Paul0 F. Gomes, Executive Director, EDS 13; Per Kurowski, Executive 
Director, EDS l8 ;  Rapee Asumpinpong, Executive Director, E D S  16; Tanwir Ali 
Agha, Executive Director, EDSOG; Yahya A. M. Alyahya, Executive Director, 
EDS22; Guangyao Zhu, Executive Director, EDS 17; dated 3/5/04. 

Mr. Rapee Asumpinpong, Executive Director EDS 16; dated 3/12/04. 




