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 CAP – country assistance plan 
 COS – country operational strategy 
 COSO – Central Operations Services Office 
 CPPRM – country portfolio and program review mission 
 CPRM – country portfolio review mission 
 CTL – Controller's Department 
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 IPF – indicative planning figure 
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 MIS – Management Information System 
 OCR – ordinary capital resources 
 OEO – Operations Evaluation Office 
 OIST – Office of Information Systems and Technology 
 OPO – Office of Pacific Operations 
 ORM – Operations Review Meeting 
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 PAI – Project Administration Instruction 
 PAU – Project Administration Unit 
 PEIS – Post-Evaluation Information System 
 PPIS – Project Processing Information System 
 PPR – project performance report 
 RM – Regional/Resident Mission 
 SPS – Sector Performance System 
 TD – Treasurer's Department 
 

NOTES 
 

(i) Surplus loan proceeds comprise those funds that are available (or are expected 
to be available) in the loan account of a borrower after arrangements for 
procurement of all goods or services and payments for any other expenditures to 
be financed out of the loan have been finalized (including appropriate 
arrangements to cover any contingencies) and it is clear that there will still be 
funds remaining. 

 
(ii) This report refers to public sector loans only. It does not relate to private sector 

loans, where both investors and lenders protect their commercial interests 
vigorously with due diligence and periodic portfolio reviews across a short time 
horizon. As a result, private sector projects are seldom inactive or slow moving. 

 
(iii) In this report, "$" refers to US dollars. 
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EXECUTIVE SUMMARY 
 
 A Working Group on Spring Cleaning was set up in September 1998 to review the 
experience of the Bank in portfolio restructuring, and to examine the need for improvements.1 
The practice of portfolio restructuring, or "spring cleaning", derives from the Report of the Task 
Force on Improving Project Quality of January 1994. It recommended a one-time spring 
cleaning of the Bank's portfolio of projects in each developing member country to weed out 
inactive or slow-moving projects, and to garner enhanced resources and developing member 
country commitment for the remaining portfolio.2 
 
 Spring cleaning has since been practiced on a near-regular basis. However, the Working 
Group observed that the impacts of spring cleaning have been limited to the short term. While 
useful in themselves, mainly when governments are faced with sudden financial disturbances, 
the exercises carried out served to palliate, and have not ensured sustainably the highest 
performance of the Bank's portfolio. The Working Group also noted the difficulties that this 
practice meets in the Bank and in developing member countries. 
 
 In the spirit of the Report of the Task Force on Improving Project Quality, the report of 
the Working Group emphasizes the need for the Bank to proceed more resolutely toward real 
portfolio management in partnership with developing member countries to enhance the 
effectiveness and development impact of its operations, and outlines the modus operandi 
required.3 Most of the processes and procedures on which to fasten the framework proposed 
already exist in the Bank on account of the manifold positive actions taken following the Report 
of the Task Force on Improving Project Quality. These initiatives were carried out despite 
inadequate resources in response to the increasingly complex development challenges that the 
Bank has been called upon to meet daily. Nonetheless, further progress requires fine-tuning or 
changes in the operating system of the Bank, in its set of incentives, and in its operational 
procedures.4 Senior staff would need to improve management of activities, resources, people, 
and information, and orchestrate actively the interactions necessary to bring about the changes 
required. The Bank as a whole would also need to work more closely with developing member 
countries to promulgate the portfolio concept, and to reinforce their sense of ownership and 
commitment. 
 
 The report is not the outline of a solution but a road map for simple, dynamic changes to 
strengthen further the performance of the Bank's portfolio. At this early stage, the Working 
Group is nevertheless confident that implementation of its recommendations in toto, with equal 
emphasis on each, would foster an internal and external environment supportive of better 
portfolio management. Specifically, it would place portfolio management in center stage in the 
context of the Bank's dialogue with developing member countries, its planning of future 
operations in these countries, and its assessment of internal efficiency and external 

                                                
1
 The term portfolio refers to the stock of lending operations under implementation. 

2
 Asian Development Bank. 1994. Report of the Task Force on Improving Project Quality. Manila. 

3
 Portfolio management seeks to aggregate and synopsize development activities to report and reward performance. 

It connotes country and sector focus, and does not equate with what is known in the Bank as project 
administration. 

4
 The term operating system refers to the prevailing management system of the Bank and its business processes, 

organizational structure, corporate culture, and complex of incentives. 
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effectiveness.5 It would also facilitate the application of the method proposed recently to 
systematize the allocation of Asian Development Fund resources.6 
 
 The report is consonant with the Bank's Planning Directions for 1998-2000 and 1999-
2001, which stipulate that portfolio management should receive the highest attention in planning 
and programming, and that Bank and developing member country approaches and systems for 
measuring, monitoring, and managing project and portfolio performance should be made more 
effective and linked to sectoral and overall development in a country.7 
 
 In the broader context of public management and international development, the report 
responds to (i) the climate of skepticism vis-à-vis international lending institutions, which 
provokes reexamination of the usefulness of development assistance, (ii) pressure to focus and 
concentrate, (iii) the need to forge closer links between resource allocation, budgetary 
processes, and government reform, (iv) growing emphasis on performance measurement and 
reporting, (v) increased reliance on partnerships to achieve results, and (vi) the widening range 
of external stakeholders. Most of all, improved management and performance of the Bank's 
portfolio would directly benefit developing member countries. Therefore, the Working Group 
hopes that implementation of its recommendations would be viewed positively by the Bank's 
shareholders and borrowers, and that this would hold up the Bank's endeavors for future 
resource mobilization. 
 
 The report proposes an Action Plan as set out below: 
 

 The function of ORMs in relation to portfolio management should be reviewed to 
strengthen backward and forward linkages between the results of annual country 
portfolio reviews and country programming exercises. 

 Portfolio performance indicators should be introduced to concentrate energy on the 
strategic agenda of the Bank, to verify the achievement of its strategic development 
objectives, and to provide inputs for constant performance improvement. 

 Time-bound portfolio performance targets should be introduced in consultation with 
DMCs to assess the extent to which the Bank's portfolio meets its development 
objectives, and to select for success. 

 Information technology should be brought to bear more fully to consolidate data by 
sector for each country, and to capture with ease real-time and accumulated 
experience. 

 Project Managers and PAU Heads should set and enforce on themselves high 
standards for their performance of those functions that determine their staff's 
contribution to quality in project administration, and establish a framework in which 
staff involved in project administration can flourish. 

                                                
5
 Internal efficiency and external effectiveness are the corporate goals of the Bank. Efficiency deals with how well the 

Bank optimizes the mix and delivery of its services within given resource constraints. Effectiveness is concerned 
with how well Bank services contribute to achieving its basic goal and meeting the requirements of developing 
member countries. 

6
 IN.284-98: The Allocation of ADF Resources among DMCs, 7 December. The information paper proposes to 

include portfolio performance as an indicator of country performance in addition to short-term macroeconomic 
management, longer term economic management with focus on structural issues, headway in alleviating human 
deprivation, and progress in protection of the environment. It determines that portfolio performance is an important 
consideration in the allocation of concessional resources because it measures the efficiency and effectiveness with 
which these scarce resources are utilized by a developing member country. 

7
 Memorandum from the Office of the President, Planning Directions, 1998-2000, 30 January 1997, and 

Memorandum from the Office of the President, Planning Directions, 1999-2001, 6 February 1998. 
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 All staff of the Projects Departments who are involved in project administration 
should play an active role in project performance review, and in building portfolio 
performance considerations into the operational business processes of Project 
Divisions. 

 The Projects Departments should conduct more systematic midterm loan reviews, 
and monitor more closely projects requiring special project administration missions. 

 DMCs should be encouraged to take a more active part in portfolio management 
exercises. 

 The Bank should revert to the use of CPRMs led by COSO. 

 The Bank should facilitate strategic planning and tighten the linkages between the 
results of annual country portfolio reviews and the design of the COS and the CAP 
by defining appropriate operational procedures for CPRMs. 

 ORMs should draw on information relevant to real portfolio management to decide 
on objectives, alternatives, and potential risks vis-à-vis the country or sector 
concerned. 

 
 The report also recommends implementation of the Action Plan by a Portfolio 
Management Team to be located in COSO. The Team should be led by the Lead Portfolio 
Management Specialist on a full-time basis and supported by one professional staff each on 
part-time basis from SPO and OEO, and professional staff from operational departments as and 
when needed. Other members of the Team would be two full-time support staff (one Operations 
Specialist and one Administrative Assistant). 
 



 

 

 

I. INTRODUCTION 
 
1. Many spring cleaning exercises have been undertaken since the Report of the Task 
Force on Improving Project Quality recommended an in-depth review of Bank operations with 
close attention to impact and quality. These exercises have been led by the Programs 
Departments under special initiatives that are not always part of the country portfolio and 
program review missions (CPPRMs). For example, large-scale spring cleaning exercises were 
carried out in Indonesia and Thailand in the first half of 1998 to confirm the relevance and 
priority of ongoing Bank-assisted projects in light of the Asian economic and financial crisis. The 
exercises provided a good opportunity to revise project scopes, identify surplus loan proceeds 
and potential loan cancellations, and reduce the financial burdens of these two governments. In 
1998, spring cleaning exercises were also conducted in Pakistan, Papua New Guinea, and 
Philippines because these countries had accumulated backlogs of unsatisfactory projects.8 
 
2. While the Asian economic and financial crisis and the difficult position regarding both 
Asian Development Fund (ADF) resources and ordinary capital resources (OCR) have added 
urgency to spring cleaning, the exercises conducted so far were palliative in nature, and have 
not forestalled the entry of unsatisfactory projects into the Bank's portfolio after spring cleaning. 
Furthermore, CPPRMs have almost invariably centered on generic problems in project 
implementation, without visible or lasting improvements. 
 
3. In August 1998, Management instructed the Strategy and Policy Office (SPO) to 
facilitate a review of the Bank's experience in portfolio restructuring, and to examine the need 
for improvements. Following Management's request, the terms of reference of a Working Group 
on Spring Cleaning were drawn at an interdepartmental meeting held in September 1998 
(Appendix 1). The Working Group was chaired by SPO and comprised staff of the Central 
Operations Services Office (COSO), Office of Pacific Operations (OPO), and the Programs 
Departments. The Working Group also received assistance from staff of the Bank's 
Regional/Resident Missions (RMs). 
 
4. The Working Group submitted its interim report to Management in April 1999. It secured 
the President's authorization to proceed with the further deliberation and development of the 
proposals contained in the interim report on 13 April 1999. It was then agreed, at an 
interdepartmental meeting held in June 1999, that the Working Group would reconvene under 
SPO to close the report with additional assistance from staff of the Budget, Personnel, and 
Management Systems Department (BPMSD), the Operations Evaluation Office (OEO), the 
Office of Information Systems and Technology (OIST), and the Projects Departments. 
 

II. OVERVIEW OF SPRING CLEANING 
 
A. Background 
 
5. The establishment of the Task Force on Improving Project Quality in April 1993 signaled 
the Bank's determination to improve its standards of performance and to enhance the 
effectiveness of its operations. The Task Force identified the major themes underlying project 
quality to be (i) Bank responsiveness to the developing member countries (DMCs), (ii) DMC 

                                                
8
 The characteristics of unsatisfactory projects include delays in implementation, inappropriate design (technical, 

social, and institutional), poor quality construction, and non-utilization or partial utilization and maintenance of 
project facilities. Such projects are not likely to achieve their development objectives, both short-term and long-
term. However, the quality of the Bank's portfolio varies widely by sector. There are also substantial differences by 
country since the state of domestic economies strongly affects project performance. 
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ownership and capacity, and (iii) accountability for project quality in the Bank. Analyses and 
assessments of current Bank practices and accumulated experience within the framework of 
these themes yielded several major findings, which became the basis for the recommendations 
and the action plan developed by the Task Force. The Board of Directors of the Bank endorsed 
the Report of the Task Force on Improving Project Quality in April 1994, and implementation of 
the action plan is still ongoing. 
 
6. A key recommendation of the Report of the Task Force on Improving Project Quality was 
that a one-time spring cleaning of the Bank's portfolio in each DMC should be undertaken in 
partnership with the government. The primary responsibility for the follow-up action was 
assigned to the Projects Departments and the timeframe for accomplishing the action was 
stipulated as one year. It was expected that spring cleaning to weed out inactive or slow-moving 
projects would garner financial resources, and stimulate the commitment of DMCs to the 
remaining portfolio. 
 
B. Description and Performance 
 
7. The surplus loan proceeds identified each year, often through spring cleaning, are 
significant (Appendix 2). They totaled $991 million in 1994, $654 million in 1995, $1,254 million 
in 1996, and $836 million in 1997 (Box 1). 1998 was a major year of spring cleaning (Box 2). 
Surplus loan proceeds amounting to $2,118 million from 209 ongoing loans were identified 
($1,712 million from 125 loans from OCR, and $406 million from 84 loans from ADF). Most of 
the surplus resulted from the comprehensive spring cleaning exercise carried out in Indonesia, 
but lesser exercises were also carried out in Pakistan, Papua New Guinea, Philippines, and 
Thailand. About 87 percent of the surplus identified in 1998 were cancelled, and the balance 
was reutilized under ongoing loans. Total cancellations thus exceeded $1.8 billion (32 percent of 
loan approvals during that year), the highest ever. Since 1994, cancellations of surplus loan 
proceeds have ranged from 7 to 32 percent of annual loan approvals. 
 

Box 1. Spring Cleaning in Bangladesh
9
 

 
A spring cleaning mission led by the Vice-President (Projects) visited Bangladesh from 1-12 July 1994. The purpose 
of the mission was to review, in conjunction with Government representatives, the status of the loan portfolio in order 
to (i) determine the need for any modifications to projects in terms of their objectives and designs, (ii) agree on the 
restructuring or cancellation of any loan funds no longer needed, and (iii) assess the general implementation 
environment in Bangladesh and the need for Bank and Government actions to improve project quality and the loan 
portfolio. 
 
The mission identified various areas of strength in the loan portfolio. These included the fact that (i) the present loan 
portfolio reflected increasingly the strategic priorities of the Government and the Bank, (ii) there was better targeting 
of the program on vulnerable groups, (iii) there was greater attention being given to improving the policy environment, 
(iv) disbursements were keeping pace with new lending, thus avoiding a buildup of committed but undisbursed funds, 
and (v) there was significant improvement in the early signing of the loan and technical assistance agreements as 
well as in bringing about the early effectiveness of loans. 
 
On the other hand, some areas for improvement within the loan portfolio were also identified (i) projects in 
Bangladesh were sometimes less than successful as assessed by project performance audit reports, and it was 
important to understand and act upon the reasons for this, (ii) the level of disbursements, other than in relation to new 
lending, had been essentially stagnant over the last five years and could be improved, (iii) continuing problems with 
project implementation suggested that further steps needed to be taken to improve the implementation capacity of 
executing agencies, (iv) some important policy-related covenants needed to be complied with in the urban 
development and power sectors, (v) the scale of direct Bank support to the private sector could be increased, and (vi) 
there was a need to encourage greater involvement of nongovernment organizations. 

                                                
9
 IN.34-95: Report of the Task Force on Improving Project Quality: Implementation Status, 25 April. 
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Other conclusions were reached, and recommendations made, with respect to certain issues such as project 
management, appointment of consultants, procurement of goods and accountability for project implementation. All 
ongoing projects were reviewed, and potential surplus loan proceeds amounting to $136.7 million relating to 13 
projects were identified. 
 

 

Box 2. Spring Cleaning in Indonesia
10

 

 
The most comprehensive spring cleaning exercise conducted so far took place in Indonesia in 1998. Because of the 
unprecedented economic and financial crisis affecting that country, and in light of the changing socioeconomic 
environment facing Bank projects, it was agreed in February 1998 that the Bank's assistance to Indonesia in 1998 
would focus on a comprehensive review of the Bank's portfolio besides the processing of two new loan packages to 
address the issues of financial governance and the provision of social safety nets. 
 
The objectives of the comprehensive portfolio review carried out were to (i) reconfirm the relevance and priority of 
projects under implementation in the current economic and social environment, (ii) verify the appropriateness of the 
original design of projects in terms of their objectives, scopes, and inputs, (iii) find resources to finance the increased 
provision of social safety nets and the creation of income-generating opportunities, including the increased use of 
labor intensive techniques where appropriate, (iv) reestimate the costs of projects and review the financing 
arrangements, and (v) ensure the availability of necessary counterpart funds for the streamlined portfolio. It was 
agreed with the Government that there was a need for a substantial reduction in the size of the portfolio. The portfolio 
should be affordable, and should not be burdened with components that are not appropriate for the prevailing 
socioeconomic environment. It was also recognized that slow-moving projects were not contributing to the effective 
utilization of funds while incurring commitment charges in an unproductive manner. 
 
The review of the Bank's portfolio was carried out in three phases over the period March-July 1998. Based on the 
review, the Government requested the Bank to cancel $949 million from undisbursed loan commitments in 60 
projects, comprising $927 million in loans from OCR and $22 million in loans from ADF. This amount equals total 
identified surplus loan proceeds of $1,232 million minus the possible future use of loan proceeds of $283 million. 
 

 
8. The loan cancellations achieved through spring cleaning since 1994 are substantial and 
there is interest in continuing spring cleaning exercises, chiefly in view of the continuing Asian 
economic and financial crisis and the immediate exigencies posed by current and foreseeable 
ADF and OCR constraints. Based on historical data, estimated potential surplus loan proceeds 
during 1999-2001 should be in the range of $1.2 billion to $1.5 billion per annum.11 To this 
intent, on 6 October 1998, the Vice-Presidents (East and West) issued a staff instruction, 
prepared by the Working Group, to review comprehensively all projects under implementation in 
1998 in partnership with DMCs, and to apply the Project Administration Instructions (PAIs) 
strictly.12 COSO was requested to monitor the spring cleaning exercises, and to report on Bank-
wide results for 1998 to Management. 
 
C. Basic Issues 
 
9. Notwithstanding the above, it is generally agreed in the Bank that the approach 
prescribed in the Report of the Task Force on Improving Project Quality is no longer 
appropriate, except perhaps when governments are faced with special circumstances, such as 

                                                
10

 IN.300-98: Indonesia: Report on the 1998 Comprehensive Portfolio Review, 14 December. 
11

 Due to the comprehensive spring cleaning exercise carried out in 1998, however, surplus loan proceeds of $174 
million only are projected for 1999. Of this surplus, $101 million are expected from loans from OCR and $73 million 
from loans from ADF. 

12
 The relevant PAIs relate to changes in project scope or implementation arrangements (PAI No. 5.05), reallocation 
of loan proceeds (PAI No. 5.06), utilization of surplus loan funds (PAI No. 5.07), suspension and cancellation of a 
loan (PAI No. 6.05), and loan closing dates (PAI No. 6.06). 
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the sudden financial disturbances that rocked Indonesia and Thailand in 1997-1998.13 Because 
portfolio management has not been systematized and integrated in Bank operations, 
reoccurring deterioration of portfolio performance has required repetition of spring cleaning in 
most DMCs. In the Bank and in DMCs, spring cleaning also meets with practical difficulties, 
many of which stem from the fact that accountability, transparency, predictability, and 
participation are not optimal (Box 3). 
 

Box 3. Difficulties in Spring Cleaning 

 
Staff of OPO and the Programs Departments were consulted to provide their views on the principal issues faced 
during spring cleaning in 1998. The main difficulties were reported to be: 
 
º The absence of guidelines on operational procedures.

14
 

º Inadequate time for preparation in the Bank and in DMCs, especially regarding the rationale for spring cleaning 
and its objectives. 

º Lack of accurate and timely data. 
º A perception among some Bank staff that inclusion of their project in the portfolio to be restructured will do them 

discredit. 
º The complex scope of projects, requiring difficult decisions in the Bank and in DMCs about whether to cancel 

entire projects or substantially reduce Bank financing of others. 
º Inadequate awareness of changed ground conditions and beneficiary interests among central and line ministries 

as well as executing agencies when spring cleaning is brought about by financial disturbances. 
º Limited institutional capacities in executing agencies. 
º Problems in coordinating interorganizational networks. 
º Slow government budget appropriation and release of counterpart funds. 
º Delay in loan cancellations or reallocations following agreement. 
 

 
III. PORTFOLIO MANAGEMENT 

 
10. While many of the difficulties mentioned will be faced for as long as DMC ownership and 
capacities are limited, there is little doubt that overcoming them is more laborious when the size 
of the portfolio to be restructured is large, its sectoral composition is varied, and there are 
pressing time constraints.15 New approaches are needed to ensure that spring cleaning remains 
the exception. At heart, it is a dysfunctional practice that does not permit a long-term 
perspective, improve responsiveness to the environment, facilitate client orientation, or link 
strategic planning and resource management. Instead, the Bank should pay close attention to 
portfolio matters in an integrated manner involving actions across the project cycle continuum. 
In particular, periodic and well-planned country portfolio review missions underpinned by a 
consistent framework for measurement, monitoring, and management of performance would 
enable the Bank to fine-tune the design of country operational strategies (COSs) in agreement 
with the current development situation, and to link portfolio performance with the design of 
country assistance plans (CAPs). This would locate Bank operations strategically in time and 
space, and accountability, transparency, predictability, and participation would ensue. 

                                                
13

 On such occasions, there would be a need for "special" spring cleaning. This would call for "special" country 
portfolio reviews. However, even in such cases, it is clear that the size of the portfolio to be restructured will be 
smaller if periodic and well-planned country portfolio reviews have been carried out in the past. 

14
 For instance, little or no analysis was made of the economic and financial viability of truncated projects although 
the changes in scope carried out often appeared to be justified. When "special" country portfolio reviews of the kind 
cited above are necessary, it is therefore desirable that operational procedures be adhered to. In such cases, the 
framework developed and the approach followed during spring cleaning in Indonesia in 1998 could provide useful 
reference points. 

15
 The difficulties experienced at the field level are indeed a manifestation that all is not well, since spring cleaning 
presupposes that extended efforts to remedy problems have proved unsuccessful. 



5 

 

 

A. Portfolio Concept 
 
11. The quality of the Bank's portfolio slips because little distinction is made between project 
administration and portfolio management.16 CPPRMs often focus on the same generic problems 
in project implementation from year to year, but are not able to achieve lasting improvements. 
Annual or semiannual loan review missions conduct reviews of the progress made in 
implementing all aspects of a project, but may pay too much attention to financial and physical 
progress. In general, not enough time is spent on assisting executing agencies to analyze and 
resolve major problems, address deficiencies in the quality of implementation, and consult with 
beneficiaries. Where there are country-specific or sector-specific obstacles to successful 
implementation, this project-by-project approach also ceases to be useful and pressure builds to 
resort to spring cleaning. However, the spring cleaning exercises conducted are short term, and 
cannot forestall the return of unsatisfactory projects into the Bank's portfolio. 
 
12. The portfolio concept entails that one of the main responsibilities of the Bank is to make 
decisive investment choices for economic, social, and environmental advancement in DMCs 
based on countrywide implementation reviews. To make choices, there must be alternatives. 
For the Bank, there may be too many and the challenge is to find a rationale for distinction. For 
other organizations, there may be too few and the challenge is to create opportunity. In both 
cases, it is necessary to ensure that all major options have been investigated before a course of 
action is chosen. The portfolio concept also stresses the critical need to show concern for the 
effectiveness of expenditure, and to keep resources employed where they have the highest 
yield or the highest potential yield. Measurements of performance are thus necessary, since the 
absence of a market test that typifies organizations such as the Bank removes the discipline 
that forces a business to change its ways or go bankrupt. 
 

1. Portfolio Performance Indicators 
 
13. For the Bank, and consequently for DMCs, portfolio management requires country-
specific and sector-specific portfolio performance indicators and their judicious use to impact on 
loan approvals, loan disbursements, partial or full cancellation of loan proceeds, loan closing, 
and loan extension.17 The purpose of portfolio performance indicators is to concentrate energy 
on the strategic agenda of the Bank, verify the achievement of its strategic development 
objectives, and provide inputs for constant performance improvement. Many of the data inputs 
required are available in the Bank, for example through the medium of the project performance 
report (PPR) database.18 Other data is available in COSO, the Controller's Department (CTL), 
OEO, and the Programs Departments. Ideally, the PPR database should allow the consolidation 
of data relating to physical and financial progress in projects by sector (or subsector) to provide 
real-time information on sector performance in each country. The consolidation of this enhanced 
PPR database with selected data from the Post-Evaluation Information System (PEIS), perhaps 
in the context of a new overarching Sector Performance System (SPS), would then capture real-

                                                
16

 As noted earlier, it is necessary to amplify the concept of project administration by considering sector and country 
portfolios and make them units of managerial accountability in composition, size, and performance. 

17
 The actual use of performance indicators is vital. Using performance indicators not only delivers a performance 
improvement but is the vehicle for a culture change that helps to liberate the power of an organization. 

18
 The PPR was developed in 1997 based on the logical (if-and-then) framework approach to project design, 
monitoring, and evaluation. It is a tangible improvement over the Project Administration Committee (PAC) Notes, 
which only evaluated progress in terms of (i) meeting the implementation schedule, (ii) adhering to the original cost 
estimates, and (iii) compliance with loan covenants. The PPR furnishes information on physical implementation 
progress but also (i) highlights progress toward achieving development objectives, (ii) provides information on 
potential risks and assumptions influencing project results, (iii) offers remedial actions for problems encountered 
during implementation, and (iv) gives project classifications in terms of implementation progress. 
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time and accumulated experience in a sector, including performance indicators and the best 
practice values contained in postevaluation reports. Used in tandem with the Management 
Information System (MIS) and the Project Processing Information System (PPIS), an SPS would 
facilitate strategic thinking and the transformation of static plans into dynamic plans. The 
portfolio performance indicators would be agreed upon by COSO, the Programs Departments, 
and the Projects Departments, in consultation with RMs. An appropriate time series for the 
indicators would span 4-5 years. 
 

2. Portfolio Performance Targets 
 
14. The portfolio concept is a summary of thinking and a guide to action. However, it does 
not provide a substitute for sound analysis and judgement. To move toward portfolio 
management, annual country portfolio reviews would also need to be equipped with realistic and 
well-defined country-specific and sector-specific portfolio performance targets that can be 
reached over time, and would need to identify means to achieve the targets defined.19 The 
portfolio performance targets would be agreed upon by COSO, the Programs Departments, and 
the Projects Departments, in consultation with RMs and DMCs, and reflected in the CAPs. 
 
B. Strategic Planning 
 
15. The Bank has no choice but to forerun the future, endeavor to mold it, and balance 
short-term, medium-term, and long-term goals in the process. This implies that the short term 
and the medium term require strategic decisions to the same extent as the long term. Thus, 
strategic planning stands for the permanent process of making managerial decisions 
systematically with the greatest knowledge of their futurity, organizing the resources needed to 
carry out these decisions, and measuring the results of these decisions against original 
expectations through organized feedback and self-control. Only by doing so will the Bank avoid 
extending uncritically past and current trends into the future. In the context of portfolio 
management, the major tools for strategic planning are the COS and the CAP. The COS assists 
decision making on establishing the Bank's strategic objectives in a DMC, determining how the 
strategic objectives identified will be addressed, and laying the basis for making choices in the 
Bank's operational programs in the country. The CAP is the basic document for planning all 
country-focused activities. 
 

1. Linkages with Country Operational Strategies 
 
16. A new generation of COSs is under preparation. They are shorter and more analytical 
than in the past. However, they should become more focused to define the distinctive role that 
the Bank intends to play in each DMC. An integral part of this strengthening would be the 
incorporation of performance management. The findings of country portfolio review missions 
would provide current information about the constraints affecting projects, and would be used 
explicitly in the formulation of the new COS.20 These would enhance postevaluation feedback 

                                                
19

 There should be a clear connection between the portfolio performance indicators and the portfolio performance 
targets because it is difficult to use indicators if they are not related to the targets to be achieved. Secondly, if a 
strategy is meant to play out over five years, the achievement of the targets should be measured against sensible 
milestones over the entire period. 

20
 To enhance the strategic integration of project implementation constraints into Bank operations, it would also be 
helpful to have a set of country sector strategies prepared in concurrence with the COS and extending over the 
same period. Sector operational strategies could be prepared for each DMC in the priority sectors indicated in the 
COS, and would reflect the lessons of project experience. 
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from project performance audit reports, which is available long after the fact, and complement 
the recent OEO studies that shorten the feedback loop.21 
 

2. Linkages with Country Assistance Plans 
 
17. Although the opportunity to reformulate a COS arises only once every 4-5 years, the 
CAP is a rolling plan that is adjusted on an annual basis. When projects in a given sector are 
experiencing major implementation problems, and where measures to remedy the problems 
have not been formulated or initiated, the opportunity exists to discourage the processing of 
follow-on projects and to explore alternatives.22 If staff responsible for country program 
formulation and project processing are continually aware of the status of the country portfolio, 
they can ensure that the specific and hard-won lessons learned from ongoing and completed 
projects are reflected in the CAP. The performance of the Bank's portfolio would then become a 
primary consideration in future lending to a DMC, and annual country portfolio reviews would 
provide a ready conduit for corrective actions aimed at improving it.23 However, formalizing and 
operationalizing the backward and forward linkages between the results of annual country 
portfolio reviews and forthcoming country programming exercises is an imperative that has not 
yet been addressed with enough vigor (Appendix 3).24 
 

IV. OPERATIONALIZING CHANGE 
 
18. Most of the processes and procedures necessary to operationalize portfolio 
management already exist in the Bank, and the practice of spring cleaning, loan reviews, 
special project administration, and CPPRMs demonstrates a first-order understanding that it is 
important to minister to the Bank's portfolio. However, perennial shortcomings in the ability of 
the Bank to link development outcomes with strategic planning and resource management 
underscore the need to investigate obstacles to successful change. These relate principally to 
the operating system of the Bank and to incentives. 
 
A. Operating System 
 
19. Awareness of the strategic agenda of the Bank is important for operationalizing change. 
In the Bank, senior staff with oversight responsibilities for major components of the operating 

                                                
21

 SST: NEP 95025: Special Study: Effectiveness of Bank Assistance for Capacity Building in Nepal, December 1995; 
SST: SAM 95026: Special Study of the Assessment of the Effectiveness of Bank Assistance in Capacity Building to 
Western Samoa, December 1995; SST: VAN 96014: Special Study: Assessment of the Effectiveness of Bank 
Technical Assistance for Capacity Building to Vanuatu, November 1996; SST: INO 30052: Special Study: 
Assessment of the Effectiveness of Bank Technical Assistance for Capacity Building in Indonesia, December 1996; 
and IES: BAN 98016: Evaluation Study on the Impact of Bank Project Preparatory Technical Assistance on the 
Agriculture Sector in Bangladesh, 1998. 

22
 A DMC may sometimes need less, instead of more, lending. In DMCs and sectors where poor portfolio 
performance is habitual, continued lending adds to debt without generating commensurate benefits. In such cases, 
emphasis on capacity building through technical assistance may be preferable, and COSO's recent small-scale 
and other technical assistance to strengthen project implementation capacities are a step in the right direction. 
Later, judicious selection and sequencing of lending and technical assistance instruments that match absorptive 
capacity would be called for. 

23
 Memorandum from the Office of the President, Planning Directions, 1999-2001, 6 February 1998. The Planning 

Directions stipulate that country allocation of resources should be based on closer review of the needs, 
performance, and absorptive capacity of each DMC. 

24
 This section should be read in conjunction with the medium-term strategic framework of the Bank for 1994-1997, 
which detailed the steps required to implement the strategic agenda of the Bank. The functions of the Country 
Implementation Review Committees and the Country Program Review Committees mentioned therein have since 
been attributed to the Operations Review Meetings (ORMs). 



8 

 

 

system need to know better how their activities intertwine with those of others in the system in 
pursuit of the strategic agenda of the Bank. Unless this perspective is learned, it will be difficult 
to create consistent behavior. At the same time, the rapport between senior staff and their 
subordinates needs to evolve. Command and control is not conducive to effectiveness and 
development impact. Especially in the Projects Departments, senior staff should coordinate the 
interactions necessary to effect changes such as those recommended in the Report of the Task 
Force on Improving Project Quality, and provide leadership when their departments as a whole 
would ordinarily resist the changes required. From there, teamwork will develop at the expense 
of individual competition, cooperation will moderate anxiety and encourage initiative, 
outstanding staff will be attracted by the ability to see and influence the operating system of the 
Bank, and by the opportunity to learn from other knowledgeable staff, create, and grow. In the 
context of portfolio management but also on the whole, senior staff can thus do much at the 
individual level to operationalize change through better management of activities, resources, 
people, and information.25 
 
20. Senior staff responsible for major components of the operating system who are aware of 
how their activities intertwine with those of others in the system and recognize the need for 
change must still operate through the medium of the prevailing management system, business 
processes, organizational structure, corporate culture, and complex of incentives. If 
operationalizing change is difficult, it is necessary to question whether the operating system of 
the Bank is capable of answering the questions deemed most relevant, and to determine 
whether it is sending out confusing or incorrect signals. At least, these signals should provoke a 
diagnosis of the destabilizing influences perceived. In the context of portfolio management, for 
example, it should be considered whether ORMs, which are intended to serve as the primary 
management tool for reviewing the implementation of individual country and Bank-wide 
operational programs do indeed provide the most effective operational vehicle for portfolio 
management.26 
 
B. Incentives 
 
21. The incentives that apply in organizations such as the Bank can militate against high 
performance. Initiatives that fail are condemned, and there is not enough constructive self-
assessment. There is sometimes painstaking adherence to procedures with insufficient risk-
taking, even at the cost of responsiveness to needs. On the contrary, when the main goal is 
effectiveness and development impact rather than control, it is necessary to stimulate initiative, 

                                                
25

 Memorandum from the Budget, Personnel, and Management Systems Department, The Bank's Strategic Direction: 
Implications for Recruitment and Other Human Resource Strategies, 16 July 1997. The memorandum identifies the 
competencies required from senior staff to be intellectual leadership, long-term perspective, ability to interact with 
the Bank's external partners, leadership of professionals, listening for diversity, vision, communication skills, and 
team building. 

26
 ORMs are normally held about four weeks after each quarter, but the performance of the Bank's portfolio was 
originally intended for discussion only during the first and third quarter ORMs covering the six months period before 
the quarter. It was also probably intended that the second and fourth quarter ORMs would deal with country 
planning and programming but the relevant PAI is not clear on this issue (PAI No. 7.01). In practice, all four ORMs 
now discuss these two aspects of Bank operations simultaneously. A review of the notes prepared by COSO and 
SPO for ORMs reveals that discussions center on proposed loan, equity, and technical assistance approvals and 
related matters, e.g., overprogramming, the project and lending mix, the volume of program lending, bunching, and 
schedules for Management and Board Meetings, and that the information presented is mainly quantitative. 
Qualitative and quantitative information on project administration and technical assistance implementation is 
extracted, often verbatim and for information purposes only, from the Semiannual Report on Project Administration 
and Technical Assistance Implementation prepared by COSO. There seems to exist little opportunity or demand for 

managerial decisions on real portfolio management, as suggested by the highlights of discussion issued by COSO 
and SPO. 
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responsiveness, and sound analysis and judgement by shifting incentives. In the context of 
portfolio management, for instance, it should be considered whether staff involved in project 
administration are suitably motivated to put their best abilities to the test, and whether DMCs are 
sufficiently prompted to channel sufficient resources into portfolio management. 
 

1. Internal Catalysts 
 
22. At present, for example, the Projects Departments follow a conservative approach to 
canceling surplus loan proceeds, particularly as currency fluctuations, especially the special 
drawing rights in loans from ADF, have a strong bearing on the amount of potential surplus loan 
proceeds. Although this is prudent, the Projects Departments may be swayed in this 
conservative approach by executing agencies contemplating the use of surplus loan proceeds 
as a buffer against future price escalations or cost overruns, or intending to carry out additional 
works.27 Firmer guidance to loan review missions accompanied by effective incentives and 
disincentives may therefore be necessary for identifying situations where surplus loan proceeds 
should be cancelled, at least during the last two years of project implementation.28 
 
23. In most instances, this will only require applying the PAIs strictly.29 In other instances, 
revising the PAIs may be necessary to highlight clearly the actions that loan review missions 
should follow.30 Elsewhere, catalyzing internal change would require renewed efforts to give 
greater recognition to staff who enhance project implementation and, consequently, portfolio 
performance, through monitorable project-specific actions. Staff should also be discouraged 
from according high performance ratings to unsatisfactory projects because this provides a 
wrong indication of effectiveness and development impact.31 

                                                
27

 Undisbursed balances at loan closing account for most of the cancellations of loan proceeds carried out each year. 
They made up 30 percent of the loan proceeds cancelled over the period 1993-1998. 

28
 Surplus loan proceeds arise most frequently when savings have occurred in a particular category to be financed by 
the loan and reallocation of such savings to finance other categories of the project is precluded by the terms of the 
loan agreement; and funds remain available in the loan account beyond original expectations as a result of 
overestimates of project cost during loan appraisal, deletion of project components, unexpected reduction or less-
than-anticipated rise in market prices during project implementation, very competitive pricing by bidders, exchange 
rate fluctuations, change in project scope, or the nonavailment of contingencies. 

29
 SST: REG 98028: Special Evaluation Study of the Midterm Review Process, December 1998. The study found 
wide variations in how the PAIs on midterm loan reviews were being interpreted and implemented (PAI No. 5.01). It 
assigned revised objectives to midterm loan reviews, spelled out principles for their use, and identified related 
actions. The study also recommended that midterm loan review missions be upgraded and backed by sufficient 
staff resources and mission budgets over and above the current allocations. Implementation of the study's 
recommendations should contribute materially to strengthening midterm loan reviews, which are an important 
component of the Bank's procedures for delivering improved project quality. 

30
 A major revision and editing of the PAIs by COSO is expected to be completed by the second quarter of 1999. 

31
 APE 98003: 1998 Annual Performance Evaluation Program and Review of 1997 Activities, September 1998. In the 
PAC Notes that are now replaced by the PPRs, almost all projects were classified as AAA despite the delays, cost 
overruns, and other implementation problems recorded in back-to-office reports. As of 30 June 1998, for example, 
only 6 percent of the 459 projects under administration had a performance rating of less than AAA. This 
assessment did not coincide with the performance ratings usually registered in project completion reports and 
project performance audit reports, and was not always consistent with the corresponding back-to-office report. It is 
hoped that Bank-wide application of the PPR will remedy inaccurate reporting. However, pilot testing through the 
conversion of the PAC Notes for about two thirds of ongoing projects in 1998 revealed that performance ratings 
remained on the high side, and the rating criteria had to be revised to make them more stringent and consistent. As 
of 31 December 1998, 5 percent of the 478 ongoing projects were classified as highly satisfactory, 78 percent as 
satisfactory, 9 percent as partly satisfactory, and 8 percent as unsatisfactory in terms of implementation progress. 
In terms of achievement of development objectives, the project ratings were, respectively, 3 percent, 89 percent, 6 
percent, and 2 percent. 
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2. External Catalysts 
 
24. It is during project implementation that the real and distinctive contribution of the Bank's 
lending commitments becomes evident. Successful and speedy implementation of Bank-
assisted projects is more important than new commitments as one of the principal indicators of 
effectiveness and development impact. In the context of portfolio management, the ministries of 
finance or the general treasuries of DMCs are responsible for apportioning counterpart funds 
and administering the commitment charges associated with projects financed from OCR. They 
presumably hold that, if such charges are to be paid, it should be in the context whereby the 
loan proceeds are expected to generate, through timely and efficient allocation, the economic, 
financial, and other benefits identified at loan appraisal. In all probability, they are committed to 
canceling surplus loan proceeds. 
 
25. There is perhaps less interest on the part of executing agencies, which are tasked with 
executing a project and do not necessarily intend to proactively implement or troubleshoot it as 
necessary. Limited ownership, participation, and capacities can provide a strong rationale for 
executing agencies to relinquish their responsibilities and to hold the Bank accountable. Where 
incentives that encourage efficient and effective implementation of projects do not exist, the 
Bank assumes accordingly a large share of responsibility for project administration. 
Recommendations to address these deep-rooted and wide-ranging problems have been made 
in numerous other Bank documents. In the context of portfolio management, however, country 
ownership should be evident in the support and administrative arrangements for projects, and 
executing agencies should take more responsibility for the performance of Bank-assisted 
projects. Applying the PAIs strictly could, albeit indirectly, encourage the accountability of DMCs 
for portfolio management.32 But the Bank could also directly promulgate the portfolio concept in 
DMCs by encouraging the latter to take a more active part in portfolio improvement exercises, 
and by taking advantage of opportunities to build in executing agencies capacities for analysis 
and management. 
 

V. TOWARD REAL PORTFOLIO MANAGEMENT 
 
26. Spring cleaning meets repeatedly with the same difficulties, and cannot prevent 
recurrent deterioration of portfolio performance in most DMCs. Yet it has been shown that the 
tasks, responsibilities, and practices associated with portfolio management are not inherent to 
the Bank, and that management direction and conducive organizational processes and 
procedures are critical to their realization. Management direction is necessary because it is not 
common for organizations such as the Bank to generate enough internal pressure from the 
ranks to cause a notable change in direction. Hence, a key recommendation of the Report of the 
Task Force on Improving Project Quality was that Management should signal a change in 
corporate culture through clear policy statements reasserting the importance of effectiveness 
and development impact rather than loan approval, and the equal value of project processing 
and project administration. However, these concepts should also take root in DMCs to 
promulgate the portfolio concept and reinforce ownership and commitment. 
 
27. Organizational design is also a vexing issue. Each organizational scheme makes some 
things easier and others harder. Surely, however, strategy should drive organizational structure, 
and the optimal design depends on what one hopes to accomplish. Without a doubt, the Bank 

                                                
32

 The recent approval by Management of an action plan for immediate implementation to improve unsatisfactory 
compliance by DMCs with the submission of audited project accounts and financial statements is a noteworthy 
initiative in this direction. 
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should move more resolutely toward real portfolio management in partnership with DMCs to 
enhance the effectiveness and development impact of its operations. To this intent, the Bank 
needs to reinforce its operating system, set of incentives, and operational procedures 
selectively. 
 
A. Operating System and Incentives 
 

1. Operating System 
 
28. An essential recommendation of the Report of the Task Force on Improving Project 
Quality was that the business processes underpinning project administration should be 
reviewed and streamlined. So far, the Staff Working Group on the Review of the Bank's 
Operational Business Processes established in 1994 and reconstituted in 1996 has developed 
new formats for the CAP document and the CPPRM report. The Staff Working Group has also 
reviewed the loan and technical assistance processing cycles and developed the new format of 
the COS document. To determine how the operating system of the Bank could make possible 
portfolio management, the Working Group proposed in the interim report submitted to 
Management in April 1999 that the Bank should review and strengthen the terms of reference of 
ORMs vis-à-vis portfolio management, identifying as necessary procedural changes so that 
country programming exercises and loan processing and approval take account of portfolio 
performance. To manage the Bank's portfolio for performance, the Working Group also 
proposed that the Bank should select in consultation with DMCs portfolio performance indicators 
that should be taken into account in deciding loan approvals, loan disbursements, partial or full 
cancellation of loan proceeds, loan closing, and loan extension, and design a suitable staff 
instruction for their use. These indicators should be clear, accepted in the Bank and in DMCs, 
and use existing data sources as much as possible. To give a concrete expression to the Bank's 
commitment to continual portfolio performance improvement, the Working Group proposed 
further that the Bank should define in consultation with DMCs portfolio performance targets that 
can be reached over time, and design a phased program for their use. To enhance the 
knowledge base necessary to manage the Bank's portfolio for performance, the Working Group 
proposed in addition that the Bank should carry out additional work on the PPR database to 
allow the consolidation of data by sector for each country, and develop an SPS. 
 

2. Internal Catalysts 
 
29. The Report of the Task Force on Improving Project Quality noted that project supervision 
and administration were consistently given lower priority, and received less attention, than 
project processing. It recommended that staff undertaking project administration work should be 
rewarded on an equal basis with those involved in project processing, and that the Bank's 
incentives, resource allocation, and procedures should be adjusted to remedy the situation. So 
far, attention has focused on project supervision with the formal adoption of the Project 
Administration Unit (PAU) structure, which has usefully assigned responsibility centers for 
monitoring of project administration, and the delegation of Deputy Directors in the Projects 
Departments to oversee day-to-day project administration activities with the support of senior 
project specialists. To give additional emphasis to project administration, the Working Group 
proposed in its interim report that the Bank should develop action plans specifying what further 
steps can be taken to ensure quality in project administration, including the incentives to be 
established and the qualifying outcomes. Incentives for cancellation of surplus loan proceeds 
where appropriate could, for example, include assigning commensurate importance to such 
cancellations in the performance evaluation reports of staff in the same manner that credit is 
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now given for project processing.33 To ensure that the project performance rating system mirrors 
the extent to which projects fulfil their intended outcomes, the Working Group also proposed 
that the Vice-Presidents (East and West) should issue a suitable staff instruction explaining that 
inaccurate performance ratings in the PPRs provide a wrong indication of effectiveness and 
development impact, and requesting staff involved in project administration to report on 
performance correctly based on the guidelines for completion of the PPR, with emphasis on 
uniformity, consistency, and high quality of information.34 To maximize further the benefits 
derived from midterm loan reviews, which are now the only mechanism available for carrying 
out a comprehensive review of ongoing projects, the Working Group proposed further that the 
Bank should assess staff resources and mission budgets for midterm loan review missions, and 
clarify budgetary requirements. The staff resources and mission budgets for special project 
administration missions should be assessed likewise because unsatisfactory projects require 
special reviews and cannot wait until the midterm stage. 
 

3. External Catalysts 
 
30. Concern for portfolio management should be shared in the same measure by the Bank 
and DMCs. Yet, just as different stakeholders have different concerns, governments and 
executing agencies as well as subgroups within them have different interests. External catalysts 
should be found and introduced to deepen their concern for portfolio management. For instance, 
executing agencies may be motivated to cancel or partially cancel surplus loan proceeds if it 
facilitates loan approvals or higher indicative planning figures (IPFs), and it may be possible to 
allow up to 50 percent of the surplus loan proceeds cancelled to go towards topping up the 
normal IPF in a year. The Working Group recognizes that quick ploughback of surplus loan 
proceeds in loans from ADF may not always be feasible, even if warranted by need and 
improved portfolio performance, because of the new treatment of loan savings and cancellations 
approved by the Board of Directors of the Bank on 6 August 1998.35 Nevertheless, executing 
agencies could be rewarded for their willingness and efforts to improve portfolio performance in 
due time, say, with a lag of up to one year. This is possible if the linkages between the results of 
annual country portfolio reviews and forthcoming country programming exercises are formalized 
and operationalized. Further careful analysis will be essential in constructing effective incentives 
and disincentives that enhance client orientation, and institutionalize results-based 
management. To reinforce DMC commitment to, participation in, and ownership of Bank-
assisted projects, the Working Group proposed in its interim report that the Bank should 
consider the desirability and feasibility of introducing incentives and disincentives, such as 
linking higher IPFs to better portfolio performance, to encourage DMCs to take a more active 
part in portfolio management exercises.36 
 

                                                
33

 In providing incentives to staff for cancellation of surplus loan proceeds, it may be necessary to differentiate 
between different types of cancellations. When surplus loan proceeds arise from overestimates of project cost 
during loan appraisal, very competitive pricing by bidders, or exchange rate fluctuations, there is no effort on the 
part of staff and no justification for recognition. However, there are instances when staff apply the PAIs strictly to 
negotiate deletion of inactive project components or changes in project scope for unsatisfactory projects. Such 
cases merit incentives and recognition. 

34
 Memorandum from the Interdepartmental Working Group on the Project Classification System, Replacement of 
PAC Notes by Project Performance Report for the Bank's Ongoing Projects, 12 October 1998. 

35
 R105-98: Treatment of Loan Savings and Cancellations to Increase the Expanded Advance Commitment Authority 
(EACA) Under the New Financial Planning Framework for the Management of ADF Resources, 9 July. The new 
treatment stipulates that the resources made available through annual loan savings and cancellations should be 
allocated on an annual basis to the nondonor resource pool supporting the Authority. 

36
 Even where IPFs remain unchanged, there is still scope for providing such incentives and disincentives at the 
sector level. 
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B. Operational Procedures 
 

1. Country Portfolio and Program Review Missions 
 
31. The type of operational mission now applicable to country portfolio reviews is the 
CPPRM.37 The origin of the CPPRM lies in the Report of the Task Force on Improving Project 
Quality, which correctly noted that project administration is given less importance than project 
processing, and recommended that country portfolio review missions should be intensified. After 
the reorganization of the Bank in 1995, the primary responsibility for conducting CPPRMs was 
assigned to the Programs Departments. At present, Bank policies prescribe that the CPPRM, to 
be fielded usually during the last quarter of each year, should focus on the Bank's portfolio and 
firm up the country program for the following year. CPPRMs are now conducted annually by the 
Programs Departments in cooperation with COSO and the Projects Departments, and these 
missions sometimes involve the Vice-Presidents (East and West), Directors and Managers of 
the Programs and Projects Departments, as well as Chief, COSO. 
 
32. While the intent behind CPPRMs is commendable, experience suggests that this 
operational vehicle is not leading to substantive improvements in the Bank's portfolio. Because 
the primary responsibility for conducting CPPRMs was assigned to the Programs Departments 
at an insufficiently high level of authority, with limited inputs from the Projects Departments, 
these missions are more often than not used for pre-country programming. So far, COSO's 
contributions in the context of CPPRMs have remained mainly generic, although they amplify 
the reports of loan review missions through reference to data consolidated at the country level.38 
Where responsibility for CPPRMs has been delegated to RMs, the latter have also tended to 
focus on generic problems in project implementation, being neither expressly mandated nor, 
with a few exceptions, suitably equipped to manage the Bank's portfolio. The composition of 
CPPRMs and limited participation and information from the Projects Departments mean that 
adequate attention is not given to the substantive aspects of country portfolios. 
 
33. At present, the Bank's operational procedures for CPPRMs prescribe that the initiating 
authority for such missions is the Manager of the Programs Division concerned, in consultation 
with the Managers of the Projects Departments concerned, that the duration of CPPRMs should 
be of about two weeks, and that the composition of such missions should be of about five staff, 
including staff of COSO, the Programs Departments, and the Projects Departments. The 
guidelines on mission documentation still have not been defined, except for the reporting format 
designed in 1997 by the Staff Working Group on the Review of the Bank's Operational Business 
Processes.39 The adoption of the reporting format represents a significant improvement over 
past practices that bodes well for better portfolio management, provided the action plan to be 
specified eschews the generic, first-order issues already covered in the reports of loan review 
missions, deals with the more substantive, second-order issues that affect portfolio 

                                                
37

 Operations Manual, Section 32. 
38

 These commonly relate to declaration of loan effectiveness, establishment and maintenance of project centers, 
recruitment of consultants, contract awards, disbursement of loan proceeds and release of counterpart funds, 
submission of audited accounts, loan extension, surplus loan proceeds and cancellations, physical progress and 
completion, and project commissioning and operation. 

39
 Guidelines on Operational Procedures, Section 32. 
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performance, and is acted upon.40 So far, though, few CPPRMs have held detailed discussions 
with DMCs on sector and policy matters and how they affected portfolio performance, as 
required in the guidelines for the CPPRM report.41 Most of the 14 CPPRMs fielded in 1997 
following the adoption of the reporting format centered on implementation issues. In one DMC 
where sector and policy matters were discussed at some length, the Government did not wish to 
endorse publicly the recommendations made by including them in a signed aide-memoire. 
 

2. Country Portfolio Review Missions 
 
34. The CPPRM should not be used to firm up the country program for the following year. 
For this reason, the Working Group proposed in its interim report that the Bank should 
substantiate the desirability of reverting to the use of country portfolio review missions (CPRMs), 
the objectives of which would be to (i) assess the performance of key project performance 
indicators, (ii) highlight improvements over past performance and best practices in 
implementation, (iii) identify the country-specific and sector-specific issues in project 
implementation that inhibit portfolio performance, particularly those causing chronic 
underperformance, and (iv) formulate measures to improve overall portfolio performance for 
incorporation in the CAPs.42 To facilitate strategic planning and tighten the linkages between the 
results of annual country portfolio reviews and the design of the COS and the CAP, the Working 
Group also proposed that the Bank should confirm the level of the initiating authority for 
CPRMs, and evaluate alternative scenarios for their preparation, composition, conduct, and 
follow-up. 
 

3. Operations Review Meetings 
 
35. The findings and recommendations of the CPRM should be discussed in depth at 
ORMs, focusing on DMCs and sectors where poor portfolio performance is chronic. The 
portfolio performance indicators selected and the portfolio management targets defined would 
be part of the information download. The discussions would establish priorities and designate 
the areas that need immediate rectification or preventive action to ensure progress toward the 
accomplishment of the COS. To bring major issues to sufficiently high levels of authority, the 
Working Group proposed further that the Bank should clarify the data requirements, reporting 
arrangements, and agenda for ORMs in light of their revised terms of reference so that portfolio 
management becomes integral to their conduct. 

                                                
40

 The type of operational mission most suited to address generic problems in project implementation is the country 
project implementation profile mission initiated by COSO's Project Coordination and Procurement Division or CTL. 
The country project implementation profile mission is tasked among others with identifying areas where 
improvement is needed to speed up project implementation. This type of mission is little used nowadays and may 
need to be reactivated. In this regard, the revised and expanded country project implementation profile prepared 
for Nepal is encouraging and could be replicated in other DMCs. Since the generic problems encountered are 
perennial, the Bank may also consider providing additional technical assistance in the areas of procurement, 
accounting, and auditing to all DMCs. The preparation of country project implementation profiles for other DMCs 
would permit the identification of such technical assistance. 

41
 APE 98003: 1998 Annual Performance Evaluation Program and Review of 1997 Activities, September 1998. 

42
 It is therefore expected that the detailed reviews of the overall progress of projects carried out by loan review 
missions would be an important source of information for CPRMs, as they are for CPPRMs. The record of a DMC 
in acting upon the action plan prepared by the previous CPRM, however, would now provide the basis for 
managerial decisions. 
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VI. ROAD MAP 
 
36. The concepts, background, and rationale underpinning each of the recommendations 
submitted below are described in Sections III-V. They were deemed relevant during 
interdepartmental review of the interim report in December 1998 and February 1999. Therefore, 
they constituted the main reference points of the Working Group when it explored in June-July 
1999 the areas of investigation delineated in the interim report, and responded to the tasks set 
therein. In one instance, the Working Group was not able to flesh out its recommendations to 
full satisfaction. It relates to portfolio performance targets. Here, country-specific and sector-
specific considerations discouraged the presentation of a single framework for universal 
application. For that reason, the onus is on the Departments and Offices concerned to 
enunciate in consultation with DMCs the targets to be achieved as part of a sustained drive 
toward real portfolio management. This is because the report is not the outline of a solution but 
a road map for simple, dynamic changes to strengthen further the performance of the Bank's 
portfolio. 
 
A. Operating System 
 

1. Operations Review Meetings 
 
37. The task of the Working Group was to review and strengthen the terms of reference of 
ORMs vis-à-vis portfolio management, identifying as necessary procedural changes so that 
country programming exercises and loan processing and approval take account of portfolio 
performance. To achieve the specific objective set in Section V, the Working Group considered 
that: 
 

 The purpose of ORMs should be to formalize and operationalize the backward 
and forward linkages between the results of annual country portfolio reviews and 
country programming exercises. The importance of decision-making in 
management is generally recognized. Unless a decision-maker thinks through 
clearly what he wants to change and why, he is in danger of trying 
simultaneously to both alter and preserve established practice. So far, ORMs 
have not provided the most effective operational vehicle for portfolio 
management because their purpose is not clear. As a result, they have not 
focused the attention of managers on the evolution of a country's portfolio. ORMs 
should tighten the linkages between annual country portfolio reviews and country 
programming exercises. To this intent, discussions at ORMs of the Bank's 
portfolio should refer to portfolio performance indicators and portfolio 
management targets as well as the findings and recommendations of annual 
country portfolio reviews to systematically, and for each portfolio, (i) define the 
problem, (ii) analyze the problem, (iii) develop alternative solutions, (iv) decide 
upon the best solution, and (v) convert the decision on what ought to be done 
into effective action. The criteria for deciding upon the best solution are (i) 
potential risks, (ii) economy of effort, (iii) timing, and (iv) limitations of resources. 

 
2. Portfolio Performance Indicators 

 
38. The task of the Working Group was to select portfolio performance indicators that should 
be taken into account in deciding loan approvals, loan disbursements, partial or full cancellation 
of loan proceeds, loan closing, and loan extension, and to design a suitable staff instruction for 
their use. To achieve the specific objective set in Section V, the Working Group considered that: 
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 Portfolio performance indicators should be introduced to concentrate energy on 
the strategic agenda of the Bank, to verify the achievement of its strategic 
development objectives, and to provide inputs for constant performance 
improvement. The Bank and DMCs need portfolio performance indicators to 
make decisive investment choices for economic, social, and environmental 
advancement in DMCs. Yet, there is no universal consensus on how best to 
measure portfolio performance, and excessive attention to a single method of 
measurement, such as loan disbursements, will result in some things being 
optimized at the expense of others. The obvious solution is to select a variety of 
measures. Many of the data inputs required are already available in the Bank, 
e.g., in the Loan Financial Information System (LFIS), PEIS, PPIS, and PPR 
database. However, they should be selected for simplicity, transparency, and 
focus. They should then be consolidated and used judiciously, above all at ORMs 
and during CPRMs, to support a dialogue on portfolio management within the 
Bank and with DMCs. The portfolio performance indicators required should 
communicate across the project cycle continuum, covering (i) project 
identification, (ii) loan processing, (iii) loan approval and negotiations, (iv) project 
implementation, and (v) project completion and postevaluation (Appendix 4). 

 
3. Portfolio Performance Targets 

 
39. The task of the Working Group was to define portfolio performance targets that can be 
reached over time, and to design a phased program for their use. To achieve the specific 
objective set in Section V, the Working Group considered that: 
 

 Portfolio performance targets that can be reached over time should be introduced 
in consultation with DMCs to assess the extent to which the Bank's portfolio 
meets its development objectives, and to select for success. The Bank and 
DMCs need portfolio performance targets that can be reached over time to make 
possible strategic thinking and the transformation of static plans into dynamic 
plans, and to ensure sustainably the highest performance of its portfolio in each 
DMC. If the COS is meant to play out over five years, the achievement of the 
portfolio performance targets chosen should be measured against sensible 
milestones over the entire period, and linked with the design of the CAP in 
consultation with DMCs. Nevertheless, the Working Group recognized that 
country-specific and sector-specific considerations prevent the presentation of a 
single framework for universal application. Therefore, the Departments and 
Offices concerned should specify in consultation with DMCs the portfolio 
performance targets to be achieved as part of a sustained drive toward real 
portfolio management. 

 
4. Project Performance Report Database and Sector Performance System 

 
40. The task of the Working Group was to carry out additional work on the PPR database to 
allow the consolidation of data by sector for each country, and to develop an SPS. To achieve 
the specific objective set in Section V, the Working Group considered that: 
 

 Information technology should be brought to bear more fully to consolidate data 
by sector for each country, and to capture with ease real-time and accumulated 
experience. Information technology is the backbone of management. It is linked 
inextricably to the very process of decision-making, and has potential for 



17 

 

 

delivering more complete control, at a lower cost and with fewer risks, than any 
other managerial method. Yet, the successful exploitation of information 
technology for portfolio management in the Bank remains elusive despite the 
existence of extensive information systems. Therefore, it is important to make 
management more effective by electronic means, focusing on value for money. 
This requires that information should be selected for the value of its content, and 
managed as a business resource. Consolidating data by sector for each country 
would provide ready answers to questions about trends, current performance 
against the trends, and potential. By enhancing the reliability and timeliness of 
reporting and facilitating interactions, an SPS would also increase the efficiency 
of portfolio management. In the PPR database, the only modifications required 
relate to the creation of additional views. In an SPS, key information should 
include (i) the performance ratings of postevaluated projects, (ii) the average 
implementation periods and cost overruns or underruns of completed and 
postevaluated projects, (iii) the major findings, lessons learned, and overall 
assessments in the country and sector syntheses derived from postevaluated 
projects, (iv) narratives from impact evaluations and special studies, (v) the 
performance ratings of ongoing projects, (vi) aggregated data on the physical 
and financial progress of ongoing projects, (vii) the major problems and issues 
for guidance regarding ongoing projects, and (viii) details of the lending pipeline. 
The primary sources of data for an SPS would be the PEIS, PPIS, and PPR 
database (Appendix 5). 

 
B. Incentives 
 

1. Internal Catalysts 
 
41. The task of the Working Group was to develop action plans specifying what further steps 
can be taken to ensure quality in project administration, including the incentives to be 
established and the qualifying outcomes. To achieve the specific objective set in Section V, the 
Working Group considered that: 
 

 Project Managers and PAU Heads should set and enforce on themselves high 
standards for their performance of those functions that determine their staff's 
contribution to quality in project administration, and establish a framework in 
which staff involved in project administration can flourish. As a general rule, 
making talented people perform is not a matter of making them work harder or 
more skillfully. They are typically dedicated and such interventions are irrelevant. 
Rather, the managerial task should relate to dismantling barriers to performance, 
and channeling efforts into avenues that will contribute directly to the 
achievement of the organization's goal. Hence, managing talented staff for 
performance is best understood as a process of influence. The consequence 
should be for talented staff to understand and identify with the organization's 
objectives, and to see how their own contribution can be enhanced. In exercising 
this process, managers should also accommodate the preferred ways of working 
of such staff. For these reasons, the Working Group was reluctant to develop 
action plans as requested in the interim report. Rather, the Working Group felt 
that, to motivate for peak performance, Project Managers and PAU Heads should 
set and enforce on themselves high standards for their performance of those 
functions that determine their staff's ability to perform. Thus, to ensure quality in 
project administration, Project Managers and PAU Heads should in the beginning 
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establish a framework in terms of culture, structure, and style of management in 
which the talent of both professional and supporting staff can flourish. Within 
such a framework, the specific actions called for are (i) the identification and 
recognition of outstanding talent wherever it is found, (ii) the establishment, in 
consultation with the individual staff concerned, of clear task objectives and 
performance standards, (iii) the provision of a range of supportive and 
developmental processes designed both to motivate performance and to provide 
opportunities for its improvement, (iv) the provision of a range of incentives, 
rewards, and reinforcement processes designed to meet the motivational 
patterns of the types of talented staff involved,43 and (v) investment in the 
maintenance and further development of talent. 

 
42. Another task of the Working Group was to assist the Vice-Presidents (East and West) to 
issue immediately a suitable staff instruction explaining that inaccurate performance ratings in 
the PPRs provide a wrong indication of effectiveness and developmental impact, and requesting 
staff involved in project administration to report on performance correctly based on the 
guidelines for completion of the PPR, with emphasis on uniformity, consistency, and high quality 
of information. In responding to this request, the Working Group considered that: 
 

 All staff of the Projects Departments who are involved in project administration 
should play an active role in project performance review, and in building portfolio 
performance considerations into the operational business processes of Project 
Divisions. To this intent, on 7 July 1999, the Vice-Presidents (East and West) 
issued a staff instruction, prepared by the Working Group, requesting such staff 
to report correctly on performance. The staff instruction also expressed 
Management's expectation that senior staff of the Projects Departments will 
encourage and monitor correct reporting based on the guidelines for completion 
of the PPR.44 

 
43. A further task of the Working Group was to assess staff resources and mission budgets 
for midterm loan review missions and special project administration missions, and to clarify 
budgetary requirements. To achieve the specific objective set in Section V, the Working Group 
considered that: 
 

 The Projects Departments should conduct more systematic midterm loan 
reviews, and monitor more closely projects requiring special project 
administration missions. Midterm loan reviews are now the only mechanism 
available for carrying out a comprehensive review of ongoing projects. However, 
they seem to be conducted only for one third of the projects having reached the 
midterm stage, even though budgetary provisions appear to meet the 
requirements expressed by the Project Departments, and the latter sometimes 
underutilize their business travel and staff consultant budgets. So far, midterm 
loan reviews have also not adhered to any guidelines. The Projects Departments 
should heed the recommendations contained in OEO's study on this subject, 
which assigned revised objectives to midterm loan reviews, spelled out principles 

                                                
43

 The incentives may include those suggested on page 11, para. 29. The reinforcement processes would include 
appraisal, coaching, monitoring, and providing feedback in various forms. 

44
 To build portfolio performance considerations into the operational business processes of Project Divisions, it may 
also be appropriate to rename the PAUs as Portfolio Management Units. 
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for their use, and identified related actions.45 BPMSD and SPO should also 
allocate a mission code to midterm loan reviews to enable the Bank to measure, 
monitor, and manage this important project administration mechanism.46 
Unsatisfactory projects also require special reviews, and cannot wait until the 
midterm stage. The number of special project administration missions has 
increased, probably on account of the various actions taken in the wake of the 
Report of the Task Force on Improving Project Quality. In recent times, the 
duration of special project administration missions has averaged nine days. The 
resource requirements of such missions have also varied from project to project, 
but budgetary provisions again appear to meet the requirements expressed by 
the Projects Departments. Because it is likely that projects requiring special 
project administration missions will need to be reviewed comprehensively at the 
midterm stage, the Projects Departments should monitor these projects closely to 
plan better for midterm loan reviews. 

 
2. External Catalysts 

 
44. The task of the Working Group was to consider the desirability and feasibility of 
introducing incentives and disincentives, such as linking higher IPFs to better portfolio 
performance, to encourage DMCs to take a more active part in portfolio management exercises. 
To achieve the specific objective set in Section V, the Working Group considered that: 
 

 DMCs should be encouraged to take a more active part in portfolio management 
exercises. It is practicable to introduce higher IPFs in the case of DMCs willing to 
take a more active part in portfolio improvement exercises, and lower IPFs in the 
case of DMCs showing disregard to portfolio management. However, although 
DMCs may view greater access to ADF resources as a clear incentive, the 
prospect of higher IPFs for OCR may not prove sufficiently attractive because 
alternative sources of finance are available. The need to link portfolio 
performance to greater access to ADF resources should be examined by the 
Working Group on Performance-Based Lending.47 The adoption of a similar 
methodology for OCR would need to be examined carefully in consultation with 
DMCs. This would also provide an opportunity to raise awareness in DMCs of the 
importance of portfolio management, discuss the portfolio performance indicators 
selected, and agree on the key factors that would determine sectoral allocation of 
IPFs among executing agencies. Wherever feasible, governments should 
encourage sectors to compete for greater resource allocation based on the 
willingness of executing agencies and their capacity in effectively utilizing limited 
financial resources. It should also be noted that the large-scale spring cleaning 
exercise carried out in Indonesia in the first half of 1998 was effective because of 
its government's sense of ownership of the exercise and its keen interest in it. 
This derived from growing concern that Indonesia could not afford to pay 
commitment charges or provide counterpart funds for unsatisfactory projects or 
projects that were no longer relevant or of a high priority in the context of the 
economic and financial crisis. This experience suggests that the Bank should 

                                                
45

 SST: REG 98028: Special Evaluation Study of the Midterm Review Process, December 1998. Therefore, the PAIs 
should be revised to highlight clearly the actions that midterm loan review missions should follow. 

46
 In the Operations Manual, the relevant section is Section 32. In the Administrative Circulars, the relevant section is 
No. D-1. 

47
 The Working Group on Performance-Based Lending was established in April 1999. It aims to develop a framework 
with which to systematize the allocation of ADF resources. 
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investigate further the possibility of adjusting the scheme of commitment charges 
to penalize slow-moving projects and reward those that are being implemented in 
accordance with the agreed schedule. Given that loan extensions are often 
proposed and granted as a normal course of events rather than as an exception, 
it may also be desirable to introduce a fee for loan extension and to channel the 
funds generated by the fee back to the DMC for the purpose of capacity building. 

 
C. Operational Procedures 
 

1. Country Portfolio Review Missions 
 
45. The task of the Working Group was to substantiate the desirability of reverting to the use 
of CPRMs, the objectives of which would be to (i) assess the performance of key project 
performance indicators, (ii) highlight improvements over past performance and best practices in 
implementation, (iii) identify the key systemic issues in project implementation that inhibit 
portfolio performance, particularly those causing chronic underperformance, and (iv) formulate 
measures to improve overall portfolio performance for incorporation in the CAPs. To achieve the 
specific objective set in Section V, the Working Group considered that: 
 

 The Bank should revert to the use of CPRMs. After the reorganization of the 
Bank in 1995, responsibility for annual country portfolio reviews was assigned to 
the Programs Departments. It had previously been attributed to COSO. The 
current approach is for the CPPRM to focus on the Bank's portfolio in each DMC, 
and to firm up the country program for the following year. The objective of the 
CPPRM is to address generic problems in project implementation with a view to 
improving the performance of the Bank's portfolio in the DMC, and guide the 
direction, composition, and volume of Bank operations in the medium term.48 
However, experience suggests that this approach is not leading to substantive 
improvements in effectiveness and development impact because the CPPRM 
has often been used for pre-country programming. Inadequate attention has 
been given to the more substantive aspects of country portfolios, such as 
achievement of objectives, involvement of beneficiaries, enhancement of 
executive agency capacity, and evolving development impact. Moreover, the link 
between portfolio performance and the country program has in most cases not 
been established as originally intended. The Bank is aware of the shortcomings 
of the CPPRM.49 Because annual country portfolio reviews are still inadequate, 
the proposal to return responsibility for portfolio review to COSO should be 
considered once more.50 The pressing need is to separate the task of portfolio 
review from that of country programming, but with the results of the portfolio 
review still serving as an input into the country program. COSO, with mandatory 
support from CTL, the Programs Departments, the Projects Departments, and 
the RMs, is well suited to lead the CPRM. It already acts as the Bank-wide 
coordinator for monitoring and review of the performance of loan operations, and 

                                                
48

 Operations Manual, Section 32. 
49

 APE 97002: 1997 Annual Performance Evaluation Program and Review of 1996 Activities, August 1997. During 
the drafting of the paper, it had been suggested that the responsibility for annual country portfolio reviews be 
returned to COSO with the participation of other Departments and Offices. Although the suggestion was supported 
by COSO, OEO, and the Projects Departments, it was opposed by the Programs Departments and SPO and the 
proposal was not implemented. 

50
 COSO and the Programs Departments are the only entities suited to lead the CPRM. 
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is now responsible for collecting and analyzing the PPRs.51 The objectives of the 
CPRM should be to (i) assess the performance of key project performance 
indicators, (ii) highlight improvements over past performance and best practices 
in implementation, and review and update the implementation status of the action 
plan prepared by the previous CPRM, (iii) identify the country-specific and sector-
specific issues in project implementation that inhibit portfolio performance, (iv) 
assess government policies and procedures causing chronic underperformance, 
(v) examine the funds flow mechanism for timely allocation and release of 
counterpart funds, and (vi) formulate measures to improve overall portfolio 
performance for incorporation in the CAP, and make necessary 
recommendations. Meeting these objectives has resource implications for 
COSO, and additional staff may be needed depending on the composition of 
CPRMs and the extent of involvement of RMs. Where staff resources are 
sufficient, the RM could be the body responsible for the CPRM, with guidance 
from COSO. 

 
46. Another task of the Working Group was to confirm the level of the initiating authority for 
CPRMs, and evaluate alternative scenarios for their preparation, composition, conduct, and 
follow-up. To achieve the specific objective set in Section V, the Working Group considered that: 
 

 The Bank should facilitate strategic planning and tighten the linkages between 
the results of annual country portfolio reviews and the design of the COS and the 
CAP by defining appropriate operational procedures for CPRMs. The initiating 
authority of the CPRM should be Chief, COSO, whose office would prepare an 
initiating paper for discussion at the appropriate ORM.52 ORMs are held 
quarterly, and discussion of the initiating paper should be held during the quarter 
preceding the country program mission. The ORM should focus on the country 
portfolio, individual projects as necessary, and CPRM composition, and offer 
guidance on the leadership level of the CPRM. Chief, COSO, a Manager of 
COSO, or a senior staff of COSO could lead the CPRM, as the case dictates. In 
cases where staff resources are sufficient, the RM could be the body responsible 
for the CPRM and the Resident Representative could be the mission leader, with 
guidance from COSO. In addition to the mission leader, the CPRM should as a 
rule comprise a staff of COSO, a staff of CTL, a staff of the Programs 
Departments, one or more staff of the Projects Departments, and a staff of the 
RM, as the case dictates. The initiating paper for the CPRM should set out (i) the 
objectives of the CPRM, (ii) the progress in implementing the action plan of the 
previous CPRM, (iii) the performance of the country portfolio vis-à-vis the 
portfolio performance targets agreed upon, (iv) the key systemic issues that need 
to be covered during the CPRM, (v) the projects targeted for restructuring, and 
(vi) a draft action plan and timetable for resolving the issues identified. For 
sectors affected by serious performance shortfalls, the Projects Departments 
should prepare critical reviews of the relevant policy frameworks and institutional 
capacities, referring to the portfolio performance indicators and portfolio 
performance targets. The initiating paper should be sent to the DMC for review in 
advance of the CPRM. The CPRM should be fielded and completed soon before 
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 Administrative Order, No. 1.02. 
52

 Alternatively, if the DMC representatives choose to prepare the initiating paper, it would be submitted to the Bank 
for comments and agreement. 
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the commencement of the country program mission.53 The CPRM should 
address the issues raised in the initiating paper, and agree with the DMC 
concerned on an action plan setting out the steps to be taken, including the 
primary responsibility and timeframe for accomplishing the measures agreed 
upon in an aide-memoire. Responsibility for monitoring implementation of the 
action plan should lie with the Projects Departments concerned or with the RM 
where it exists, with backup support from the concerned Projects Departments. 
Responsibility for ensuring that the implementation of the action plan feeds into 
the design of the COS and the CAP should lie with the Programs Departments. 
In any one year, it may not be possible, or even necessary, to field CPRMs for 
each DMC. Therefore, COSO should prioritize DMCs with respect to the urgency 
for a CPRM in consultation with the Projects and Programs Departments. Based 
on the resources available to COSO, a CPRM program should be established 
annually from this priority list. However, the frequency of CPRMs may have to be 
reviewed in light of the Bank's initiatives toward performance-based lending, 
where portfolio performance is a significant input and may have to be assessed 
on an annual basis. Upon completion of the CPRM, a back-to-office report should 
be prepared for Bank-wide circulation. The issues identified in the report should 
form part of the rationale for the CAP, and should be referred to during the 
Management Review Meeting on the country program mission. 

 
2. Operations Review Meetings 

 
47. The task of the Working Group was to clarify the data requirements, reporting 
arrangements, and agenda for ORMs in light of their revised terms of reference so that portfolio 
management becomes integral to their conduct. To achieve the specific objective set in Section 
V, the Working Group considered that: 
 

 ORMs should draw on information relevant to real portfolio management to 
decide on objectives, alternatives, and potential risks vis-à-vis the country or 
sector concerned. The discussions at ORMs should relate to the initiating paper 
for CPRMs and the findings and recommendations of CPRMs, focusing on DMCs 
and sectors where poor portfolio performance is chronic. The discussions should 
establish priorities and designate the areas that need immediate rectification or 
preventive action through the CAP to ensure the accomplishment of the COS. 
Where poor portfolio performance is ingrained, projects proposed for 
endorsement by Management would have to be justified by the Director of the 
Programs Department concerned with reference to the performance of the 
country portfolio, and by the Director of the Projects Department concerned with 
reference to the performance of the sector.54 The discussions should also offer 
scope for decisions on special topics, sectors, or countries. The portfolio 
performance indicators selected and the portfolio management targets defined 
should be part of the information download, used in tandem with the MIS, PPIS, 
and SPS, and together with soft data where relevant.55 The notes prepared by 
COSO and SPO for ORMs would have to be reviewed and strengthened in this 
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 The action plan and the recommendations of the previous CPRM would be treated as inputs into the terms of 
reference of the country program mission. 

54
 This requires that, at Management Review Meetings, Program Managers and Project Managers should (i) assess 
the performance of country and sector portfolios, (ii) highlight progress toward the achievement of the portfolio 
performance targets defined, and (iii) detail the specific contributions of the proposed project. 

55
 This information download would then be appended to the CAP. 
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perspective to plan the collection, analysis, use, and dissemination of 
information, and both give opportunity to and foster demand for managerial 
decisions on portfolio management. The managerial decisions made could 
include (i) changing the modality of lending, (ii) using nongovernment 
organizations as executing agencies, (iii) contracting out the responsibility for 
services to the private sector, (iv) hardening the terms of Bank lending, (v) 
reducing the number of sectors in which the Bank is active, or (vi) expanding 
Bank operations where promising change is occurring. 

 
VII. PRINCIPAL CONCLUSION AND RECOMMENDATIONS 

 
A. Principal Conclusion 
 
48. In response to Management's request, the Working Group reviewed the Bank's 
experience in portfolio restructuring, and examined the need for improvements. The principal 
conclusion of the Working Group is that the Bank should move more resolutely toward real 
portfolio management in partnership with DMCs to enhance the effectiveness and development 
impact of its operations. This requires fine-tuning or changes in the operating system of the 
Bank, in its set of internal and external incentives, and in its operational procedures, with equal 
emphasis on each recommendation as they are interrelated. 
 
B. Recommendations 
 
49. The recommendations of the Working Group are summarized in the Action Plan given 
below (Box 4). 
 

Box 4. Action Plan for Real Portfolio Management 

 

 The function of ORMS in relation to portfolio management should be reviewed to strengthen backward and 
forward linkages between the results of annual country portfolio reviews and country programming exercises. 

 Portfolio performance indicators should be introduced to concentrate energy on the strategic agenda of the Bank, 
to verify the achievement of its strategic development objectives, and to provide inputs for constant performance 
improvement. 

 Time-bound portfolio performance targets should be introduced in consultation with DMCs to assess the extent 
to which the Bank's portfolio meets its development objectives, and to select for success. 

 Information technology should be brought to bear more fully to consolidate data by sector for each country, and 
to capture with ease real-time and accumulated experience. 

 Project Managers and PAU Heads should set and enforce on themselves high standards for their performance of 
those functions that determine their staff's contribution to quality in project administration, and establish a 
framework in which staff involved in project administration can flourish. 

 All staff of the Projects Departments who are involved in project administration should play an active role in 
project performance review, and in building portfolio performance considerations into the operational business 
processes of Project Divisions. 
The Projects Departments should conduct more systematic midterm loan reviews, and monitor more closely 
projects requiring special project administration missions. 

 DMCs should be encouraged to take a more active part in portfolio management exercises. 

 The Bank should revert to the use of CPRMS led by COSO. 

 The Bank should facilitate strategic planning and tighten the linkages between the results of annual country 
portfolio reviews and the design of the COS and the CAP by defining appropriate operational procedures for 
CPRMs. 

 ORMs should draw on information relevant to real portfolio management to decide on objectives, alternatives, 
and potential risks vis-à-vis the country or sector concerned. 
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50. The Action Plan has been formulated with the greatest concern for relevance and 
beneficial impact, as well as maximum use of existing processes, procedures, and information 
systems. They can all be acted upon quickly as part of a unified program for better portfolio 
management, and will facilitate a shift from an entitlement to an effectiveness approach in the 
provision of the Bank's assistance to DMCs. This would directly benefit DMCs. They are in 
harmony with the Bank's Planning Directions for 1998-2000 and 1999-2001, which require that 
portfolio management should receive the greatest attention in planning and programming, and 
that Bank and DMC approaches and systems for measuring, monitoring, and managing project 
development in a country. At this juncture, initiating discussions with DMCs on the changes 
envisaged would provide opportunities to review and strengthen their portfolio management 
systems. In the context of public management and international development, the 
recommendations respond to demands for the adoption of a more rigorous and more 
transparent results-based approach to the allocation of assistance. 
 
C. Implementation of the Action Plan 
 
51. To implement the Action Plan, it would be necessary to establish a Portfolio 
Management Team in COSO. The team will be led by the Lead Portfolio Management Specialist 
on a full-time basis and supported by one professional staff each on part-time basis from SPO 
and OEO, and professional staff from operational departments as and when needed. Other 
members of the Team would be two full-time support staff (one Operations Specialist and one 
Administrative Assistant). The Lead Portfolio Management and Administration Specialist will be 
specifically tasked with (i) development of country and sector key performance indicators, 
(ii) analysis of portfolio performance by country and sector based on the key indicators, 
(iii) analysis of underlying factors leading to performance ratings of countries and sectors, 
(iv) development of progressive achievable targets and timeframes to improve poorly performing 
countries and sectors, (v) development of time-bound action plans with identified responsibility 
centers within which to improve portfolio performance, (vi) participating in CPRMs to major 
countries with portfolio performance problems, and (vii) analyzing and reporting on portfolio 
performance of countries and sectors as an input to performance-based lending. 
 
52. The main function of the Portfolio Management Team would be to oversee and 
coordinate implementation of the recommendations of the Working Group, and lead discussions 
of the recommendations that require further deliberation and development in the Bank or in 
DMCs. These relate to the portfolio performance targets, and the data requirements, reporting 
arrangements, and agenda for ORMs. The Portfolio Management Team would also offer 
guidance to CPRMs, review the notes prepared by COSO and SPO for ORMs, provide inputs 
into country programming exercises,, and suggest further improvements in business processes 
to forge backward and forward linkages between project processing and portfolio management. 
It is expected that the Portfolio Management Team would operate for about two years the 
various processes, procedures, and information systems introduced for better portfolio 
management would by then have taken root in the Bank and in DMCs. However, the utility of 
the report hinges on the extent to which its recommendations are acted upon. It is therefore 
desirable that one year after it is established, the Portfolio Management Team advise 
Management of the progress achieved, and that it submit an overall report at the end of the 
second year. In each report, the Portfolio Management Team should lay emphasis on 
opportunities and constraints, and make recommendations. 
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TERMS OF REFERENCE OF THE WORKING GROUP ON SPRING CLEANING 
 
 The terms of reference of the Working Group on Spring Cleaning include the following: 
 

(i) Review the rationale and objectives of the spring cleaning exercises conducted 
so far, detail the operational procedures followed, including mission leadership 
and composition, timing, and terms of reference, and report on Bank-wide 
results. 

 
(ii) Characterize the main issues faced in the Bank and in the developing member 

countries concerned by the spring cleaning exercises conducted so far, identify 
the shortcomings of one-shot approaches with particular emphasis on 
transparency, consistency, and borrower involvement and capacity, and 
recognize lessons learned. 

 
(iii) Review the objectives and outcomes of country portfolio and program review 

missions, and report on the efficiency and effectiveness of the operational 
procedures followed with reference to the terms of reference of the missions. 

 
(iv) Comment on the rigor with which the Project Administration Instructions relevant 

to project supervision and monitoring and disbursements are applied by loan 
review missions, and recommend improvements, including changes in the 
Project Administration Instructions, if warranted. 

 
(v) Estimate potential surplus loan proceeds and cancellations that could be realized 

in developing member countries over the medium term (1999-2002), particularly 
with regard to those developing member countries that have not yet been 
covered by spring cleaning exercises. 

 
(vi) Examine the need for changes in the scope and terms of reference of country 

portfolio and program review missions, detail the terms of reference, operational 
procedures, and instructions to be followed (including approving authority, 
mission leadership and composition, timing, activities, and mission 
documentation prior to and after country portfolio review), and specify the role of 
the Bank's Regional/Resident Missions. 

 
(vii) Identify quantitative and qualitative portfolio performance indicators, and specify 

the criteria and triggering mechanisms for the removal of less than satisfactory 
projects from country portfolios. 

 
(viii) Design incentives to secure the support and active involvement of both 

developing member countries and Bank staff during country portfolio review 
missions, and recommend a reporting system that brings less than satisfactory 
projects to the attention of sufficiently high levels of authority. 

 
(ix) Identify the benefits to be derived from streamlined portfolio restructuring 

exercises with respect to financial control and planning, project quality and 
developmental impact, and linkages with country operational strategies and 
country assistance plans. 
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(x) Propose innovative mechanisms for use of loan cancellations from ordinary 
capital resources and the Asian Development Fund, with particular emphasis on 
the Asian Development Fund, to alleviate developing member country concerns 
about reduced access to concessional financial resources. 

 
(xi) Identify mechanisms to incorporate the findings of country portfolio review 

missions in country operational strategies and country assistance plans. 
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SURPLUS LOAN PROCEEDS 
 

Table A2.1: Surplus Loan Proceeds, 1993-1998a 
($ million) 

 

Item 1993 1994 1995 1996 1997 1998 

Loan Approvals 5,009.8 3,703.9 5,394.2 5,372.7 9,341.9 5,860.0 

       

Surplus Loan Proceeds 434.2 990.9 654.2 1,254.1 836.1 2,118.4 

Cancelled 351.1 909.6 391.0 946.4 639.4 1,853.2 

Balance Reutilized 83.1 81.3 263.2 307.7 196.7 265.2 

       

Percent of Loan Approvals (%)      

Surplus Loan Proceeds 8.7 26.8 12.1 23.3 8.9 36.2 

Cancelled 7.0 24.6 7.2 17.6 6.8 31.6 

Balance Reutilized 1.7 2.2 4.9 5.7 2.1 4.5 
a
 Excludes private sector loans. 

Source: COSO. 
 

Table A2.2: Loan Cancellations by Source of Financing, 1987-1997a 

($ million) 

       

    (A) (B) (C) (D) (E) 

  OCR ADF Total Loan Percent 

Year         Approvals (C)/(D) 

1987  600.1 63.4 663.5 2,516.3 26.4 

1988  337.2 94.2 431.4 3,098.3 13.9 

1989  246.5 115.6 362.1 3,572.7 10.1 

1990  183.8 71.8 255.6 3,933.4 6.5 

1991  72.7 55.6 128.3 4,856.9 2.6 

1992  167.8 206.7 374.5 5,020.4 7.5 

1993  134.6 216.5 351.1 5,009.8 7.0 

1994  562.7 346.9 909.6 3,703.9 24.6 

1995  237.0 154.0 391.0 5,394.2 7.2 

1996  739.8 206.6 946.4 5,372.7 17.6 

1997  497.2 142.2 639.4 9,341.9 6.8 

1998  1,528.0 325.2 1,853.2 5,860.0 31.6 
OCR = ordinary capital resources; ADF = Asian Development Fund. 
a 

Excludes private sector loans. 
Source: COSO. 
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Table A2.3: Reasons for Loan Cancellations, 1993-1998a 

($ million) 
 

  1993 1994 1995 1996 1997 1998 
1993-
1998 

Reason Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent Average 

              

Cost Underrun 75.1 21.4 41.0 4.5 44.0 11.2 226.6 23.9 98.2 15.3 107.8 5.8 11.6 

Change in Project Scope 25.9 7.4 150.8 16.6 51.5 13.2 6.4 0.7 42.6 6.7 161.3 8.7 8.6 
Undisbursed Balance at 

Loan Closing 189.1 53.9 322.1 35.4 130.4 33.3 231.3 24.4 334.4 52.2 320.9 17.3 30.0 
Change in Financing 
Arrangements 61.0 17.4 126.9 13.9 90.0 23.0 17.1 1.8 0.8 0.1 6.0 0.3 5.9 

Others 0.0 0.0 268.8 29.6 75.2 19.2 465.1 49.1 165.0 25.7 1,257.2 67.8 43.8 

Total
b
 351.1 100.0 909.6 100.0 391.1 100.0 946.5 100.0 641.0 100.0 1,853.2 100.0 100.0 

                            
Note: Cost underruns relate to lower than anticipated costs for civil works and equipment. 
a
 Excludes private sector loans. 

b
 The totals may not match those in Tables A2.1 and A2.2 due to rounding. 

Source: Compiled from COSO data. 

Reasons for Loan Cancellations, 1993-1998 
($ million) 

 
1998 Semesters 1997 Semesters 1996 Semesters 1995 Semesters 1994 Semesters 1993 Semesters

Reason First Second Total First Second Total First Second Total First Second Total First Second Total

Cost Underrun 74.9 32.9 107.8 41.1 57.1 98.2 117.6 109.0 226.6 2.5 41.5 44.0 11.0 30.0 41.0

Change in Project Scope 71.3 90.0 161.3 4.0 38.6 42.6 5.2 1.2 6.4 24.2 27.3 51.5 15.2 135.6 150.8

Undisbursed Balance at Loan Closing 118.3 202.6 320.9 87.8 246.6 334.4 133.3 98.0 231.3 43.1 87.2 130.4 186.2 135.9 322.1

Change in Financing Arrangements 6.0 0.0 6.0 0.0 0.8 0.8 2.4 14.6 17.1 90.0 0.0 90.0 115.0 11.8 126.9

Others 146.3 1,110.9 1,257.2 89.9 75.1 165.0 142.2 322.9 465.1 61.4 13.8 75.2 102.8 166.0 268.8

Total 416.8 1,436.4 1,853.2 222.8 418.2 641.0 400.7 545.8 946.5 221.2 169.8 391.1 430.3 479.3 909.6

Source: Compiled from COSO data.  
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PORTFOLIO PERFORMANCE INDICATORS 
 

PROJECT IDENTIFICATION 

QUANTITATIVE ASSESSMENT QUALITATIVE ASSESSMENT 

º Size of the portfolio that can be sustained. º Stability of the loan pipeline mix in the country 
assistance plan over the preceding three years 
in terms of slippages or sudden amendments. 

LOAN PROCESSING 

QUANTITATIVE ASSESSMENT QUALITATIVE ASSESSMENT 

º Average loan processing periods. º Regularity with which loan fact-finding and 
appraisal missions are authorized at the 
Management Review Meetings without 
downgrades. 

LOAN APPROVAL AND NEGOTIATIONS 

QUANTITATIVE ASSESSMENT QUALITATIVE ASSESSMENT 

º Average interval between loan approvals and 
loan signings. 

º Average interval between loan signings and 
loan effectiveness. 

º None. 

PROJECT IMPLEMENTATION 

QUANTITATIVE ASSESSMENT QUALITATIVE ASSESSMENT 

º Contract awards and commitments 

º Disbursements. 

º Availability of necessary counterpart funds. 

º Timely release of necessary counterpart funds. 

º Turnover ratios of the Disbursement and 
Imprest Accounts. 

º Performance ratings by implementation 
progress and achievement of development 
objectives in the project performance reports. 

º Nature of loan cancellations. 

º Swiftness of establishment and level of 
maintenance of project management centers. 

º Swiftness of recruitment of consultants. 

º Swiftness of contract awards and 
commitments. 

º Compliance with loan covenants. 

º Compliance with schedules for the submission 
of audited project accounts. 

º Compliance with schedules for the submission 
of audited financial statements. 

PROJECT COMPLETION AND POSTEVALUATION 

QUANTITATIVE ASSESSMENT QUALITATIVE ASSESSMENT 

º Performance ratings in the project completion 
reports and project performance audit reports 
of the Bank. 

º Compliance with the submission of the project 
completion report of the executing agency. 

º Frequency with which executing agencies 
implement the recommendations of the project 
completion reports and project performance 
audit reports of the Bank. 

Note: Quantitative assessments should refer to Bank-wide averages where relevant. Qualitative assessments 
should relate to whether performance is Highly Satisfactory (HS), Satisfactory (S), Partly Satisfactory (PS), 
or Unsatisfactory (U). 
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SECTOR PERFORMANCE SYSTEM 
(as of 5 August 1999) 

 
SUBSECTOR FISHERIES 

SECTOR AGRICULTURE AND NATURAL RESOURCES 

COUNTRY INDONESIA 

POSTEVALUATED PROJECTS Latest Overall Performance Assessment of Projects  
GS: 1 

 
PS: 3 

 
U: 3 

Without 
Rating: 0 

 Average Cost Overrun/Underrun Projects With Cost 
Underrun: 4 

Projects With Cost 
Overrun: 3 

Projects With No Cost 
Variation: 0 

 Frequency Distribution of Average Cost Over/Underrun Underrun 
>25% 2 
25%-0% 2 

No Cost Variation 
 0 

Overrun 
0%-25% 3 
25%-50% 0 
>50% 0 

 Average Implementation Period Ave. Est. Impl. Period 
Years: 4.25 

Ave. Act. Impl. Period 
Years: 6.30 

Average Delay: 
 56.6% 

 Sector Synthesis: Lessons Learned/Overall Assessment Available  No 

 Country Synthesis: Sectoral Major Findings/Lessons Learned Available Yes  

 Six projects in the fisheries subsector with a combined cost of $247 million, including Bank financing of $112 million, have been post-evaluated. These projects 
were primarily aimed at increasing fish production for domestic consumption and for export; four concentrated on development of marine fisheries, one on 
aquaculture and one on provision of credit. The performance of this subsector was rather disappointing as only one project for aquaculture development was 
considered generally successful in achieving its intended objectives. Two of the four marine fisheries projects were rated partly successful and the other two 
unsuccessful because of the substantial shortfalls in the production of the fishing vessels and the underutilization of the fish landing and marketing facilities 
provided under the projects. The impact evaluation study on Bank assistance to the fisheries subsector reaffirmed PPAR findings that the marine fisheries projects 
were neither financially viable nor economically sound. The fisheries credit project was rated partly successful because of uncertainties on its sustainability in view 
of the problems faced by the shrimp farms (which formed the bulk of sublending) and the poor debt recovery experience. 

 
An important lesson from the experience of the four marine fisheries projects was the limitation of the public enterprise approach to fisheries development. The 
incompatibility of commercial and social objectives of state enterprises and the lack of operational and financial autonomy compounded by staffing and 
management constraints had rendered public fishing enterprises inefficient. The experience indicated that participation of the private sector in the fisheries 
development should be promoted. The fisheries credit project highlighted the advantages of a market-determined credit facility in optimizing resource allocation 
and the need for a critical risk assessment to prevent the problems arising from overlending to a single subsector. Other important lessons of experience in this 
subsector included: (i) the need to ensure that subloan lending criteria were consistent with the socio-economic characteristics of targeted borrowers; (ii) the pilot 
project or phased approach was suitable for projects involving introduction of new fishing technology and equipment to the intended beneficiaries; (iii) detailed 
technical design should be prepared prior to appraisal to facilitate implementation; and (iv) the need for integrated coastal resource development to ensure 
sustainability of fisheries projects. 

 Impact Evaluation and Special Studies Available Yes  

 Narrative on Overall Assessment of Postevaluated Project Available Yes  

 Follow-up Actions on Major Findings of Posteveluation Reports Available Yes  

COMPLETED PROJECTS
a
 Latest Overall Performance Assessment of Projects  

GS: 0 
 
PS: 1 

 
U: 0 

Without 
Rating: 1 

 Average Cost Overrun/Underrun Projects With Cost 
Underrun:  

Projects With Cost 
Overrun:  

Projects With No Cost 
Variation:  

 Frequency Distribution of Average Cost Over/Underrun Underrun 
>25% 2 
25%-0% 0 

No Cost Variation 
 0 

Overrun 
0%-25% 0 
25%-50% 0 
>50% 0 

 Average Implementation Period Ave. Est. Impl. Period 
Years: 5.61 

Ave. Act. Impl. Period 
Years: 8.14 

Average Delay: 
 46.0% 
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SECTOR PERFORMANCE SYSTEM (continued) 
(as of 5 August 1999) 

 
ONGOING PROJECTS LOAN 1570-1571-INO: COASTAL COMMUNITY DEVELOPMENT AND 

FISHERIES RESOURCE MANAGEMENT 
Amount: $ 26 million (OCR) 
Amount: $ 15 million (ADF) 

Date of Approval: 4 November 1997 

Development Objectives To promote sustainable management of the coastal fisheries resources, and reduce poverty among the coastal communities by providing alternative livelihood 
opportunities. 

Project Rating Implementation Progress: 
S 

Development Objectives: 
S 

Cum. Contracts to Net Bank Loan(s): 
 

6% 

Cum. Disb. to Net Bank Loan(s): 
 

3% 

Elapsed Loan Period: 
 
Orig. 23% Rev. 0% 

Major Problems and Issues for Guidance Budgetary shortfall for FY1999/00 could impede implementation progress. 

 LOAN 1613-INO: CORAL REEF REHABILITATION AND MANAGEMENT Amount: $7 million Date of Approval: 26 March 1998 

Development Objectives 
To establish a viable framework for a national coral reef management system in Indonesia. 

Project Rating Implementation Progress: 
S 

Development Objectives: 
S 

Cum. Contracts to Net Bank Loan(s): 
 

25% 

Cum. Disb. to Net Bank Loan(s): 
 

10% 

Elapsed Loan Period: 
 
Orig. 33% Rev. 0% 

Major Problems and Issues for Guidance None. 

LENDING PIPELINE, 1999-2001 Project Name: None. Amount: Year: 
a
 Data relates to completed projects for which there are project completion reports but no project performance audit reports. 

 


