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Foreword

Responding to the global economic crisis that broke out in
the second half of 2008, the World Bank Group has per-
formed a strongly countercyclical role. Its disbursements of
$80 billion in the past two fiscal years were the largest among
the multilateral development banks (MDBs). The volume of
financing from the World Bank Group— as well as the other
MDBs—has fitted the nature of the crisis, which called for a
fiscal expansion to compensate for sharply declining trade
and private capital flows.

There was notable variation across the Bank Group re-
sponse, with substantially increased International Bank for
Reconstruction and Development (IBRD) lending, moder-
ately higher financing through the International Develop-
ment Association (IDA), and overall responses from the
International Finance Corporation (IFC) and the Multilat-
eral Investment Guarantee Agency (MIGA) that were not
countercyclical. Taken together, the principal recipients of
the Bank Group lending have been middle-income countries
(MICs), some that were especially affected by the crisis. With
the MICs now leading the global recovery, this engagement
also shows the part the Bank Group now plays in stabilizing
world economic growth.

The crucial question concerns the effectiveness and sustain-
ability of this crisis response. Good use of funds to sustain
growth and ensure macroeconomic stability is more impor-
tant than ever, in view of emerging fiscal deficits and debt,
financial stress, and other risks—especially the threat that
climate change will derail development. Vital is Bank Group
support for the capacity of clients—sovereign or otherwise—
to generate environmentally and socially sustainable growth,
reduce poverty, and assure servicing of their debt.

Sustainability is also a concern from the perspective of the

Bank Group’s own resourcing and capital adequacy for man-
aging higher levels of commitments and meeting upcoming
challenges, notably downswings in the global economy. It is
an open question if an alternative path, calibrating the ac-
quisition and application of capital to the changing medium
term needs of countries, would eventually yield better results
over time.

What is clear from the experience of this crisis reaction is the
benefit of taking a strategic approach, balancing capital ad-
equacy, effective deployment of resources, and results on the
ground. Elements in such an approach would include both
immediate and continuing exigencies:

+ Developing mechanisms to ensure early warning, finan-
cial preparedness, and operational readiness.

+ Blending country-level responses within a global strat-
egy to apply scarce resources where they are most
effective.

+ Keeping in focus the priority for supporting structural
reforms in countries for inclusive and environmentally
sustainable growth, even or especially in the midst of im-
mediate crisis demands.

« Maintaining sector or thematic skills and related institu-
tional capabilities in ways that outlast fads or near-term
cycles.

« Balancing innovation in instruments and partnerships
with continuity of delivery to ensure the speed, credibil-
ity, and quality that are essential in a crisis.

¢ Capitalizing on the combined strengths of the Bank Group
through the exploitation of synergies across the Bank, IFC,
and MIGA and leveraging external partnerships.

Virod Hoes
Vinod Thomas
Director-General, Evaluation
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Executive Summary

The global economic crisis that began in 2008 threatened to
erase years of progress in developing countries. In response,
the World Bank Group increased lending to unprecedented
levels. The World Bank posted a large increase in middle-
income countries (MICs), and a much smaller one in low-
income countries (LICs). The International Finance Corpo-
ration (IFC) focused on trade finance, mainly in LICs. Its
new business initially fell in MICs, rebounding only in late
fiscal 2010. The Multilateral Investment Guarantee Agency
(MIGA) concentrated on guarantees in Eastern Europe.
Analytic and advisory work helped inform government and
private sector responses to the crisis.

Increases in financing volume must be matched by quality
to achieve sustained economic results. Quality-at-entry in-
dicators have generally been positive. But certain areas—the
financial sector specifically and results on the ground more
generally—are a cause for concern, particularly given con-
tinued tight budgets. The financial headroom available to
the International Bank for Reconstruction and Development
(IBRD) enabled it to launch a large response in a few MICs,
driven by country demand, while the more modest Interna-
tional Development Association (IDA) response reflected an

inelastic funding envelope and performance-based resource
allocation. Most crisis-related Bank financing was channeled
to economic policy, social protection, and the financial sector
through record levels of development policy lending, while
slower-disbursing investment operations supported longer-
term investment, especially in infrastructure. Whether a

more tailored, short-maturity instrument would have helped
the response, and the Bank’s own financial sustainability, is
an open question.

IEC’s financial capacity, though impaired by the crisis, could still
have supported a moderate countercyclical response. Ultimately,
IFC's response was largely procyclical, following a v-shaped pat-
tern overall. Its crisis initiatives showed creativity and strategic
positioning in soliciting funds from external partners and creat-
ing a new subsidiary, the Asset Management Company. Overall,
the response has delivered positive effects, mostly in LICs, with
existing clients, and in cofinanced operations. But opportuni-
ties were missed, and the effectiveness of the initiatives has been
diluted by design and implementations weaknesses—such as
the time needed for fund-raising and internal capacity build-
ing. MIGA helped several key financial institutions in Fastern
Europe through guarantees.

A crisis originating in Organisation for Economic Co-opera-
tion and Development (OECD) countries tests the readiness
of the International Monetary Fund (IMF) first, but global
interdependence also requires a high state of Bank Group
readiness. Three aspects contributing to the Bank’s readiness
were knowledge of poverty impacts, long-term relation-
ships with country authorities, and IBRD’s inherited finan-
cial headroom. Areas of weakness included dissemination
of global economic forecasting updates at the onset of the
crisis and early recognition of, and action on, country finan-
cial sector vulnerabilities. With IDA, a midterm increase in
resources may have been warranted. IFC lessons include the
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need for financial headroom, sufficient risk appetite, leverag-
ing existing partnerships and platforms, and staying focused
on development effectiveness. MIGA urgently needs greater
product flexibility and enhanced business development.

This assessment underscores the strong countercyclical role
that the Bank Group eventually played, with partners and
countries, to help withstand the global downturn. Iis expan-
sionary nature fit the profile of the crisis, but the emerging
deficits, debt, and financial sector vulnerabilities place a pre-
mium on effectiveness of resource use, generation of sustain-
able growth, and macroeconomic stability. The assessment
does not address the open question of whether an alternative
response, involving a lower level of financing in fiscal years
2009-10, coupled with a greater financial capacity going for-
ward might have better optimized the Bank Group’s capital
use over the coming years.

This report presents an initial real-time evaluation of the
readiness, relevance, quality-at-entry, short-term results,
and likely sustainability of the Bank Group response from
the start of the crisis through fiscal 2010. This evaluation
builds on a 2008 Independent Evaluation Group (IEG) as-
sessment of Bank Group interventions during past crises and
draws extensively on 11 country case studies and field visits.
Given the short time since the crisis response started, the
evaluation is geared more to raising flags than to presenting
definitive conclusions.

The evaluation begins with a review of the impact of the cri-
sis on developing countries, before describing and assessing
the Bank Group response, and inferring lessons and implica-
tions for the future.

Impact on Developing Countries

The first signs of crisis in the developing world were sharp
contractions in private capital flows and trade. From a
peak of around $1,200 billien in 2007, net private capital
flows to developing countries fell by over a third in 2008, as
the liquidity squeeze in advanced economies led investors to
pull back from emerging markets. Private flows weakened
further in 2009. There are indications of a rebound in 2010,
however, with the expectation that flows will increase by 30
percent over 2009. Trade also fell sharply, as export markets
collapsed, although these volumes are also starting to re-
cover.

The severity of the crisis has varied across countries, re-
flecting differences in geography, country policies, and
global integration. The Latin America and the Caribbean
and Europe and Central Asia Regions were the most affected.
Countries in Latin America and the Caribbean were highly

integrated with the U.S. economy, the epicenter of the crisis,
while Europe and Central Asia countries had fiscal and ex-
ternal imbalances and financial sector vulnerabilities. MICs
were more affected than LICs, although LICs had greater
vulnerability to negative shocks. Experience gained during
the crises of the 1990s increased the preparedness of several
countries, often with Bank Group help in reforms.

Consensus emerged on the need for fiscal stimulus, within
budget constraints. Those with limited fiscal space had less
room to respond and suffered more severe impacts. Butas a
group, developing countries have grown more quickly than
industrial countries, and they are leading the global recov-
ery. Developing country debt-to-GDP (gross domestic prod-
uct) ratios were lower at end-2009 than at end-2000, though
higher than in 2007. But fiscal deficits in both developed and
developing countries have worsened over the past two years
(by a sharp 5 percentage points in developing countries).
Countercyclical spending programs are starting to be rolled
back as the recovery takes hold.

The crisis reversed the decline in poverty of the past de-
cade. The Bank Group estimates that by end-2010, an ad-
ditional 114 million people worldwide will have fallen below
the $1.25 a day poverty line since the onset of the crisis. Even
with a rapid recovery, some 71 million people would remain
in extreme poverty by 2020 who would have escaped it had
the crisis not occurred. Unemployment rates remain high in
several countries.

World Bank Group Response

Once triggered by high-profile events, the crisis spread
quickly, taking many—including the Bank Group—by
surprise. The Bank Group responded to the crisis in waves.
Its initial response narrowly focused on increasing Bank
lending, especially in MICs. As the scale of the demand be-
came apparent, the Bank rationed available IBRD capital and
obtained Board approval for an IDA Fast-Track Facility. IFC
and MIGA developed initiatives to leverage their impact and
(in IFC’s case) mobilize funds.

After initially underscoring only the volume of financial
support, the Bank Group over time set out linkages across
programs. In March 2009, the Bank Group announced that
it was “stepping up...financial assistance to help its member
countries mitigate the impact of the crisis” to $100 billion
for IBRD, $42 billion for IDA, and $36 billion for IFC. The
financial assistance would fall under three operational crisis-
response pillars: protect the most vulnerable; maintain long-
term infrastructure investment; and sustain the potential for
private sector-led growth, with “an over-arching focus on
macroeconomic stability.”

Executive Summary
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International financial institutions (IFIs) responded
strongly to the crisis and posted the largest-ever finan-
cial flows to the developing world—with the World Bank
Group registering the largest disbursements. All {FIs have
seen sharp increases in financing, though the total amounts
of the IMF and Bank Group are much larger than those of
the other IFIs. Between fiscal years 2009 and 2010, the IMF
committed $219 billion and disbursed $67 billion, the no-
table difference reflecting the contingent nature of much of
its support. In the same period, the Bank Group commit-
ted $128.7 billion and disbursed a record $80.6 billion—a
larger amount than other IFIs, including the IMF. Bilateral
development assistance also increased, by nearly $20 billion
between 2007 and 2009.

Capital headroom was a determining factor. Low pre-crisis
demand for IBRD funding left it with the headroom to in-
crease lending nearly threefold during fiscal years 2009-10.
In contrast, the IDA funding envelope, determined before
the crisis, enabled a lesser increase (25 percent). Given eq-
uity write-downs and an increase in nonperforming loans,
and transfers to IDA from surplus, IFC’s capital was more
constrained, allowing—based on internal estimates—a rise
in annual investments of the order of 5 percent.

Approaches to pricing varied. IFC loan pricing is built on
the premise that they should complement and not displace
private capital, factoring in project and country risk premi-
ums. As a result, prices tended to rise most in countries hit
hardest by the crisis. IBRD pricing does not discriminate
among borrowers, and was historically low at the onset of
the crisis.

World Bank

Bank commitments and disbursements reached an all-
time high. During fiscal years 2009-10, the Bank commit-
ted over $105.6 billion and disbursed $68.1 billion, com-
pared with $49.4 billion and $39.2 billion during fiscal years
2007-08. The vast majority of the increase was through the
IBRD. Sixty-five percent of IBRD disbursements were from
commitments approved since July 2008; the ratio for IDA
was 36 percent. The majority of disbursements from pre-cri-
sis commitments were investment loans, which showed little
evidence of faster disbursement than in previous years.

The distribution of lending broadly mirrored differential
crisis impact and financing needs, as well as differences in
IBRD and IDA resources. Latin America and the Caribbean
and Europe and Central Asia, the most severely impacted
Regions, saw their shares rise. The focus was on social pro-
tection and other countercyclical programs in Latin America
and the Caribbean, and on fiscal and debt sustainability in
Europe and Central Asia. Conversely, the shares of Sub-Sa-
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haran Africa and East Asia and the Pacific declined, while the
share of the Middle East and North Africa remained broadly
unchanged, and the South Asia share declined in fiscal 2009,
before bouncing back in 2010. The decline in Sub-Saharan
Africa’s share reflects the sharp increase in IBRD lending
relative to IDA, rather than any diminution of lending to
Sub-Saharan Africa.

The sector allocation of resources was consistent with the
Bank’s goals for the crisis response. Economic policy, the
financial sector, and social protection represented 65 percent
of the $28.8 billion increase in disbursements in fiscal years
2009-10. Social protection, 17 percent of the increase, was
mainly development policy operations (DPOs) and quick-

disbursing investment loans, and was concentrated in few
loans and few countries, with 60 percent going to Colombia,
Ethiopia, Mexico, and Poland. Infrastructure operations ac-
counted only 18 percent of the increase in disbursements,
despite being 30 percent of new commitments, reflecting
longer lead times.

Much of the increased lending was delivered through
DPOs, but investment lending was robust., Investment
lending accounted for about 60 percent of commitments
and disbursements in fiscal years 2009-10, and DPQOs—a
medium-term instrument whose suitability for a crisis is
unclear—for approximately 40 percent. For the IBRD, DPOs
edged above 50 percent of commitments and disbursements
in fiscal years 2009-10. For IDA, more than 75 percent of
commitments and disbursements were investment opera-
tions. The Bank’s response to the East Asian crisis was simi-
larly focused on IBRD policy-based lending, But unlike the
Bank’s pattern in that event, IBRD investment lending com-



mitments grew rapidly during this crisis, fueled by large en-
ergy and transport loans to MICs that have disbursed little
to date.

The Bank’s analytic response has had a relatively low pro-
file. Analytic work did not feature in the objectives (or in-
struments) of the Bank's crisis-response strategy. But central
units, especially Development Economics (DEC) and Pov-
erty Reduction and Economic Management (PREM), did
significant analytic work. There were also trust funds for
diagnostic work. Analytic work was supported by Regional
and country units, according to resource availability and the
severity of the crisis impact.

IFC

IFC responded with new global initiatives—including
the creation of a new subsidiary—and actions through its
regular business. The initiatives involved new delivery plat-
forms targeting trade finance, infrastructure, microfinance,
bank capitalization (overseen by a new subsidiary, the As-
set Management Company), and distressed asset manage-
ment. They were intended to leverage IFC’s fands with up
to $24 billion from external partners (development finance
institutions in particular) by 2011. IFC also participated in
joint IFI initiatives in Europe and Central Asia, Latin Amer-
ica and the Caribbean, and Sub-Saharan Africa. IFC made
$20 billion in net commitments between fiscal years 2009
and 2010 from its own account, alongside efforts to ensure
the financial sustainability of its portfolio.

IFC’s initiatives were designed for phased implementa-
tion, but have been well behind schedule. Three stages of
needs were envisaged: short-term liquidity (trade); longer-
term liquidity and equity capital (microfinance, infrastruc-
ture, and bank capitalization platforms); and recovery sup-
port (distressed assets management). As of June 30, 2010,
$9.2 billion had been approved for new initiatives, but only
$1.9 billion had been disbursed. The new Global Trade Li-
quidity Program (GTLP) is the only one close to its target.

IFC’s new business during the crisis has followed a v-
shaped pattern. New IFC business, which had more than
doubled from 2005 to 2008, fell by 18 percent in fiscal 2009,
before increasing 28 percent in 2010. The v-shaped pattern
of investment largely mirrors that of private investment as
a whole. Meanwhile, IFC doubled the number of portfolio
staff and carried out stress tests on its portfolio clients.

IFC’s new business increased in LICs but, unlike the Bank’s
pattern, fell in MICs. [FC’s investments in IDA countries in-
creased 24 percent between fiscal years 2008 and 2010. Com-
mitment increases were largest in Ghana and Pakistan. Con-
versely, IFC reduced its investment volumes in larger MICs,

such as the Philippines, the Russian Federation, and Turkey.
The focus in MICs was more on minimizing portfolio losses.
New loan pricing rose sharply. Only in the final quarter of
fiscal 2010 did MIC commitments start to rebound.

The crisis accelerated a trend in IFC toward short-term fi-
nancing. Global Trade Finance Program (GTFP) guarantees
have grown from a seventh to a third of new IFC commit-
ments over the crisis period, contributing to a shift in resource
allocation toward the financial sector. Longer-term infrastruc-
ture and real sector investments have declined considerably.
Within these clusters, investments in physical infrastructure
(particularly electric power) and agribusiness (agriculture
and forestry in particular} declined most.

Activities in advisory services increased. Expenditures on
new crisis-related advisory products (nonperforming loan
management and insolvency regimes) were relatively small,
at $13 million, through the end of fiscal 2010, although ex-
penditures on core products (such as corporate governance
and business environment work, mostly approved prior to
the crisis) increased by around $20 million in fiscal 2009 and
were often linked to crisis needs.

MIGA

MIGA’s response is built around but not limited to a new
global Financial Sector Initiative, focused initially on the
Europe and Central Asia Region. Under this initiative,
part of the Joint IFI Action Plan for Central and Eastern
Europe, MIGA announced it would provide up to €2 bil-
lion in political risk insurance on cross-border investments
by financial institutions to recapitalize or provide liquid-
ity to subsidiaries. Drawing on its capacity to arrange re-
insurance, this could commit up to $1 billion of MIGA net
exposure in the Region. In fiscal 2010, guarantees totaling
$918 million were issued under the initiative (six contracts
issued in Serbia, Croatia, Latvia, and Kazakhstan), bringing
MIGAS total cumulative support under the Financial Sector
Initiative to $1.5 billion in gross guarantee coverage.

MIGA’s guarantee issuance remained broadly unchanged
but has become increasingly concentrated in the finan-
cial sector since the crisis began. MIGA’s guarantee ac-
tivity remained at trend levels during the crisis, with some
$1.4-81.5 billion in new guarantees in fiscal 2009 and 2010.
At the same time, cancellations declined and MIGAs gross
outstanding portfolio of guarantees reached $7.7 billion in
fiscal 2010 (19 percent over fiscal 2008), as more investors
held onto their guarantees. MIGAS crisis response initiative
resulted in a large share of its guarantees issuance concen-
trated in the Europe and Central Asia Region and in the fi-
nancial sector, while activity in infrastructure fell sharply, to
some extent reflecting market developments. Guarantees in
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IDA countries also declined as a share of guarantee volume.
Guarantee issuance was concentrated in terms of clients
(guarantee holders), with the top two clients accounting for
80 percent of guarantees issued in fiscal 2009. Fully 88 per-
cent of new guarantee issuance that year supported projects
in the Europe and Central Asia Region.

Assessment of the World Bank Group
Response

World Bank

Lags in the Bank’s adaptation to the crisis affected the
early phases of the response. At the 2008 Annual Meetings,
the Bank focused on the need for a new multilateralism. The
IMF called for an immediate and coordinated response to
the crisis. Given that the crisis emerged in the financial sec-
tor of advanced economies, the IMF had a more natural role
in leading and sounding the alarm, but the Bank still needed
to—and eventually did—react strongly.

Once the Bank internalized the crisis, the speed of its
response was helped by several factors. The Bank’s ongo-
ing relations and dialogue enabled more rapid engagement
with country anthorities. Speed was also facilitated by Bank
Group leadership and the establishment of a central opera-
tional structure, with the Operations Committee and the
newly formed Crisis Response Working Group chaired by
Operations Policy and Country Services,

Readiness was helped by the Bank’s financial position at
the start of the crisis. IBRD went into the crisis with an
equity-to-loans ratio of 38 percent, compared with a target
range of 23-27 percent, giving it substantial room to ex-
pand lending. This reflected prudent financial management
as well as stagnant demand from MICs during the previous
years. IBRD commitments had declined by 5 percent during
fiscal 2007-08. IDA15 had just become effective on July 1,
2008, increasing IDA resources by about 25 percent, on top
of a 25 percent increase in fiscal 2006-08.

Another positive factor was the Bank’s ability to draw on
its research and knowledge of poverty reduction—which
now needs to be maintained. This included surveys enabling
better targeting. The accumulated knowledge reflected con-
tinuing investments by DEC, PREM, and the Human Devel-
opment Network (HDN) over the years on poverty, social
safety nets, and labor markets. Examples include Bank sup-
port for conditional cash transfer programs in Bangladesh,
Colombia, and Mexico and labor market improvements in
Poland, Turkey, and Vietnam. Ongoing monitoring of the
poverty and social effects of the crisis could, however, have
been more systematic.

| The World Bank Group’s Response to the Global Economic Crisis

The increase in lending was concentrated in the MICs most
hurt by the crisis, such as Colombia, Mexico, Turkey; and
Ukraine. There were important exceptions, however, such
as the large increase in IBRD commitments to Indonesia,
among the least-affected countries, which served as support
for the country’s crisis-prevention efforts. India, moderately
affected by the crisis, has seen a record rise in commitments
in fiscal 2010.

The relevance of the Bank’s analytic response is signifi-
cant in some countries, but weak in others. Earlier analytic
work provided a platform for the Bank response in some
countries, sometimes in conjunction with international sup-
port packages. Where limited prior work was available, the
quality of lending suffered. In some countries, in Europe and
Central Asia in particular, increased lending appears to have
crowded out new analytic work, a critical determinant of the
quality of policy dialogue and lending, while in many others
trust funds and/or incremental allocations from the Bank’s
budget allowed continuation of the work.

The design of programs appears to have been tailored to
countries’ diverse needs. Quality of program design was
high in Georgia, Indonesia, and Mexico. In Hungary, how-
ever, the Bank did not respond adequately to country needs.
The quality of the BanK’s prior engagement with the coun-
try seems to have been a determining factor. And coordina-
tion with other partners, including the IME, helped enbance
quality and relevance, and thus likely impact.

Quality at entry of DPOs has been notably varied, reflect-
ing sector strengths and weaknesses. The evaluation made
an initial assessment of quality at entry for 46 DPOs, cover-
ing 68 percent of DPO volumes approved during the crisis
period. The ratings were satisfactory on average, but ranged
from highly satisfactory to unsatisfactory. The substantive
program policy content and results frameworks for financial
sector DPOs were the weakest, followed by infrastructure.
Results frameworks for economic policy work had the most
acceptable levels of quality, followed by social protection.

'The Bank’s flat overall administrative budget complicated
delivery, which made the operational efforts all the more
notable. Administrative resources for Bank country services
rose about 5 percent annually in fiscal 2009 and 2010, barely
enough to cover the surge in the operational work program
that was associated with the crisis response. The implied
“productivity” increase was achieved in part through larger
project size, which doubled for IBRD and increased by 30
percent for IDA. But economies of scale have limits, raising
important concerns—now and going forward—about trade-
offs with operational quality (at entry and in supervision)
and analytic work. In Ukraine and elsewhere, there was a



lack of funding for economic studies; but not in Indonesia or
Mexico, given trust funds in the former and central contin-
gency funds in the latter.

Attention to poverty issues was greater than in previous
crises. The 2008 IEG review of lessons from previous crises
emphasized the importance of identifying the poverty and
social impact of a crisis, including measures directed to ad-
dress these impacts. The focus on poverty issues at the coun-
try level was apparent in the content of DPOs, other lending
{and supplemental financing) for community-driven devel-
opment projects, and analytic work on improved targeting
of safety nets. At the same time, ongoing monitoring of the
social and poverty effects of the crisis could be enhanced.

Fiscal and debt sustainability analysis was present in
DPOs, but could have paid greater attention to macro
and political-economy risks. As required, DPO program

courtesy of

documents examined fiscal and debt sustainability, comple-
mented in many country programs by analytic work on pub-
lic expenditures, including public investment, and poverty
alleviation. The objective of maintaining public investment
in infrastructure was also accompanied, in some cases, with
the objective of supporting employment (through labor-in-
tensive infrastructure) and other social objectives. But many
risks to sustainability remain, in some cases related to the
underlying political economy of rollbacks in fiscal stimulus
and rationalizations of social security, pension, and health
system benefits.

The BanK’s financial sector capacity had deteriorated, with
adverse consequences. Starting in 2005, the Bank had sub-
ordinated its work on the financial sector to its efforts on pri-
vate sector development more generally. Subsequently, with
the exception of Europe and Central Asia and Africa, units
covering the financial sector were integrated within PREM.
When the crisis hit, current Financial Sector Assessment
Programs (FSAPs) were available for approximately one-
third of client countries. The lost capacity in the financial
sector proved to be costly in identifying and responding to
sector vulnerabilities, as did an ill-designed 2007 strategy for
the financial sector.

IFC

IFC’s response was important and creative, even as its exe-
cution did not match intentions. IFC’s $20 billion of invest-
ments in developing countries in fiscal 2009 and 2010 was
greater than any other IFI with private sector operations over
the same period. IFC also appropriately focused its response
on key crisis vulnerabilities: trade, financial sector stabiliza-
tion, and infrastructure. The initiatives showed some learn-
ing from past crises, in being targeted, phased, temporary
(in most cases), and involving partnerships. However, [FC’s
added value has been less than expected, since most initia-
tives were not “ready for use” and IFC did not fully use its
own capital.

IFC may have underestimated the challenges associated
with implementing new initiatives. Obstacles included:
accommodating partner preferences, building institutional
capacity, demands on staff time (in the context of a hiring
slowdown and large-scale internal reorganization), weak
staff incentives to use the initiatives, limited ownership in the
Regions, and difficult conditions for fundraising. The Global
Trade Liquidity Program (GTLP) was the only new initiative
able to adapt effectively to these constraints, notably through
the establishment of a novel trust fund for investments and
in extending relationships built up through the GTFP.

IFC’s capital position was impaired by the crisis, but could
have supported a moderate countercyclical response
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overall. In September 2008, IFC’s balance sheet contained
substantial unrealized equity gains, and write-downs were
significant ($1 billion). Nonperforming loans were rela-
tively low, but expected to rise. IFC had also committed to
significant grants to IDA ($1.75 billion between fiscal 2008
and 2010). Nonetheless, IFC’s estimate that it could invest
5 percent more per year in fiscal 2009-11 than in 2008 was
conservative, given a rating agency assessment that IFC was
well capitalized and experience that showed gains in invest-
ing countercyclically during a crisis. Ultimately, IFC invest-
ments fell nearly 20 percent in the first year of the crisis—
well below expectation.

Most comparator institutions delivered countercyclical
responses. Most other IFIs (European Bank for Reconstruc-
tion and Development, European Investment Bank, and
Asian Development Bank) as well as Standard Chartered (a
private financial institution focused on emerging markets)
were able to increase their investments in the first year of
the crisis. In Europe and Central Asia, the European Bank
for Reconstruction and Development (EBRD) concentrat-
ed more on large-scale loans, while IFC focused on equity
transactions, alongside trade finance.

At the country level, IFC did little to refocus its top-down
approach. In Mexico, IFC’ strategy reflected the pre-crisis
preference for niche investments in upper MICs. IFC loan
pricing rose substantially as a result of the crisis, as perceived
country risk increased, which worked against the country
team’s efforts to help global leaders and first-tier companies
in distress. In Indonesia, the approach was similarly cautious,
and too defensive given the relatively mild impact of the crisis
and the extent of external support. The exception was Geor-
gia, where IFC provided support to two systemic banks as
part of a massive IFI package to assist the country.

Meanwhile, communications to investment staff were un-
clear, which promoted risk aversion. Staff received mixed
messages: to identify countercyclical investment opportuni-
ties, but to preserve the balance sheet at all costs. Ultimately,
portfolio management crowded out new business develop-
ment, which stagnated in mid fiscal 2009, notably in Europe
and Central Asia.

IFC was at its most responsive in LICs. IFC’s increased fo-
cus on IDA countries was sustained in the crisis period, a
positive development in that IDA countries have a weaker
economic base and have largely missed out on the influx of
foreign capital prior to the crisis.

IFC adapted its instrument mix, but more local currency
financing was needed. GTFP dominated the increase in
financing, much of it to support banks in Bangladesh and
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Vietnam, Trade finance is a relatively low-risk pathway to
reach small and medium enterprises (SMEs) in tough in-
vestment environments and requires limited capital. IFC’s
capacity for local currency finance was again limited, lead-
ing to gaps in addressing financing needs of medium and
small enterprises.

The drop in infrastructure and agribusiness investments
reflected supply and demand constraints. In infrastructure,
the focus on IDA and renewable energy contributed to smaller
deal size. External conditions led to some projects being can-
celled or postponed. IFC nonetheless missed opportunities for
impact, not Jeast because the Infrastructure Crisis Facility was
not ready to complement IFC’s own account and help to ad-
dress the infrastructure financing deficit in developing coun-
tries. In agribusiness, an unanticipated suspension of palm
oil investments, together with a review of supply chain issues,
meant lost projects. Trade finance helps agribusiness indirect-
ly, although increases here did little more than offset the drop
in IFC’s direct agribusiness investments.

MIGA

MIGA’s heavy focus on the financial sector in the Europe
and Central Asia Region was in line with initial crisis
needs. The financial sector in Europe and Central Asia was
at the heart of the crisis and needed urgent assistance. MIGA
supported some key financial institutions in the Region and
helped keep down their borrowing costs. The drop in cancel-
lations also meant that MIGA played a supportive crisis role
with existing clients. At the same time, MIGA did not pro-
vide significant support elsewhere, and its guarantees in IDA
countries and other priority areas fell. Awareness of MIGA
among major private sector parties in the countries visited
for this evaluation was low, indicating a need for stronger ef-
forts at business development. And as IEG has highlighted
previously, MIGA needs to streamline its business processes
and improve its client responsiveness.

Early Outcomes and Risks

At this stage, the focus is on the early results relative to
stated objectives: protecting vulnerable groups, maintain-
ing infrastructure, and sustaining private sector-led growth,
within an overarching focus on macroeconomic stability.
Partnerships and, above all, actions taken by countries and
companies, have been leading drivers of these early resuits.

Bank Group disbursements helped countries maintain so-
cial programs and microfinance. For example, in Colom-
bia, the Families in Action Program expanded assistance,
with Bank support, to approximately 2.7 million poor and
displaced families. Similarly, in Mexico, the Bank supported
Oportunidades, the national conditional cash transfer pro-



gram that helps 5.8 million of the country’s most vulnerable
families to cope with poverty. In Bangladesh, an IDA loan
was helpful in mitigating the impact of high food prices on
the poor through an expansion of social safety net programs,
including public works. IFC's trade initiatives have had a
broad reach, supporting basic needs through food and en-
ergy trade. IFC’s new microfinance facility has had a modest
effect.

The Bank Group supported investments in infrastructure,
but there is little early evidence of any impact, First, few
of the BanK’s large commitments for new investment loans
have been disbursed. Meanwhile, the quality of the results
frameworks for DPO support to the sector in Indonesia and
Vietnam indicate risks to getting sustained results. Second,
IFC’s investments in infrastructure recorded one of the larg-
est declines among all sectors, and its infrastructure facility
has delivered only a handful of projects.

The Bank Group provided strong support in trade finance
but missed opportunities in other areas related to private
sector growth. IFC provided timely and sizable liquidity
support, especially in LICs, through its trade finance plat-
forms. But it missed opportunities for strong additionality
and development impact, especially in MICs. MIGA’s weak
business development function was a binding constraint
on new guarantee volumes and results. The Bank provided
sizable support to the financial sector, but sustainability of
results may be at risk due to insufficient attention to sector
reforms in some cases.

The Bank Group and partners contributed to confidence-
building and macroeconomic stability, but crucial chal-
lenges remain. Indonesia illustrates the value of contingen-
cy financing led by the Bank, with participation of the Asian
Development Bank, Australia, and Japan. IFC and MIGA’
new private sector initiatives may initially have had positive
signaling effects on markets. Experience has shown the im-
portance of timely, visible investments by IFC in companies
of systemic importance to send market signals and for de-
velopment impact—a standard only a few investments met
during this crisis.

The Bank Group helped authorities to think through fiscal
and debt sustainability issues, but timely fiscal consolida-
tion is still needed. The Bank’s advice through DPOs, ana-
lytic work, and policy dialogue—often together with that of
the IME and including advice given in the years leading up
to this externally driven crisis—was important in managing
fiscal and debt vulnerabilities. The Bank also continued to
support reforms in public financial management to make the
budget more transparent, predictable, and performance ori-
ented (for example, in Mexico, Poland, and Vietnam). Espe-

cially in view of the economic uncertainties and risks, there
is a need for continuing investments in analytic work.

Early Lessons

An overarching lesson emerging relates to the value of a
strategic approach to the Bank Group’ crisis-response ef-
fort, integrating six elements brought to the fore by this crisis
experience,

First, in these uncertain times, early warning, preparedness,
and timeliness, including an eye on long-term capital ade-
quacy, are key attributes for the World Bank and IFC. Second,
the benefits of the Bank’s country focus go hand in hand with
the need for a cross-country strategy to ensure consistency
with global initiatives and to deploy scarce resources where
they produce the best results. Third, even as it responds to
crisis, the World Bank Group needs to keep the requisites
of sustainable long-term growth—among others, fiscal and
debt sustainability, the structural reform agenda, and the en-
vironmental and climate change agenda—in focus.

Fourth, particularly in averting a crisis, it is costly to let the
Bank’s expertise in key areas (in this case the financial sec-
tor) decline. Fifth, there is a need to balance the value of in-
novations and new initiatives in the middle of a crisis with
continuity of support using more established and proven
approaches. And sixth, coordination is needed among the
World Bank, IFC and MIGA (and with other partners) to
capitalize on linkages across government and business and
catalyze economic activity.

The findings also point to specific early lessons for each Bank
Group institution.

World Bank

Continuing Bank involvement, policy dialogue, and an-
alytic work are important prerequisites. This is evident
from the case study countries, both where the Bank re-
sponse worked well, as in Indonesia, Mexico, Mauritius, and
Ukraine, and where it did not, as in Hungary. It also points
to the critical importance of keeping diagnostic work in key
areas up to date.

The Bank should balance advocating global priorities
with country ownership. The Bank’s identified sector and
thematic crisis-response priorities must be positioned as
menus for country selection to avoid the possible impres-
sion of advocacy, especially where the Bank may be a pos-
sible financier.

Greater clarity is needed in the use of instruments for
crisis response. This evaluation found that country teams
used DPOs, Additional Financing, and other instruments
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in innovative ways, with the endorsement of the Operations
Committee and approval of the Board. However, greater
clarity on policy conditionality of crisis operations would
have facilitated the Banks response.

The Bank needs to anticipate crises and be ready to act
quickly, taking into account quality trade-offs and consider-
ing benefits and costs across sectors.

 The Bank should continue to play a proactive role in pro-
viding early warnings and alerts to clients and the broad-
er international community. In hindsight, an example
is the value that could have been derived from sharing
updates of economic forecasts for developing countries
at the Annual Meetings and Development Committee
Meeting of October 2008.

o The Bank’s capacity in the financial sector needs to be
maintained, as was also learned from the East Asian cri-
sis. Core capacity is needed in order to maintain stead-
fast attention to capital adequacy; independent supervi-
sion and regulations; timely and transparent reporting;
and, on investment lending, to ensuring that financial
intermediaries have balanced assets and liabilities with
respect to maturities and foreign exchange exposure.

o Itis vital to be up-to-date on diagnostic country econom-
ic and sector work in key areas. The public expenditure
review is a signature Bank contribution, especially in or-
der to support prioritization of sector aspects of the crisis
response.

¢ IBRD capital headroom in a crisis is central. This experience
reveals the importance of anticipating capital adequacy at
the outset, as well as its use during the crisis. It remains an
open question whether it was best for the Bank to use up
virtually all of its capital headroom in responding to the cri-
sis. MIC demand for countercyclical lending may remain
significant, but IBRD response capacity may riot be large,
even with the recently agreed capital increase. New instru-
ments need to be put in place, involving shorter maturities
or a combination of pricing and maturities for early pay-
back, possibly with a countercyclical financing facility as in
other multilateral development banks (MDBs).

IDA must remain the Bank’s flagship resource-mobili-
zation activity. IDA fast-tracking helped to speed the pro-
cessing of eligible operations, but it was no substitute for
increased resources. IDA committed 24 percent more in fis-
cal years 2009-10 than in fiscal 2007-08 and disbursed 15
percent more. IDA crisis financing had to be accommodated
within the IDA15 resource envelope that was agreed in 2007.
Though MICs have been more affected by the crisis given
their greater global linkages, LICs are far less able to bear the
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costs of the crisis to them, and there is thus a need for greater
Bank proactivity on their behalf.

Finally, it is crucial to assess emerging impacts early to iden-
tify quality problems and risks and remedial action. The eval-
uation identified quality risks and concerns in sector DPOs—
especially in the financial sector and in infrastructure.

IFC

IFC’s development role is vital, and looking beyond port-
folio protection is essential. IFC will need to have sufficient
resources for a significant catalytic role when the next crisis
strikes and be willing to take more investment risks—as it
has done in Africa. Incentives and mechanisms for increased
equity divestment could also be helpful in freeing up funds
for a crisis response. Active, routine portfolio stress testing
can be useful, as opposed to reactive portfolio management
that may crowd out new business, as in this crisis.

A crisis response has to be founded on partnerships, but
cooperation needs the right incentives and support. Given
the vast financing needs a crisis can generate, no single de-
velopment institution is likely to have sufficient capacity to
respond. Partnerships are therefore essential. In some cases,
partnerships allowed for strong leveraging of IFC funds, par-
ticularly where the initiatives were not seen solely as IFC pro-
grams and where IFC’s sector expertise was well recognized.
In other cases, cooperation stalled due to nonaligned interests
and decision-making procedures, incentive problems, and le-
gal issues. IFC will need to be sensitive to partner needs and
institutional arrangements and create incentives for them to
participate fully in joint programs.

Responding to the crisis through existing platforms and
partnerships has generally proved more effective than
working through new ones. Experience shows the benefits
of having ready financing and advisory platforms. Innova-
tions are important, yet it is unwise to develop numerous
new financing platforms on the run in a crisis, particularly
platforms that are managed by third parties or involve fund-
rajsing from multiple new sources. New programs and rela-
tionships absorb time and resources that could be deployed
to frontline operations.

Finding the right level of adaptation to changing circum-
stances is fundamental for an effective crisis response.
IFC will need to find the right level of change, including de-
termining which initiatives continue to have relevance and
which might be dropped, as well as how new partnerships
and platforms are best aligned with IFC’s business model.
In a future crisis, IFC may want to postpone rapid internal
reorganization and develop mechanisms to incorporate local
views and knowledge to enable differentiated responses.



The shift in IFC instruments toward trade finance guar-
antees was useful, but the instrument mix will need to
shift again. Short-term trade finance was useful, because it

could be ramped up through IFC’s broad network of utiliza-

tion banks. It also absorbed limited capital. As commercial
providers enter the market, IFC will need tolook to other in-
struments. Capacity to offer local currency finance was again
lacking in this crisis, creating considerable risks for SME cli-
ents with local-currency revenue streams.

Monitoring and evaluation (M&E) for new programs will
need to improve. The importance of robust results frame-
works is magnified where new delivery structures are being

created to ensure quick feedback on what is working and
what is not. M&E of new initiatives will need to be made
more systematic. The difficulties in measuring the develop-
ment impact of the GTFP and GTLP, not covered in IFC’s
M&E framework, need to be addressed.

MIGA

For MIGA, the crisis has amplified the need for product
flexibility and business development. MIGAs portfolio
experienced a net increase during the crisis period as guar-
antee issuance remained-at trend levels and cancellations
declined, and MIGA’s focus on the financial sector in the
Europe and the Central Asia Region was strong. Yet glob-
ally, MIGA’s crisis response was not significantly counter-
cyclical. This reflected the inherent structural constraints
of its Convention as well as weak business development.
MIGA needs to revamp its business development function
to reverse the current stagnation in guarantee issuance and
enable the Agency to meet its business volume targets and
strategic priority goals. The recent approval of the changes
to MIGASs Convention to allow greater product flexibility is

an important step, and needs now to be complemented by
more streamlined business processes and proactive business
development efforts.

Issues Going Forward

The crisis created an immediate need for countercyclical
spending in developing countries, which the Bank Group and
others have supported. To help sustain the recovery, contrib-
ute to longer-term growth, and improve the response capacity
of the Bank Group, attention needs to be given to two areas:
policy change and organizational effectiveness. Policy issues
concern fiscal sustainability, public-private synergies, finan-
cial sector reform, poverty and unemployment alleviation,
and greener growth. In terms of organizational effectiveness,
preparedness, managing quality trade-offs, coordination, and
a strong results focus will be crucial.

Policy Issues

Fiscal sustainability. Economic slowdown and fiscal ex-
pansion have pushed debts and deficits in many advanced
and some developing countries to unsustainably high lev-
els. While fiscal or monetary stimulus may still be needed
in some countries, policies need to reestablish sustainable
macroeconomic conditions. Growth will depend on, among
other things, the quality of public expenditures, where the
World Bank can be valuable—for example, through more
regular Public Expenditure Reviews.

Public-private synergies. A key policy task is to ensure a
smooth transition of demand from government to the pri-
vate sector. At the same time, there is a widespread need to
strengthen government capacities to regulate private sector
activities effectively. The private sector, as the main engine of
growth, will need to be supported through policies, regula-
tion, and access to finance. These reforms should not be left
for later stages of crisis response.

Financial sector reform. Financial sector weaknesses persist
in the global economy and continue to pose downside risks
to recovery in advanced and developing countries. There is a
pressing need to shift from emergency support to addressing
the structural weaknesses exposed by the crisis. This would
involve repairing or strengthening financial systems while
reforming prudential policies. The Bank Group can help, but
it needs to rebuild its capacity.

Poverty and unemployment. As in previous crises, unem-
ployment, one of the main causes of worsening poverty levels,
has lagged GDP growth. Monitoring of the poverty and social
effects in this crisis has emerged in an ad-hoc manner, and
higher-frequency tracking is needed going forward. A greater
focus on LICs and inequities in MICs is also required.
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Environmentally sustainable growth. Climate change and
environmental problems are tougher to deal with in the face
of a financial crisis, yet the sustainability of global economic
growth necessitates simultaneous actions. To be effective,
such longer-term investments need to be factored into any
crisis response: the Bank Groups strong participation in
scaling up public sector spending provides a unique oppos-
tunity. The Bank Group must build on the momentum in
mobilizing funds for climate change mitigation to integrate
greener development in its mainstream activities.

Organizational Effectiveness

Preparedness. As crisis-related events continue to evolve,
the premium on early warning, financial preparedness, and
operational readiness is at an all time high. Stronger fore-
casting, with greater country/global connectivity, is crucial.
Tools to optimize capital availability will be important, given
that the capital headroom of the World Bank and IFC has
been virtually used up and the recent capital increase pro-
vides only limited new headroom. From an operational
standpoint, rebuilding Bank Group financial sector capacity
is fundamental.

Quality trade-offs. The risk that lending preparation (to
rebuild a project pipeline that has been depleted as part of
the crisis response) and supervision (of a now-larger stock of
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cumulative commitments) may, under an essentially flat ad-
ministrative budget envelope, crowd out critical analytic and
advisory work—with adverse consequences for the quality of
future lending—needs to be carefully managed.

Coordination. The premium on partnership and coordi-
nation is particularly high at times of market uncertainty.
Moreover, financial and capacity constraints make coordi-
nation with external partners—and the focus on selected
areas where the Bank Group has comparative advantage—
imperative. A significant part of the Bank Group’s response
has taken place in the context of partnerships with the IMF,
regional banks, and others, but the challenge remains to sus-
tain and deepen cooperation. Strong internal cooperation, to
capitalize on unique linkages across public and private sector
spaces, will also be important.

Focus on results. A sharp focus on results, which incorpo-
rates longer-term structural change, is critical when Bank-
lending is at an all-time high and concerns persist about the
sustainability of the global recovery. This situation—togeth-
er with the greater focus than in the past of conditionality
based on a few prior actions, with country ownership—plac-
es a premjum on ensuring clear and measurable objectives,
M&E, and Bank Group commitment to implement correc-
tive actions.
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Introduction

Management welcomes the opportunity to comment on
IEG's initial evaluation of the response of the World Bank
Group to the economic crisis. As IEG notes, it is too early
to evaluate the outcomes of Bank Group support during the
crisis, but management finds the Phase I evaluation use-
ful in raising issues for attention. Management appreciates
the evaluation’s finding that the Bank Group's response was
quick, relevant, innovative, and effective across a range of as-
pects that could be observed within the short period of time
since the onset of the crisis and the Bank Group response.
We also appreciate that the evaluation found the Bank re-
sponsive not only in scaling up countercyclical financing,
but also in providing timely knowledge services through
analytical support, particularly at the country level.

Evaluation Findings

Management concurs broadly with the findings of the evalu-
ation and issues for continuing attention. We also note that
this early phase of the evaluation will be further strength-
ened and refined with more evidence collected through
completion reviews of Bank Group support instruments and
country data as it becomes available. The comments below
are meant to point to areas and themes on which the second
phase may focus. In addition to these comments, manage-
ment stands ready to provide IEG with more country- and
operation-specific background and detailed factual informa-
tion, which would further strengthen the final evaluation.

Organization of the Comments

Given the organization of the IEG evaluation, management
comments cover the World Bank response, the IFC response,
and the MIGA response in that order. The last section of
management’s comments cover particular country issues.

World Bank Response to the Crisis

Overall Comments on Bank Crisis Support

Management appreciates that the evaluation recognizes
the Banks effort to support client countries during this un-
precedented period of economic downturn and turmoil in
financial markets. Shortly after the onset of the crisis, the
Bank moved to deploy its financial and analytical capacity to

meet immediate financing needs of client countries, helped
countries in their efforts to boost market confidence, and
provided analytical support to the formulation and imple-
mentation of crisis-response policy programs. Management
agrees with IEG that disbursements accelerated in fiscal
2009 and 2010, and in IBRD and IDA countries. In addition
to deploying financial resources through new commitments
to assist client countries in this time of need, management
also placed additional emphasis on the disbursement of ex-
isting commitments. This effort was evident, in particular,
in IDA countries. Bank support was aimed at protecting key
expenditure priorities and programs, including investment,
safety nets, and environmental management, to ensure that
the country-level response was supportive to long-term de-
velopment.

Trade-offs and Instruments. Cognizant of the trade-offs
between responding quickly to the needs and maintaining
adequate quality, management put in place several arrange-
ments to ensure the quality of both the overall financial re-
sponse and individual operations, as recognized by IEG. A
Crisis Working Group was established to manage the BanK’s
financial response in an effective, prudent, and fair manner.
The Operations Committee stepped up its oversight role so
as to manage risks and enhance effectiveness, and reviewed a
record number of operations. Management appreciates that
the evaluation recognizes these efforts. Management notes
that the evaluation acknowledges country appreciation of
the flexibility of the Bank’s response, creatively using the
instruments at its disposal. That said, management contin-
ues to keep a close eye on the instrument issue. It discussed
with the Board in January 2010 a comprehensive review of
instruments; it is currently revising and updating policy in a
number of areas, and is continuously monitoring the menu
of instruments to identify any additional gaps in the instru-
ment tool box.

Management Observations on

Selected Issues

As stated earlier, management agrees with many of the pre-
liminary findings of this first phase of evaluation and the
questions for monitoring as the crisis response moves for-
ward. However, there are a number of issues on which man-
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agement has observations it would like to raise. Management
would hope to work closely with IEG during the next phase
of its work in further clarifying these points.

Anticipating the Downturn. The evaluation states that the
Bank was slow in recognizing the crisis. However, IEG does
not highlight a number of internal briefings by the DEC Pros-
pects Group before the 2008 Annual Meetings, including in-
ternal notes to senior management and the Short-Term Risk
Monitoring Group. Key messages in those briefings were:

e Many developing countries would be adversely affected
by the deteriorating global economic conditions—they
could no longer rely on their resilience and growth dy-
namics.

» Private sector investment and private capital flows would
be under heavy pressure, and private investment would
increasingly need public sector funding, which might
come with considerable delay.

¢ Even with a sharp downward adjustment of baseline fore-
casts, much worse scenarios had become plausible.

In September 2008, DEC disclosed its projection of a sharp
deterioration in the world economy. In October 2008, it pre-
dicted the first contraction in world trade since 1982, while
most other organizations were still forecasting strong trade
growth.

Financial Sector Capacity and Response. Management con-
curs with many of the key findings and message of the evalu-
ation, notably the importance of maintaining core skills and
capabilities in financial sector analysis and advice, the im-
portance of having up-to-date Financial Sector Assessment
Program reports and other AAA to support financial sector
lending operations, the value of carrying out crisis simula-
tions, and with the importance of improved Bank-Fund col-
laboration. However, there are a number of assertions that
management would ask IEG to review as its work goes for-
ward.

The evaluation states that the policy content and results
frameworks of financial sector DPOs were the weakest. This
conclusion appears to be derived from the evaluation of two
DPLs, Nigeria and India (see below for country-specific
comments). This conclusion does not seem to take into ac-
count the financial sector work and operations in Colombia,
Jordan, and Ukraine, which are evaluated as exemplary in
the IEG report. Furthermore, as noted below, the assessment
of the Nigeria and India operations seem to reflect informa-
tion gaps and misunderstanding of the country contexts and
policy contents of the programs supported by these opera-
tions. In general, much of the informal work of the Financial
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and Private Sector Network done as the crisis unfolded is not
acknowledged.

The evaluation states that “starting in 2005, the Bank had
subordinated its work on the financial sector to its efforts on
private sector development more generally” However, this
reading of the Financial Sector Development-Private Sec-
tor Development merger should perhaps be revisited in the
next stage, drawing on the available evidence. Similarly, the
report refers to “an ill-designed 2007 financial strategy” as
a cause of failure to identify and respond to sector vulner-
abilities without explaining what was unsatisfactory about
the design of the strategy, which in fact correctly focused
on building capacity to respond to emerging vulnerabilities.
The financial sector strategy itself has not yet been indepen-
dently evaluated.

While management agrees that there was erosion in the Bank’s
overall financial sector skills and capabilities, it was not across
the board, and some Regions, Europe and Central Asia and
Africa in particular, maintained core skills capabilities and
analytical work. The report attributes the weakening of the
financial sector capacity to “with the exception of Europe and
Central Asia, units covering the financial sector were integrat-
ed within PREM.” This is a surprising line of argument. Africa
Region FPD did not integrate with PREM and continues to.
have an FPD director. Even in the Regions with a joint FPD-
PREM director, separate FPD units remain. The first-stage
evaluation does not show any evidence to indicate that the
response to the crisis was better or worse based on different
internal management structures.

Use of Disbursement Measures to Assess the Bank’s Crisis
Response. While disbursements are a compelling metric for
gauging the size and effectiveness of the response, overly
emphasizing it, as the evaluation tends to do, downplays the
positive effects of other options, such as signaling (includ-
ing deferred drawdown options), supporting market confi-
dence, and financing key infrastructure investment projects.
Consequently, management is of the view that disbursement
measures are a useful metric to capture the Bank’s response
to immediate financing needs of its client countries, but they
fall short of gauging the full impact of the Bank’s crisis re-
sponse. Management would ask [EG to incorporate this is-
sue into the next phase of its work.

IFC Response to the Crisis

Overall View of IFC during the Crisis

Management appreciates the coverage in this report of the
strategic situation facing IFC at the time of the crisis and
the overall strategic goals of its response. Nevertheless, we
feel that the report underplays the quality and significance



