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PREFACE

The nine-year-old mechanism for evaluating World Bank-assisted

projects continues to be a significant factor in helping the Bank

increase its effectiveness as a development institution.

This study, the Fifth Annual Review of Project Performance

Audit Results, is a part of that mechanism. It is being published in

the belief that a public, informed to the same extent that the staff

and management of the World Bank are about the effectiveness of Bank

operations and the lessons that can be learned from past experiences in

development assistance, will better appreciate the complexity of the

development process.

For the staff and management of the Bank, the Annual Reviews

of Project Performance Audit Results have one major purpose: to pro-

vide them with a record of experiences of, and lessons learned from

the past so that, in the future, development projects might be improved.

The basis of the Annual Review is Project Performance Audit

Reports that are issued by the Bank's independent Operations Evaluation

Department for each project for which Bank or IDA funds have been fully

disbursed. Every Report is submitted to the Bank's Board of Executive

Directors and the President of the Bank.

At the end of the year, Project Performance Audit Reports

are collectively reviewed, and the results are organized in a single

report - an Annual Review of Project Performance Audit Results. The

present document represents the most recent in this series of Annual

Reviews.

Each Annual Review groups, by sectors, the results of indi-

vidual project experiences as revealed in the Project Performance Audit

Reports issued in the previous year. The grouping is designed to

identify patterns of successes and failures that tend to recur and

which, therefore, have importance extending beyond any individual

project. The Review is intended to provide lessons of experience that

are relevant to the Bank's current practices and that can be applied to

the design and implementation of future projects as part of the Bank's

continuing search for increased operational effectiveness. These

Annual Reviews, and the individual Project Performance Audit Reports

on which they are based, are critical - but with the intention of being

constructive.
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The last Annual Review, covering 109 projects, was published

in November 1978. The present Fifth Annual Review brings together the

results of 98 projects audited in 1978. The Bank's experience in the

agriculture (28 projects), transportation (28 projects), public utili-

ties (15 projects), education (5 projects), development finance com-

panies/industry (12 projects), and technical assistance (3 projects)

sectors, and for seven "nonproject" or program loans is examined.

Significantly, this present Review for the first time, takes a look at

the results obtained from an evaluation of projects that reflect the

Bank's recent emphasis on providing assistance for projects designed to

increase the productivity of particularly disadvantaged groups. Al-

though these projects are not explicitly "new style", a change in

emphasis in the group of projects under current review is much in

evidence. The Review contains conclusions that are specific to single

sectors or to the entire group of audited projects, to projects that

have gone before, and to those that will come later than those now

currently reviewed.

The views of governments on individual project experience,

and on the strengths and weaknesses of Bank performance as seen by them,

are an important part of the project performance audit system. Fre-

quently, these views are offered candidly and in confidence. Because

that confidentiality cannot be compromised without compromising the

integrity of the evaluation system, specific project names, as well as

names of countries, have been deleted from this published version.

Apart from minor editorial changes made necessary by these deletions,

nothing else has been added or taken away.
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HIGHLIGHTS

This review covers 98 operations representing approximately

$1.6 billion in Bank loans and credits and some $3.7 billion of total

investments.

Many of these projects were changed during implementation and

suffered time and cost increases. They were affected by institutional

inadequacies, by unforeseen shifts in economic conditions and govern-

ment policies, and by war and weather. The review underlines the short-

comings, extracts the lessons of experience. Overall, it concludes,

this is a record of substantial achievement.

All projects except two have been implemented and are in

operation. On the basis of information available at audit, projects

representing around 94% of the total investment appear to have achieved
their major objectives, or are well on the way to doing so, and remain

worthwhile investments. More than half the number of projects for

which economic returns were estimated, offer reestimates that are
similar to or better than at appraisal. Agricultural projects reached

approximately 80% of their intended three million beneficiaries among

the rural poor.

Of the two projects not completed (about 3.4% of total

investments), a mining project mostly ended in disaster, with the
flooding of the main mine, while conclusive information is not availa-

ble on the completion of an urban transport project due to political

changes in the country. Nine projects (2.9% of total investments)
yielded results at audit that are either uncertain or unsatisfactory.

These nine included one road maintenance project, a port and a develop-

ment finance company (DFC) project, and six agricultural projects.

The negative return on the highway maintenance project

resulted from lack of recurrent cost financing by government, minimal

project output, and deterioration of the road network (para. 3.100).

The port project suffered a substantial shortfall in traffic as against

appraisal estimates (para. 3.117). The operations of the DFC were slow

in the initial phases, and its finances were affected by the revalua-

tion of its foreign currency loans for which proper cover had not been

arranged (para. 3.211). The six agricultural projects suffered vari-
ously from drought, deficient or overambitious project design, insti-

tutional problems, inappropriate product pricing policies and, in one

case, a major change in the economic environment in the country (paras.

3.50-3.55 and 3.58). Five of these six projects had zero or negative

return reestimates at audit.
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In common with its predecessors, this review includes proj-

ects which could have benefitted from better preparation and design,

improved forecasting of demand and more effective supervision, training

and institution building. It underlines the need for understanding the

local socio-economic conditions and for being sensitive to local

cultures as they affect organizational and economic behaviors. It

notes the responsiveness of the Bank to experience. The variability

and complexity of the experience reviewed here also reflects the larger

development policy and management issues which the Bank and governments

normally endeavor to address when working together on specific proj-

ects. This material constitutes evidence of the extent of effective-

ness of this set of development assistance relationships.

Within such relationships, the last Review emphasized the

importance of appropriate role assignment between the Bank, the bor-

rower, and consultants throughout the project cycle so as to strengthen

local capability to prepare and manage projects. The present review

focusses on two aspects of the sector environment within which indi-

vidual projects are designed and implemented, and Bank-borrower inter-

action takes place. These two aspects are the institutional setting

and the sector policies followed by the borrower.

A number of projects in this group failed in key objectives

either because their institutional design called for a change in the

setting to which the borrower did not feel committed, or because sector

policies in support of project objectives had not been agreed in

advance and were not forthcoming. Both types of failures, and the

actions taken by the Bank to remedy them, have been commented upon in

greater detail in Chapter IV of this review.



I. INTRODUCTION

This report is the fifth of an annual series. It reviews

1.01 Tireotith f hersupredrethe World Bank

the experience of 98 projects which were supported by of the series

and subjected to performance audit audit7reports (PPARs) completed

dealt with the project performance audit reports completed from

prior to March 31, 1975; the second,h with the thos completed frong

April 1 to December 31, 1975; the third, cosleted in 1977. Those

1976; and the fourth with the reports competily.

Reviews covered 50, 57, 70 and 109 projects respectively-

1.02 PPARs are issued by the Operations Evaluation Department

(OED) soon after completion of each project for which Bank finance

has been provided. They generally consist of an audit memorandu,

prepared by the Operations Evaluation Department, and a project

completion report (PCR) prepared by the operating department directly

concerned with project implementation. The PR is the final report

in the supervision process; it reviews the implementation experience

and the project results in the light of the original expectations as

set out at the time of appraisal. ED's audit scrutinizes the PCR

for its coverage and objectivity 
in light of the review of the relevant

project documents and interviews with Bank staff and borrowers that

might have been undertaken.

1.03 The audit itself varies in its approach and comprehensive-

ness depending upon the judgment made 
by OED as to significant lessons

of experience that a completed project may hold for the Bank's future

operations. Audit memoranda may therefore be based on an abbreviated

review of documents, or include a field visit to the country by OED

staff and extensive discussions with borrower officials concerned with

the project at all levels. The memorandum may take the form of a

summary of project experience, enlarging upon or emphasizing certain

aspects of particular relevance to current Bank practice. In other

cases, especially in software sectors of agriculture, education and

urban development, or in the increasingly innovative aspects of Bank

operations in these and other sectors, project experience 
may be

considered to have surfaced issues or provided lessons of particular

consequence; all such cases are subjected 
to a country visit and a full

review by OED staff. The resugting memorandum may include 
comment on

the technical and institutional design of the project in relation to

its objectives, on the Bank's approach to technical, sociological and

institutional problems involved, on the issue of equity where this may

be relevant, and whether the timing of the project was appropriate and

its results have justified 
Bank support.

1.04 in all cases the Bank's Regional and Central Projects staff

and the borrowers have had the opportunity to comment on the PPAR

before it has been issued in final form. In 57% of cases in this

Review (up from 45% in 1977), comments on the draft PPAR were received
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from the borrower; in 52% of cases (up from 42%), OED staff visited

the country and the project and held extensive discussions with bor-

rower staff. The combined borrower input, through OED country visit or

by written comment, totaled 78% of audits completed last year. Bor-

rower views and comments received during OED staff visits are taken

into account and reflected in the conclusions of the audits; the

written borrower comments on draft PPARs are reproduced in the document

in full in addition to being reflected in the formulation of conclu-

sions. It is the aim of each PPAR to record an objective evaluation of

the project experience. Differences of fact and judgment sometimes

arise between OED and projects staff, and between OED, projects staff

and the borrower. Fact are reviewed and differences resolved. As to

judgment, OED states its position and 
notes where this may differ from

that of the others.

1.05 This Review aims to summarize the experience with these 98

projects in a way that will indicate the principal characteristics of

their performance, note recurring patterns, and point to aspects which

merit attention in the design and implementation of future projects.

In addition to presenting overall conclusions, the Review examines the

experience in each sector separately. Project experience is viewed in

two broad contexts: that of the process and its efficiency, in which

questions of project design, appraisal 
and implementation are examined;

and project results, where the review might extend from economic,

financial and institutional achievements and failures to comment on

project beneficiaries and the equity objectives that might have been

served.

1.06 The sector emphasis was strengthened in the last Review and

an attempt made to provide a self-contained assessment 
for each sector.

Sub-sector and cross-country comparisons were made where warranted and,

in its conclusions and findings, the Review looked at the projects in a

continuum, from past experience to present Bank practice. However,

projects in sectors differ in their complexity, and the Bank's lending

has been moving from the more simple to the more complex, from tradi-

tional infrastructure projects to integrated approaches whose compo-

nents seek to attack the sources of low productivity and income in a

coordinated and mutually reinforcing fashion. Sociological factors,

behavioral patterns of target groups, and institutional design and

capability acquire more importance in the new directions of Bank

involvement -

1.07 In terms of their explicit objectives, projects in the

present group do not yet belong to the new style of Bank lending. A

number of them however represent early efforts in the same direction,

and advantage has been taken of this Review to underline their special

characteristics and the problems that they faced. Since these special

features of experience do not apply equally to all sectors of Bank

involvement, there is a deliberate imbalance in the treatment of
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sectors in this Review and, within the sectors, in the issues that have

been addressed. The agricultural sector thus receives special atten-

tion; the number of projects reviewed (28) is much larger than

that reviewed last year (17); individual subsets within the sector are

larger and more amenable to differentiated analysis as well as broader

conclusions; and the Bank's involvement in agricultural operations of

greater diversity continues to expand rapidly. Among other sectors,

there would have been more comment on education too, except that, quite

fortuitously, only five completed education projects are available for

this year's review, as against eleven last year.

1.08 The results of the present Review have been summarized in

Chapter II, presented on a sector-by-sector basis in Chapter III and a

couple of broad themes elaborated in Chapter IV. The results are also

tabulated in different groupings in the five tables of Annex I.

The Projects Reviewed

1.09 The 98 projects are the most recently reviewed of the 384
whose performance has been audited by OED up to December 31, 1978. The

loan and credit agreements for 93% of them were signed during fiscal

years 1969 and after, and most of them were completed in the years
FY75-78. The period continued to mark the rapid expansion of Bank

activities; the proportion of first loans made to different countries

in different sectors, especially in agriculture, continues to grow.

The Review pays special attention to the experience with these firsts.

1.10 The projects represent a broad range of Bank and IDA activ-

ity. Last year's dominance of transportation projects is shared by

agriculture in this group, the two together accounting for 57% of the

projects reviewed. The representation of education and DFCs, on the

other hand, has been practically halved, for a combined total of just

oer 13%. While there is a decline in the number of projects in public

utilities, they still account for 15% of the total. The newest type of

projects in urban development, tourism and population are yet too

recent to be represented in this group; while some urban development

projects have been under way for some time, they have not reached

completion for purposes of audit. By and large, the sector distribu-

tion of the projects reviewed in a particular year is fortuitous; it is

affected by the variations in time required for implementation and
would be representative of trends in Bank lending only over time. The

strong representation of agriculture in this group does however mark

the beginning of the shift in -Bank lending. The distribution by
sector, together with the volume of lending and the costs of projects

for which finance was provided, are shown in the table below. The

comparative distribution of projects by sector, size and Region for

this and the four previous Reviews appears in Annex I, Tables 3-5.
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Table 1

PROJECTS BY SECTOR

Number Amount of Re-estimated

Sector of Lending a/ Project Costs b/

Projects ----------- us$ mlns-----------

Public Utilities

Power 7 148.1 455.0

Telecommunications 2 58.7 309.6

Water Supply & Sewerage 6 60.9 178.2

Transportation

Highways 18 197.3 371.5

Railways 3 38.7 91.1

Ports 4 42.4 79.7

Others 3 72.4 113.3

Agriculture 28 263.5 793.7

Education 5 25.5 43.2

DFCs 8 97.5 508.2

Industry 4 82.5 303.6

Program Loans 7 480.0 480.0

Technical Assistance 3 10.0 10.0

Total 98 1,577.5 3,737.1

a/ Before cancellations.

b/ Total cost of project/program to which loan/credit contributed; some

figures quite approximate.

1.11 Unlike last year's group, projects in this group are geo-

graphically more dispersed. Last year's group was unrepresentative in

that half the projects reviewdd were located in Africa, with the

largest proportion in West Africa. The present group ranges over Latin

America and the Caribbean (highest representation), East Asia and

Pacific, Europe, Middle East and North Africa, and Western Africa;

South Asia and Eastern Africa have the smallest representation.
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can and do result in delays which have a cost to the borrower in terms

of benefits foregone. Three conclusions would seem to emerge from

this. First, project preparation and design must be sufficiently

thorough to minimize the need for major changes later. Second, in

agreement with the borrower, the project should be assured a policy

environment that would contribute to its success. Third, innovative

and risk-prone projects should provide for a review during implementa-

tion so as to systematically determine any changes that may be neces-

sary, and their implications. And major changes in all projects must

be accompanied by a review of their implications for project costs and

benefits, and by the establishment of revised project goals in agree-

ment with the borrower. These points are further elaborated in Chapter

IV.

Cost Experience

2.05 Cost overruns in this Review are defined as expenditures in

excess of those visualized for the project at appraisal. There are

many reasons for cost increases (see paragraph below), some of them

avoidable, others not. Most of them generate some attempt to reduce

project scope, in many cases with reduced achievements; most cost

increases that still persist have to be financed by the borrowers:

this, in turn, tends to strain the borrower's budgetary resources and

causes delays in project implementation. Excess in project expendi-

tures over estimates can have beneficial effects if they buy more

productive investments; they will have deleterious effects if they do

not, and if they cause other distortions. There is therefore no simple

judgment on cost overruns; they need to be seen in terms of their own

causes and effects and in relation to the project benefits, including

its rate of return.

2.06 The expenditures on about 45% of the 78 projects for which

cost estimates have been made 1/ were either less than appraisal esti-

mates, or similar to them, or did not exceed them by more than 10%.

About 33% showed cost overruns of 25% or more, with 18% exceeding esti-

mates by 50% or more. These results show a higher proportion of

projects with cost overruns of 25% or more in comparison with the group

reviewed last year.

2.07 The major reasons for cost increases included inflation,

exchange rate fluctuations, and initial underestimation of costs.

Inflation accounted for most of the cost increases in 15 projects,

while underestimation of unit casts at appraisal affected six. In-

creases in project scope or changes in project design were major

sources of cost increases; these changes were often accompanied by

delays in project execution, aggravating the cost spiral. In quite a

few cases overall expenditure increases resulting from higher than

expected unit costs have been kept down by reductions in the original

project scope. Such projects have financed less investment than

_/ This excludes credit and DFC projects, program loans and tech-

nical assistance credits.
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originally intended. As in last year's group, highway projects stayed

closest to original estimates, two-thirds of them showing deviations

within 10%; railway projects however departed from last year's pattern,

two out of three showing increases of 25% or more. Experience with

agricultural projects also shows a major change from last year's group;

while the latter had the largest cost increases, in the present group

only ten projects exceeded original estimates by over 10%.

Time to Complete Projects

2.08 Almost 60% of the 80 projects for which physical completion

is readily measurable 1/ required over 25% more time than estimated,

and, of those, almost 42% required over 50% additional time to com-

plete. The additional time required for seven of the 80 projects was

four years or more. The overall experience of delays was worse than

that of last year's group, especially in respect of those requiring 50%

or more additional time. One Land Settlement project in Latin America

was delayed eight and a half years or over 300% of the original esti-

mate (para. 3.27). Other large time overruns occurred on projects in

education, highways and ports. None of the education or ports projects

was completed on schedule, delays ranging from 13% to 133% and the time

for completion in both sectors averaging around six years. This

experience of delay in education projects was similar to that noted in

the last Review. As a group, the agricultural projects were imple-

mented closest to appraisal time estimates, five of them being com-

pleted ahead of time and another five as scheduled.

2.09 Delays were caused by various factors, some within the

control of the Bank and borrower, some not. Some delays reflected

unrealistic scheduling or resulted from actions taken to preserve or

enhance project benefits. Others could be traced to inadequate project

preparation and deficient design; a number of technical problems which

were encountered in execution might have been foreseen and prevented if

project preparation had been more thorough. There were also problems

with procurement and contractors, changes in specifications, and

organizational problems reflected in weak management and at times

resulting from lack of borrower experience with Bank financed projects.

Delays were also caused by political factors, changes in the economic

situation which could not have been foreseen, and unusual weather

conditions.

Beneficiaries

2.10 In recent years, the Bank has become increasingly concerned

with questions of equity and of directing its assistance to the poor

and the disadvantaged. While the audit process does not yet cover

1/ This excludes credit and DFC projects, program loans and tech-

nical assistance credits.
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projects of the most recent time in which these concerns have become

dominant, the present group - 67 of these 98 operations were approved

in FYsl970-74 - does begin to speak, explicitly or implicitly, to those

concerns in terms of project beneficiaries, and of the employment and

income effects of some of these projects.

2.11 Evidence of concern with beneficiaries, limited as it is,

is not confined to the agricultural sector; there is some of it also in

education, public utilities and in the Bank's industrial lending. In

agriculture, about three million rural poor were expected to benefit

from the projects reviewed in this group; probably 80% of this number

was reached. Fifteen of the agricultural projects are also seen to

have generated additional employment. Information on income effects is

available for seventeen agricultural projects and in all of them

incomes of beneficiaries were higher at audit than before the projects

were undertaken. For thirteen projects where a comparison was made

with appraisal, income expectations were reached or exceeded in nine,

while estimated incomes were below appraisal expectations in four. In

one case net farmer incomes tripled; they doubled in another project;

and were expected to reach three times above the poverty line in a

third. In four other projects, farmers' incomes could not be compared
with appraisal expectations.

2.12 In terms of equity and access, a broader social and geo-

graphic distribution of educational and training opportunities was

achieved in four of the five education projects. The access to project

schools of rural and poorer segments of the population was noted,

and the access of girls to educational opportunities was generally

improved. In public utilities, one power project had an explicit rural

electrification component; elsewhere, a water distribution system was

extended more rapidly in low-income areas than originally visualized.

The creation of additional employment was a concern of Bank lending to

development finance companies. Some 16,000 jobs were estimated to have

been directly created by sub-projects financed under this group; in one

country in Africa, additional jobs helped increase female participation

in the work force.

Economic Returns

2.13 In assessing the value of a project, an initial estimate of

the expected returns on investment is made wherever feasible, as a

summary indicator of its overall merit. An internal rate of return is

generally used, the rate being -the discount rate which equates the

present value of the stream of benefits to that of the stream of costs

over the project life. The future is discounted; the early years are

the most important. The estimation of benefits varies with the type of

project. It is most straightforward where the project is intended to

produce an output which is traded and whose economic value can there-

fore be observed; commercial agricultural projects are an example.
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Where the value of the project lies in saving costs or creating oppor-

tunities for new economic activity, as in transport, the estimation of

benefits is less direct. Where the price of the product is controlled

by government and there is no other ready measure of its economic

value, as in public utilities projects, the economic worth of the

service is difficult to determine and financial revenues are normally

used as a minimum measure of benefits. Finally, there is a group of

projects for which benefits cannot readily be compared with costs;

their merit must therefore be judged on their likely efficiency and

effectiveness in carrying out the objectives set for them. Education

projects belong to this category.

2.14 After the project has been completed, economic returns are

reestimated. The reestimates are based upon actual investment costs

and such revisions of the streams of benefits and operating costs as

the experience since appraisal may justify. The reestimated return is

thus a measure of changed expectations for the project in the light of

the implementation experience; it may often also provide retrospective

comment on the investment decision.

2.15 Of the 52 projects in this Review for which economic returns

were estimated at appraisal, all but ten offered reestimates of 10% or

more; one of these ten was on the margin, and information in respect of

another was not available at audit. The nine projects with reestimates

below 10% were two highway projects, one port project, and six agricul-

tural projects. In the one urban transport project under considera-

tion, some 44% of the Bank loan was canceled, full cost information was

not available at audit, and a rate of return reestimate was not made.

2.16 Of the six agricultural projects in the above group, four

were clearly disappointing; they suffered from low rainfall, deficient

pr overambitious project design, institutional problems, and unfavor-
able pricing policies. The fifth project, one involving dairy beef

development, has been successful at subsidized milk prices; it offers a

negative rate of return at economic prices, however. An agricultural

development project in the Middle East was unusual in its results; a

striking success in some ways and a failure in others (paras. 3.45 and

3.54). More than half of the Bank loan for this project was ultimately

canceled.

2.17 All but three of the 23 transport projects for which rates
of return were calculated show reestimates at audit of more than 10%.

Of these three, a third highway project in an Eastern African country -

the marginal project - offers a weighted average of 9%, the components

included being trunk roads, feeder roads and settlement roads but

excluding sugar roads; the rate of return reestimate is therefore based

on incomplete data. Reduced economic expectations on the others are

owing to either lower achievement of objectives, lower levels of

traffic materialization, or high cost overruns, or a combination of
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these. A Western African highway maintenance project is an example of

a lower level of achievement. Due to the shortage of local funds, the

project output was minimal; the road network deteriorated, resulting in

a negative economic return. An Eastern African port project experi-

enced a substantial shortfall in traffic. Combined with an initial

overestimation of additional capacity requirements, it resulted in

overinvestment.

2.18 As noticed in the previous Reviews, increased oil prices and

traffic levels in excess of those anticipated at appraisal have en-

hanced the savings to be realized from improved roads. Even when

traffic projections have been overoptimistic, project returns have been

satisfactory. Hydroelectric plants have also improved their economic

prospects with the increased price of fuel.

2.19 For twenty-three projects, returns were not estimated at the

time of appraisal; for twelve of them qualitative assessments were made

at audit. These twelve included five projects in education and seven in

development finance companies; the qualitative assessment of results

was considered to be satisfactory in all but one. The performance of

one DFC project was assessed as being uncertain. In that particular

case, operations were slow in the initial phase and profits were

affected by the revaluation of foreign currency loans, without suffi-

cient coverage being provided. The project was however able to generate

additional employment at reasonable cost.

Financial Returns

2.20 Taken as a group the revenue earning enterprises - electric

power, water supply, telecommunications, railways, ports and industry -

included in this Review showed a mixed financial performance. In about

52% of the cases (40% in last year's group) earnings met the rate of

r'eturn targets set at appraisal; in 41% of the cases (55% last year)

the self financing goals were met or exceeded. In line with the group

last year, the experience of the telecommunications and ports was the

best, while railways showed the weakest performance. Power projects

did particularly well in terms of their incremental financial rate of

return, only one out of seven offering a return of less than 10%;
however, only one of the power projects achieved its self financing

goal. Deficiencies in self-financing, while meeting expected financial

rates of return, were indicative of increases in investment above the

anticipated levels.

2.21 The financial performance of power and water supply utilities

was generally affected by inflationary increases in operating costs,

not fully covered by tariff increases. Other factors contributing to

inadequate financial performance, where this occurred, included short-

falls against projected demand and operating problems which increased

enterprise costs and reduced revenues. One telecommunications project
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offered a lower self financing ratio because of substantial increase ininvestment while continuing to maintain satisfactory earnings perform-ancs .n For one water supply and one power project self financing wassubstantial (32% and 21% respectively) even though lower than theexpected levels.

Institutional Improvement

2.22 Institutional improvement has always been an objective ofBank lending. In its immediate concern, the Bank has looked for stronginstitutional instruments to carry out the projects that it financesand, where such instruments have not been readily available, has helpedcreate new institutions or strengthen existing ones with substantial
injections of expatriate assistance. The Bank has also been interestedin the larger institutional environment, reaching beyond the immediate
economic or financial objectives of its lending. The resulting insti-tutional efforts, both immediate and longer term, can be placed in fourbroad categories; all four are represented in the group of projectsunder review, with varying degrees of success.

2.23 The first category includes the establishment of new institu-tions; the second, new project units in existing ministries (almost alleducation projects; and two agricultural projects); third, the reor-ganization of existing institutions; and fourth, strengtheningexisting institutions with emphasis on general organization and manage-ment, financial management, and training (eight instances).

2.24 The most common vehicle for providing institutional assist-ance was consultants to carry out studies, participate in training,help supervise project execution and/or assist or assume management
functions. In a number of cases, consultants' services were providedthrough parallel aid programs rather than Bank financing.

2.25 The results in this, as in previous groups reviewed, havebeen mixed. Some 44% of the efforts achieved substantial success inreaching agreed objectives, around 33% were partially successful, andin 22% of the cases the results were Judged to have been negligible.Within the last category were five of the projects with the lowest
reestimates of economic return at audit. Successes predominated inprojects executed by existing agencies.

2.26 The range and nature of the problems encountered were notmuch different from those noted in previous years. Nor were theingredients of success. There were unrealistic efforts at reorganizingexisting institutions in a time-frame that was too short and wherestaff implications of institutional reform were not fully considered inadvance, nor provided for. Institutional improvements sought system-atically and over a longer time horizon had a larger measure of suc-cess. An Eastern African highway project included technical assistance



- 12 -

which lasted for four years. A highway project elsewhere in Africa is

another good example; commercial and ILO consultants were used in

combination to ensure continuity, and the public works department was

extensively reorganized and strengthened and a comprehensive training

program of its staff undertaken. Long range planning backed by tech-

nical assistance and training achieved equally gratifying results in a

water supply project in Latin America.

2.27 As in the groups previously reviewed, the training and

availability of local staff remained the key to lasting institutional

improvement. When a clear program of training was not developed and

implemented, a situation of dependency upon foreign experts resulted;
when such staff departed, the institution concerned faced weakness and

possible collapse. Dependency of another kind affected projects for
whose execution special units were created. In terms of the efficiency

of implementing a particular project, a separate and autonomous unit

has clear advantages. It has narrowly defined responsibilities, often

specially selected and sometimes better paid staff, and is usually

provided with substantial expatriate assistance. However, those are

also the ingredients of institutional isolation; such units are seen to

be privileged entities, are frequently subject to institutional rivalry

and resentment, and seldom survive without continued Bank support.
Their creation serves a longer-term purpose only if they are designed

as the cutting edge of change, with a well-considered plan for their

ultimate absorption into a reformed, larger institutional framework.

2.28 Two inter-related factors were common to a number of projects

in this group that ended up with negligible success in achieving their

institutional objectives. These factors included lack of commitment
and support on the part of the borrowers, and persistent differences

between the Bank, the borrowers, and expatriate consultants on insti-

tptional objectives and the means of reaching them. In a few projects

borrower support declined due to subsequent political events or because

there were changes in key personnel. In such cases the Bank should

have reviewed the impact of new circumstances on the objectives of the

project; orderly changes in the institutional setup should have been

devised, agreed upon and enforced. In other projects - and their

number was larger - evidence suggests that borrower commitment to the
proposed institutional design was uncertain from the very beginning,

and there were reservations about the association and role of expatri-

ate experts. It turned out to be a mistake to have assumed effective

borrower cooperation in such cases, and to have pushed ahead on that

basis. (See further comments in Chapter IV.)
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lII. SECTOR REVIEWS AND SUMMARY FINDINGS

3.01 In this chapter the project experience is summarized foreach sector. The focus is on what happened and why, and how theresults appear at the time of audit. For groups of projects, commonexperience has been noted and problems frequently met in the design and
execution of projects have been pointed out. Subject to limitations ofdata, an attempt has been made to identify beneficiary groups and tosee if projects had equity objectives and whether such objectives havebeen met. Each sector review concludes with summary findings to high-light matters which merit continuing attention. Follow-on projects inthe same series have been touched upon and evidence sought, wherepossible, of responsiveness to the lessons of previous experience Thecomments that follow therefore note the feedback from experience in theprocess of evaluating the present series of projects.

A. AGRICULTURE

3.02 Agricultural projects constitute by far the dominant groupin this year's review; the sector has therefore been given a more
exhaustive treatment than in previous Reviews. Twenty-eight auditreports covering twenty-eight agricultural projects are included. Lastyear's Review covered seventeen projects. The present group represents
a wide range of agricultural projects, in countries geographically more
diverse than those in last year's group.

3.03 Eight different kinds of projects are included: six treecrop projects and major tree crop components in three other projects,six livestock projects and major livestock components in two others,four annual crop projects and a major annual crop component in a fifth,folir irrigation projects, two settlement projects, one forestry pro-ject, one technical assistance project, and one flood rehabilitationproject. Looked at another way, twelve of the twenty-eight projectscan be classified as those for which the direct benefits were expected
to accrue predominantly to the rural poverty target group.

3.04 Almost 90% of the present group were approved in the yearsFY69 and later; twenty-three of the twenty-eight are concentrated inthe four years FY69-72. A notable feature is a steady increase in thetime taken for project implementation: an average of 4.6 years in thegroup included in the Third Annual Review; 5.9 years for last year's
group, and six years for the present group.

3.05 There was greater geographic diversification in the Bank'ssupport of agricultural development. The projects were located intwenty-two countries. Twenty-one were the first Bank projects in that
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subsector in the country and in three cases the projects were the very

first Bank-assisted operations, representing a completely new relation-

ship between the Bank and the country concerned. This fact has impli-

cations for review of project design, institutional development,

problems of implementation, and the measure of achievement of project

results in this group.

Objectives and Strategy

3.06 Although the group represented dominantly new Bank involve-

ment in the countries' agricultural subsectors, the approach to crop

and livestock projects was in most cases traditional. Increased value

of production was the main objective. This increase was to be obtained

through greater physical output, stated as an explicit objective for

twenty-two of twenty-six projects; for the remaining four, the objec-

tive was described as development of a modern system of agriculture,

support to agricultural settlers or increase in rural living standards.

Seven, or one-fourth of the projects, compared with over half of last

year's group, were designed to increase the production of a single

commodity (timber, milk, beef, rice, cotton and cocoa). Eleven projects

aimed at the increased production of a small group of commodities while

the remaining eight were designed to increase production of a number of

crops. The agricultural projects audited in recent years therefore

appear to have moved from a mainly single-commodity approach toward a

more diversified, multiple-commodity design.

3.07 Different means were adopted to achieve increased value

of production; the dominant choice in this year's group, as in that of

last year, was an expansion of area or the herd. Yield increases were

however assigned a slightly larger role in the present group and a

higher cropping intensity was the aim in a few.

3.08 In terms of intended beneficiaries, twenty-three of the

twenty-eight projects were aimed at reaching individual farmers, with

fifteen intended to benefit small farmers. These proportions are much

higher than those in last year's group and probably mark the beginnings

of a major shift in this respect in the direction of the Bank's lending

for agriculture. A total of around 650,000 farm families, or about

three million rural poor, were expected to benefit. Medium and larger

farmers were to be reached in eight projects, including four of the six

livestock projects, two annual crop projects mainly involving tractor

subloans, one settlement project, and one tree crop and livestock

project. Improving rural incomes and living standards were the explicit

objectives in three projects but were implicit in all twenty-three

designed to reach individual farmers.

3.09 Five projects reviewed this year did not attempt to reach

individual farmers: two projects in one Southeast Asian country aimed

at rehabilitating tree crop estates; another, at utilizing timber
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from land clearing for settlements; one engineering pro aed atpreparing two irrigation projects; the fifthneect proed flodrehabilitation Agro-industrial components were included in eleven of
the twentyesght projects, and storage facilities in two. Concern with
agro-industries, intended to process project output, indicated a moreintegrated approach toward maximizing project benefits and marked astrong shift from the group reviewed last year.

3.10 Sixteen of the twenty-eight projects were implemented by an
existing agency. Some of these agencies had to be strengthened and onereorganized and built up; about half the agencies were specialized in
either the main crop or a relevant activity, the other half being of a
more general character. In the remaining twelve cases new organiza-tions were established to carry out the projects; in eight, new projectunits; in four, new government-ojed corporations. Cooperatives were
involved in implementing five projects. As in previous groups, expatri-ate technicians played an important role in implementation; they wereemployed in twenty-one of the twenty-eight projects and had management
responsibilities in twelve.

Preparation and Design

3.11 The Bank, the borrowers, and the Bank/FAO Cooperative Program(CP) shared almost equally in identifying the projects; the borrowersand the CP prepared most of the projects, a few with the help ofconsultants. Probably because of the large number of first projects,the time taken in project preparation tended to be long; ten projectstook anywhere between two and five years to reach from identificationto appraisal, and six projects took up to two years. Differences ofviews between the Bank and borrowers account for some of the time takenbetween identification and appraisal in thirteen cases, with disagreenment over project composition or design occurrng in ten. Four proj-ects remained in the pipeline for significcur periods (three to fiveyears) because of these differences.

3.12 SIn final appraisal, project design was changed in fourteencases. Six of them were reduced in scale; four were increased. Thechanges involved either expanding or reducing a component, or adding or
deleting one. Of the six projects reduced in scale, four were to be
further reduced during implementation, those enlarged, however, werenot further increased in scope during implementation.

Implementation. Overview

3.13 While project implementation in many cases was not freefrom difficulties, only two projects encountered especially seriousproblems leading to the cancellation of a substantial part of the loan(42% and 58%). Inadequate appraisal of some project components andtechnical, managerial, Political and budgetary problems afflicted one
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of the two projects and prevented its successful completion. In theother, there was lack of compliance with the Bank's procedures forinternational competitive bidding, and unwillingness to follow agreed
land reform policies and to provide budgetary allocations to one of theproject agencies. A third project, for cocoa development, was also notcompleted and 16% of the loan cancelled; the uncompleted portion was
however merged with and financed by a follow-on project.

3.14 Changes in project design and scope continued during imple-mentation in twenty-one cases. Some of the changes resulted frominsufficient appraisals; others were caused by technical packages whichproved inadequate during implementation; insufficient understanding oflocal socio-economic conditions; and conflict between the project
objectives and the sector policy environment, either because this hadnot been originally foreseen, or due to lack of firm understanding andagreement between the Bank and the borrower, or because of changesintroduced by the borrower. Changes made in project design and compo-
sition in response to experience appeared to reflect the kind offlexibility which, up to a point, is desirable in risk-prone agri-cultural projects.

Implementation: Developments at Farm Level

(i) Technical Package

3.15 The technical package devised at appraisal proved inadequatein three cases. In one Western African cotton project farmers producedmaize instead of cotton: the project area is climatically more suitedto maize production; maize gave higher returns on labor input thancotton; there were attractive markets for maize, both in the countryand elsewhere. In addition to the inadequacy of the technical package,
this case also underlines the risks associated with single-crop proj-ects. Another project in the same country offered a rigid, intensiverotation system for annual crops as an alternative to shifting cultiva-tion. The design was unsuited to farmer needs due to excessively smallarea devoted to food crops, low yields from commercial crops likegroundnuts and cotton, and labor constraints, which were later alle-viated only when ox cultivation was promoted and a change allowed inthe rotation system. The yields of the main food crops were practi-cally doubled as a result of ox cultivation. In a South Americanifvestocck project, difficulties were encountered in introducingtropical legume pastures because of low profitability as compared to

improved grass pastures. Poor drainage of pasture lands, lack of
phosphorous and other mineral elements and high cost of improvementsthrough phosphate fertilization caused maintenance problems, and led
to legumes being pushed back by competing grasses within a few yearsafter establishment.
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(ii) Policy Environment and Price Incentives

3.16 Price incentives were major determinants of farmer participa-tion and project success. Poor economic returns normally accompanieddistorted commodity prices at the farmer level and the cotton project(see previous paragraph), in addition to adverse climatic conditions,suffered from unfavorable pricing policies; cotton producer prices werefixed while maize prices on the free market roughly tripled as a resultof growing demand. Apparently, the benefits from higher producerprices had not been properly analyzed, although price trends could havebeen recognized in mid-term during project implementation. Other
projects in Africa dealing with annual export crops are also known to
have faced increased competition from maize in the mid-1970. In one
agricultural credit project, farmers preferred to sell their productsoutside the country in response to low domestic prices fixed by the
government.

3.17 In the Western African project that featured an "intensiverotation system" (para. 3.15), the official price for palm oil was keptas low as possible because of the government's fear that higherconsumer prices would lead to a demand for increased salaries bygovernment employees. Despite a recent increase, this price is stillbelow that of the free market, resulting in fruit theft, in a low and
decreasing throughput for the oil mill, and in loan repayment problems
for the cooperatives. In another country, control of purchase pricesfor rice and palm fruit, at 50% and 62% respectively of free localmarket prices, seriously affected production. Only coffee and cocoa
prices have recently been increased to more nearly reflect world market
conditions. In another case, the low price fixed by the government was
a major constraint to development of rice as a cash crop. Despite good
performance in growing rice, little of total paddy production was
marketed through official channels. The Bank endorsed a farm gate
price that was even below the levels fixed by government so that
cooperatives could make higher profits, thereby hoping to strengthen
their position.

3.18 The three projects with the highest returns in this group(two for agricultural credit, one in support of cocoa development)illustrate similar issues; what distinguishes them from those mentionedabove is that they experienced substantial changes from appraisaldesign in response to the farmers' perception of what would be more
advantageous economically. In one agricultur credit project, ap-
praisal models showed apple orchard investment among the least prof-
itable of all subcomponents; it turned out to be highly profitable and
increased project funds were reallocated to apple production. At
appraisal of the other agricultural credit project, the Bank emphasized
the complementarity of water and power on farms; project benefits
assumed adequate and timely supply of both. This was however not made
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a condition of lending. In the event, the demand for tubewell loans

was less than expected and that for tractors more, leading to substan-

tial reallocation of funds between the two. In the third project,

farmers used fertilizers meant for young cocoa to treat mature plants

because they received more immediate benefits through higher yields

from already producing trees. Despite this shift, however, the young
cocoa trees planted under the project are expected to achieve their

originally projected yield.

(iii) Local Constraints and Social Structures

3.19 Labor availability and requirements were not properly ana-

lyzed in four projects and labor constraints not foreseen. In one

case, appraisal assumed that adequate farm labor would be availa-

ble, while in fact it was not. The project suffered from labor short-

ages resulting in delays in planting and cultivation, which, together

with low prices, were the main reasons for reducing rice acreage.

In another, serious labor constraints faced by food crop rotation were

only removed by introducing ox cultivation. For a rice development

project in Western Africa, the opportunity cost of family labor was

assumed to be zero. The audit found that there was no excess farm

labor available for project activities, and labor shortages during

transplanting and weeding continued to plague the project despite the

provision of mechanical plowing services. In another rice project in

the same region, similarly, the audit found that the underutilization

of project rice mills was not caused by abundant farm labor for tradi-

tional milling but by unattractive government prices for paddy deliv-

ered to the mills.

3.20 Lack of knowledge of local conditions also led to the neglect

of the role of women in farming, marketing and decision making in the

above four projects. Women play a key role in food crop production, in

processing cash crops and in determining whether a food crop would be

used for subsistence or for sale. High levels of production, processing
and marketing could not be achieved without full support from women.

Implementation: Developments Beyond the Farm

(i) Weather and Ecology

3.21 Drought had a negative effect on production in three West

African projects. Widespread deforestation in a settlement area in

South America, and in areas adjacent to it, has caused serious ecologi-

cal problems, including erosion, increased flooding and siltation

of previously navigable rivers. The proposed forest reserve could

not be established under the project, thus eliminating a protective

element.
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(ii) _Agro-Industril Components

3.22 Inadequate preparation and appraisal of agro-industrialcomponents appear to have been the main reason for their weak per-formance. In two cases1 plant sites were not properly investigated,leading to increased costs of providing sufficient water. No detailedstudies were available at the time of appraisal for an East Asianplywood factory resulting in a design unsuitable for tropical woodrequiremnts. Inadequate preparation and appraisal resulted in unsatis-factory design and factory capacities in some projects, and in sub-stantial construction delays and cost overruns as in an East Asiansecond estates project (oil mill component: 254% cost overrun). Noneof the three slaughter houses under an East Asian livestock projectwere ever constructed because it was found during implementation thatsmaller ones would be more economical; in the one forestry projectunder review, a project sawmill was closed down due to financiallosses; palm oil mills and rubber processing plants were constructed
under provisions of two projects in the same country only after majorchanges from project design.

Implementation. Developments at Project Level

(i) Costs

3.23 Sixteen of the twenty-six projects, for which informationis available, were completed without cost overruns or with overruns ofless than 10%; five were in the range of 10-50%; and five exceeded50%. Inflation and underestimation of unit costs at appraisal affectedmost projects with cost overruns. Other reasons included problems anddelays in implementation which aggravate the effects of inflation, andchanges in project scope.

3.24 Three out of five projects with the largest overruns were inone country. An irrigation project (overrun of over 500%) was affectedby inadequate appraisal, underestimation of rehabilitation costs,
subsequent increase in project size, and rising costs fueled by infla-tion. The second and third projects (both estates projects with 80% and134% overruns, respectively) also underwent substantial changes duringimplementation. The rubber component of the first was reduced while theoil palm planting program was greatly expanded. The costs of oil millsin the second were underestimated and it was decided to providecapacities above the appraisal estimates in the rehabilitated proc-essing facilities. An irrigation and land settlement project in SouthAmerica (about 100% overrun) was -afflicted by a host of problems andwas delayed eight years beyond the expected completion date. Theproject scope had to be reduced and adjusted to compensate for unreal-istic estimates and inadequate preparation and to keep down costs.Physical achievements were about 30% below appraisal expectations, and42% of the Bank loan was finally canceled. The original costs of a
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Western African cocoa project (54% overrun) were underestimated and the

project was also affected by inflation; its scope was however not

reduced.

3.25 Projects were reduced in scope in an effort to stay within

the original cost estimates, not always with success. A few others

were expanded in scope. What seems to have been important therefore is
not the cost picture as such but the reasons for changes in costs and

whether increased costs were associated with improvements in project
design and a larger achievement. Increased and unforeseen expendi-

tures, however, have to be financed by the borrowers themselves and

they impose strains on their budgetary resources. In certain cases they
also set up vicious cycles of cost overruns leading to budgetary

constraints and delayed allocations, causing, in turn, delays in

project implementation and further cost increases.

(ii) Timing

3.26 Fifteen of the twenty-six projects for which information is
available were delayed during implementation; six were completed on

schedule; five were completed ahead of time. Eight projects suffered

serious delays of 50% or more against the originally planned schedule.

While the proportion of projects that took longer to complete than

expected at appraisal is close to that observed in last year's Review,

delays to individual projects in this group are considerably higher.

3.27 The land settlement project mentioned in para. 3.24 was

affected by a series of major problems, a number of them arising from

deficient project appraisal and design. The loan became effective in

1965 but had to be renegotiated in 1968 because of technical and
budgetary problems not foreseen at appraisal. There was serious

overestimation of water availability and inadequate review of soil
characteristics at appraisal. Drainage works were designed without

the benefits of a major study; they were ill defined and implemented
without having been adequately reviewed by the Bank. Similar overopti-
mism characterized the assumptions concerning institutional and socio-

political determinants in the country. There were problems with water

allocation, with project management, and with the procurement of

machinery and equipment. Serious delays took place in effecting

technical assistance and major studies, apparently because project
management and the government had been unprepared for these components.

Finally, the greatly extended time schedule meant that basic technical

and socio-political assumptions had changed during project implementa-

tion; this called for a reevaluation of the project which was not

undertaken, and supervision was unable to cope with the basic errors

of appraisal or fundamental changes occurring during implementation.
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3.28 In the Western African cotton project (para. 3.15), changes

in government and difficult institutional issues had caused delay in

project identification and preparation; these issues, together with

institutional changes made during appraisal, resulted in protracted

negotiations and delay in the credit becoming effective. Institutional

problems however persisted and were compounded by the conflict between

project objectives and sector policies mentioned earlier (para. 3.16).

Problems with the procurement and distribution of farm inputs con-

tributed to project failure and poor management led to delays in

disbursements.

3.29 A third agricultural credit project in South Asia was closed

nearly four years after the originally visualized date. Major causes

of delay were exogenous - two foreign exchange adjustments, war,
tractor suppliers' delivery problems - while some were internal. The

project was hurriedly put together without sufficient attention to the

many policies and institutional issues that had already emerged in

implementing the first and second projects. In response to the higher

demand for tractors, funds were shifted to lending for tractors and, in

the absence of renewed analysis of the farmers' behavior, this meant

abandoning the appraisal design in the interests of accelerated dis-

bursements. The complementarity of water and power use needed to be

much better understood and promoted; although this point was noted at

appraisal, it was not followed up during implementation. The project

entered the Bank's problem projects list in 1971 and remained there

until the credit was closed, longer than any other project.

3.30 A first agricultural credit project in the Caribbean started

slowly due to the unfamiliarity of the program in the farming com-

munity. Initial measures taken by the government to provide investment

incentives had little effect because no regulations were established
for their implementation; it was only after tax exemptions and other

measures were introduced and some controlled product prices adjusted

to a more realistic level that loan applications picked up. There was

a shift in demand from that originally visualized, requiring repeated

reallocation of funds and consequent delays.

3.31 In a Latin American land colonization scheme, the Bank

underestimated the technical and managerial difficulties of implement-

ing such a project in a remote area. Halfway through the investment

period planned for the project, only 20% of the expected number of

subloans had been made and only 16% of the roads and 13% of the number

of schools were completed. Factors influencing the timing of project
implementation included deficiencies in appraisal, unexpected adminis-

trative and environmental difficulties, and unexpected cost increases

in project investments. Difficulties were also caused by the high
rainfall, unstable soils and shortages of construction materials,

technical and managerial inadequacies of contractors and their field

supervisors, and by procurement deficiencies.
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3.32 The genesis of delays in one irrigation engineering proj-
ect probably lay once again in the preparation and design of the
project. There was a reluctance on the part of the government to
the inclusion of certain project components, changes were made by the
Bank in its approach to irrigation operations in the country, and the
consultants expressed some unwillingness to agree to these changes. In
addition, government officials were at the time preoccupied with
internal reorganization and the establishment of new institutions, and
there was some lack of initiative and administrative efficiency at
various levels in the national Water Development Board which was
responsible for the project.

3.33 Major problems were encountered in the first three years of
implementing the East Asian first irrigation project in which there was
a high cost overrun (para. 3.24). These problems included lack of
familiarity on the part of the executing agency and the consultants
with Bank procurement and contract procedures, delays in clearance of
imported goods through customs, the rapid expansion of the executing
agency's program, fully extending its staff resources, and late re-
leases of government funds aggravated by increases in cost. The two
estates projects both had a slow start due to slow progress in appoint-
ing management and recruiting expatriate staff. Implementation
was further delayed upon unanticipated financial distress of two rubber
groups, resulting in the deferment of the plantation program, a cutback
from the planned fertilization levels of immature stands, and recourse
to forced tapping. Technical failures in both rubber and oil palm
development in 1970-71, the deterioration of the financial position of
one of the estates, and poor management resulted in both projects being
rated by the Bank as problem projects for some years.

3.34 Six projects were completed by the expected date and five
in less time (an average 20% less) than estimated. Ten of these eleven
projects were however reduced in scope during implementation. First
projects in various sub-sectors performed better than average. Rural
development projects as a group performed well in respect of their
completion time; two-thirds of them were completed at or within the
original time schedule as against two-fifths for the entire group.

3.35 As with the group of projects reviewed last year, no clear
statistical association is evident between delays in project imple-
mentation and the rates of return.

Implementation: Supervision

3.36 The supervision experience with these projects has been
mixed. Audit reports note the useful advisory function performed by
Bank missions in some cases and highlight the technical assistance
provided in the course of supervision. On the other hand, deficiencies
in supervision noted in earlier Reviews appear to have persisted;
there was lack of staff continuity and balance in the expertise repre-
sented on supervision missions, the timing of the missions has not been
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optimal in relation to the emergence of problems, the focus of the

mission's concern in some cases appears to have been misplaced, and

there has been insufficient follow up on certain project components.

3.37 It would be unrealistic to expect supervision to correct

major deficiencies of project preparation and design. Some cases of

failure to achieve major project objectives in the present group could

not have been rescued by improved supervision; there are however other

projects where problems could have been mitigated and project results

improved by a strong supervision effort.

3.38 Time spent in the field supervising projects ranged from

around four manweeks in two cases with special characteristics to

fifty-three manweeks for the South American settlement project. The

average time devoted to field supervision was about twenty-seven

manweeks and an average project remained under supervision for just

over five years. The review tends to show a connection between the

quality of supervision, as distinct from sheer manpower input, and

project performance. Projects from the two ends of the spectrum -

those that were successful and those that failed - would help illus-

trate this point.

3.39 In twelve of the twenty-eight projects, supervision was good

on balance, although certain aspects of supervision in five of these

could have been better. In one Caribbean livestock project (audit

estimated ROR: 13%) supervision was regular and its frequency adequate.

An excellent working relationship developed between Bank supervision

staff and the implementing agency; according to the latter, without the

Bank's efficient assistance and competent advice, the technology

transfer realized under the project would not have been possible.

3.40 The land colonization project mentioned in para. 3.31 was one

of the Bank's first efforts in integrated rural development; while the

project as completed is substantially smaller than originally planned,

the revised goals were met under especially trying circumstances.

Regular and good quality supervision played an important role in

ensuring this successful outcome. In another project, the Bank was

dealing with a strong implementing agency and the supervision design

responded to this fact: for most of the life of the project super-

vision missions were widely spaced and criticism was focused on only a

few issues.

3.41 A first irrigation rehabilitation project in an East Asian

country (audit estimated ROR: 30%) was appraised without the benefit of

the usual preparatory engineering or feasibility studies. It therefore

called for special care and close and efficient supervision during

implementation. The project served as a laboratory for adapting

engineering design to local conditions, for the training of design,

construction supervision, and operational maintenance staffs, and for
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institutional development. The project was highly successful in

achieving its objectives. Bank staff stationed in the country played

an important role in supervision and appropriate attention was given to

the provision of agricultural support services and inputs for efficient

paddy production. The special advantages of supervision by resident

Bank staff were also apparent in the two estates projects (audit

estimated ROR: 17-53%). Conditions for project implementation were

difficult from the beginning. Yet, Bank supervision was instrumental

in persuading local officials of the need for improving technical
standards and for streamlining management. The resident staff served
as a bridge for contacts among government agencies and was responsible

for expediting measures conducive to reaching project objectives.

3.42 An agricultural credit project in a Western African country,

on the other hand, suffered from a lack of support from all parties

involved. The Bank was ambivalent about supporting the project from
the very beginning, and was instrumental in having its scope reduced at

appraisal. Project implementation ran up against low product prices

fixed by the government and the latter's failure to give the project

adequate institutional support. Bank supervision missions were

irregular and of insufficient frequency; the Bank's original concern

for the role of farmer groups seems to have received little attention

and supervision reports make hardly any reference to the success or

failure of the cooperatives. Poor climatic conditions contributed to

these factors and the project offered a negative rate of return

at audit.

3.43 The previously mentioned cotton project also had a negative

rate of return and failed to reach its main objective of increasing

seed cotton production. Broader factors, over which the Bank had

little control, contributed to this failure. Since organizational

problems had already surfaced at the project's beginning, Bank super-

vision during implementation concentrated on institutional isues to the

relative neglect of agricultural problems. Also, while a regular
schedule of supervision was maintained, there was a lack of continuity
of personnel.

3.44 Two other projects (negative and zero rate of return, respec-

tively) illustrate another aspect of the problem. Both were complex

projects, and one was particularly risk-prone and innovative. The

second project, for dairy beef development, had many aspects which

called for attention before and during project implementation and it

became difficult for the Bank to- attend sufficiently to all of them.

Supervision called particularly for staff continuity at transition

points in the project cycle, the use of various specialists, and the

intensive review of one or more important project aspects by specific

supervision missions. The project had farm and processing components;

while changes were made in the latter during implementation the Bank

was not adequately equipped to advise and its first agricultural



- 25 -

processing specialist was not appointed until 1972. The project

continued to be supervised by livestock specialists.

3.45 The "risk-prone", "innovative" project mentioned in the

previous paragraph underscores the consequences of attempting to

introduce sophisticated farm technology to rural populations not yet

ready to accept such innovations. The introduction of high-level

technology created severe farmer dependency on project agencies. The

Bank was not sufficiently thorough in its analysis of the reasons for

the shortfall in water supply, and its supervision reporting on the

performance of innovative project components including training,

extension and monitoring and evaluation was limited. Two supervision

missions complained about the lack of farmer participation in running

project affairs but no corrective measures were recommended. The

implementing agency's efforts to improve farmer participation appar-

ently received only limited Bank guidance. While the impact on farm

incomes in the project seemed satisfactory at audit, insufficient
technical assistance limited the project accomplishments, and there has

been progressive disengagement of the project agencies from their

original role of training and assisting farmers.

3.46 Finally, the South American settlement project (para. 3.27)

illustrates yet another kind of supervision experience. The Bank

recognized fairly early the special problems of this project. As a

result, the loan was renegotiated, but not supported by a full reap-

praisal to ensure that the revised technical, social and economic
feasibility was acceptable. The revised project scope introduced

changes which were never evaluated to reestablish their relationship
with project objectives. The project is estimated to have consumed 250

manweeks of supervision time. Yet, the problems faced by the project

lay more at the sector or national level; normal supervision proce-

dures, further hampered by lack of staff continuity, were unable to

cope with these problems.

Project Results: Overview

3.47 Project results are summarized in the table that follows.
The projects are listed in an ascending order of the reestimated eco-

nomic rate of return (ERR) at audit. A brief discussion of project
results in terms of production, economic returns, beneficiaries

reached, employment and income effects, and institutional developments
follows the table.
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Project Results: Production

3.48 On the basis of available information, ten projects cameclose to or surpassed their production targets; in fifteen projectsproduction increases at audit were substantially below targets; in twoof them production did not increase at all. In respect of the remain-ing project, information on production is not available, while twoprojects had no direct production objectives. Increased productioncame mainly from expansion of areas or herds in twenty of the twenty-five projects, from higher yields in twenty-one, and from more inten-sive cropping patterns in six. A shift to higher value crops was atarget in one agricultr credit project (Table No. 2), and it wasbroadly met; there was also a spontaneous shift to higher value cropsin three other projects.

3a49 In project No. 16, paddy production substantially exceeded
appraisal estimates and production at full development is now expectedto reach twice the amount originally estimated. Reasons include a muchlarger area available for cultivation, extension of on-farm works tothe entire project area, higher yields made possible by the generalacceptance of transplanting instead of broadcasting, and the largerarea now expected to be double cropped. A noteworthy feature was theapproach of the project management in successfully persuading thefarmers to adopt new planting techniques. In the cocoa project (No.20), similarly, the planting program was carried out to high technical

standards and appraisal targets for production were readily achieved.The project combines expansion of area and higher yields. The environ-ment of success included full support of governme, an enterprisingfarmer population, well-qualified and enthusiastic project staff, and adependable institutional infrastructure. Production increases in oneirrigation project (No. 21) also came from a combination of expansionof area, higher yields and more intensive cropping. Yield increasessignificantly greater than those estimated at appraisal and a boom inworld market rice prices more than offset cost overruns in the project,giving a highly satisfactory economic rate of return. Project No. 14,for agricultural development, also combined area and yield increases.Swamp rice planting targets have been exceeded and rice yields were inline with appraisal estimates; cocoa and oil palm plantings exceededappraisal targets. The project could serve as a model on how toachieve quick and highly satisfactory results in the rural sector.

3.50 Of the fifteen projects in which production increases wereeither substantially below appraisal targets or did not take place atall, eleven offered yields below appraisal estimates, eleven hadsmaller area increases than anticipated, and three had lower cropping
intensity. Of the projects which fell short of production objectives,one agricultural credit project (No. 1) is a major disappointies,.
The project failed because appraisal objectives were too optimistic,government pricing policies were inappropriate, institutions involved
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did not perform as expected, and drought affected production in three
out of the seven project years (para. 3.42). Among other projects
which failed to achieve their production targets and offered poor

reestimates of return at audit were those for cotton (No. 2), forestry
(No. 12), dairy beef (No. 4), irrigation (No. 5) and annual crops (No.

6).

3.51 The cotton project failed in reaching its production objec-

tives mainly due to changes in government, frequent policy revisions,

and organizational disruptions (para. 3.43). There were also however
other factors that should have received more attention during project

preparation and appraisal, but did not. Organizational problems were

already evident at the project's inception and continued to affect its

implementation. There was a failure to evaluate more closely the
competitive position of maize as against cotton, and the project

illustrates the inappropriateness of promoting a single annual cash

crop for export or for domestic markets in Africa without considering
adequately the flexibility allowed to the farmers by annual crops;
project design would have gained if it had made provision for such

flexibility. As it was, the design made no allowances for farmers to
follow market trends and adjust their cropping patterns to demands.

3.52 In the forestry project, logging yields and plywood conver-
sion rates emerged in line with appraisal expectations. Production,

however, fell short because log extraction rate was only 78% and the

capacity of plywood production only 75% of appraisal targets. Other

causes contributing to project failure included inadequate cooperation

between state and federal authorities, an attempt to encompass too many
objectives simultaneously, poor management and technical assistance,
poor marketing arrangements, and deficiencies in the original design of

the factory. The situation started badly and got worse, underlining
the limits to effective intervention by supervision in a situation of
stress.

3.53 The dairy beef development project (para. 3.44) was another

example of an overambitious project design not properly integrated into

its contextual situation and with a number of components that failed to

move along in a coordinated fashion. The pasture establishment program
got ahead of heifer distribution at first, but the pastures degenerated

and most project farmers still stall feed. Herd growth and milk

production moved ahead of plant construction. Original plans for
plant location and product line were upset by unexpected policy shifts.

Technical assistance provided to project farmers was good but not
always timely, and the training received by technicians and farmers

varied considerably. While administered prices have ensured good
financial returns for farmers, 95% of whom were relatively small

farmers, the project offered a negative rate of return estimate at
audit, although this could improve in the future.
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3.54 The results of the irrigation project (No. 5 in the table)
are in many ways paradoxical. It has been a striking success in some

ways and a failure in others (para. 3.45). There has been large scale
modernization of the rural water supply system, cultivation standards

in project fields at audit were very good, the area cultivated and the

cropping intensity were relatively satisfactory, field crop programs,
poultry production and sheep breeding are doing well, and net income

from agriculture rose significantly for a large number of land reform

beneficiaries. On the other hand, the project suffered from inadequate
water supplies that were overestimated at appraisal, and from the

borrower's inadequate financial support of the project agencies. The

value of incremental production was expected at audit to reach only
about 25% of the appraisal target and the rate of return was reesti-
mated at somewhere around zero percent because of the considerable

costs involved in achieving the results and heavy delays in project

impl ementat ion.

3.55 The annual crops project was undertaken in awareness of the

risks involved and because it was considered that better investment
opportunities in the agriculture sector of the country were not then

available. In the event, excellent performance in planting and
satisfactory levels of maintenance were achieved in both oil palm and
maize and the functioning of the oil mill was satisfactory. Overall

production has been however very much below estimates as a result
mainly of low rainfall.

Project Results: Economic Returns and Price Effects

3.56 As noted in last year's review, the economic return on any

proposed project is derived from estimates of future costs and bene-
fits. The recalculation at audit is also an estimate, although the

basis for calculation takes account of more recent data and of the
project experience. Prices frequently play an important part in

fluctuating estimates, and the actual economic return cannot be calcu-

lated until after a project has completed its life.

3.57 As a group, these projects come out better in their economic

expectations than the group reviewed last year and much better than
that reviewed two years ago. The economic rate of return estimates at

audit average 18% compared to 14% and 13% for projects reviewed the

last two years. The larger projects, in terms of investment expendi-

tures, yielded higher return estimates than the smaller ones; the
weighted average of the audit estimates is thus 23% as against 15% in

the Third and Fourth Reviews. The audit reestimates were at or above

the original estimates for half the number of projects, and below for
the other half; they are significantly above 10% (up to 47%) for twenty
of the twenty-six projects for which reestimates were made, accounting

for 82% of the loans and credits and 85% of the total project expendi-
tures. Twelve projects were expected at audit to achieve high rates of
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return of 20% and above; this is an unusually high proportion for this

level of return and twice as high as that of last year.

3.58 Six projects were estimated to yield rates of return below

10%; one of these registered 5%, one showed a zero rate of return, and

four were negative. This is the first time since the Bank evaluation

system was initiated that negative reestimates of rates of return have

shown up for agricultural projects. One project for dairy beef de-

velopment, was not clearly unsatisfactory; project activities were

properly carried out and proved profitable for participating farmers;

this was however obtained at subsidized prices and the economic rate of

return at completion at international prices was negative.

3.59 It is noteworthy that the audit rate of return estimates

exhibit an unusually wide spread. The twenty-six projects are distri-

buted evenly over a wide range, with seven of this year's group return-

ing medium-range estimates between 10-20%.

3.60 In terms of types, tree crop projects and projects with tree

crop components in other projects appear to have been the most success-

ful. They show an average audit rate of return of 26% and include three

of the six most successful projects in the entire group. The four

irrigation projects performed well (average audit ERR of 19%), as did

the eight livestock projects and two settlement projects (average ERR

reestimates of 15% and 16%, respectively). Two of the negative rates

of return occur in annual cropping projects, one in forestry, and one

in dairy beef development.

3.61 For projects with an audit reestimate of rate of return of

13% and below, production was substantially below appraisal targets; no

corelation was however noticed between returns above 13% and the

achievement of physical production targets.

3.62 Price increases - costs and benefits - had favorable effects

on the audit rate of return in ten of the sixteen projects for which

information was available. The shortfall in physical production in

seven of these ten was more than compensated by price increases in six;

these six projects are now estimated to achieve economic rates of

return higher than anticipated at appraisal. For two projects the

price effect on returns appears to have been neutral, and for the

remaining four price effects are likely to be negative (see Table

2).

Project Results: Beneficiaries, Employment and Income

3.63 A total of about 650,000 farm families, or about three

million rural poor, were expected to benefit from the projects (para.

3.08). On the basis of information available, it is estimated that 80%

of this number was probably reached. These data are not unassailable
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and make two major assumptions: first, that a highly successful firstirrigation project in East Asia did reach the targeted 400,000 farmfamilies and, second, that a Western African agricultu, creditproject, which has been adjudged a failure, did not benefit the full
100,000 intended farm families.

3.64 Excluding the above two projects, beneficiaries reached,as percentage of the target number, are much the same for the entiregroup of twenty-three projects aimed at reaching individual farmers.The number of farm families reached by the twenty-one projects wereestimated at audit at 115,000, or about 77% of the targeted 150,000.In six of the projects the target number of farm families was exceeded.The average number of farm families reached per project was about22,000 for all twenty-three projects and 5,500 for the twenty-oneprojects, excluding the two large ones, as compared to 28,300 and 7,150
projected at appraisal. Inflation appeared to be the main reason forthe shortfall, compelling projects to reduce activities and hence reachfewer farm families.

3.65 Information on employment effects is available for fifteenprojects; good information on four projects, and less good on eleven.Quantitative data on the four projects show 1,000 jobs created inthe forestry project, another 1,000 in an agricultural credit project
in the Caribbean, io0 in a livestock project and 6,500 in the landsettlement project discussed in para. 3.27. For the last three proj-ects mentioned the jobs were for others than direct project benefici-
aries. Of the eleven projects with less good information nine arebelieved to have increased farm employment opportunities: signifi-cantly in one case; somewhat in the others. Lending for tractors inone project led to displacement of tenants, but also created newemployment; including the employment generated by tubewell investments,the project is believed to have, on balance, created additional employ-
ment. In five projects, employment creation contributed to laborshortages. Two estates projects were confronted with oversized laborforces and reduced employment opportunities, although, in view of therural unemployment, hand weeding was used instead of chemical weeding.Thirteen projects for which no information on employment effects wasavailable at audit included five livestock projects, two tree cropprojects, two credit projects, one annual crop and one settlementproject, and the two non-production projects.

3.66 Field information on income is available for seventeen proj-ects, and in all of them post-project incomes at audit were estimatedto be larger than pre-project ones. For thirteen projects where acomparison was made with appraisal, expectations were exceeded infour. Appraisal expectations were, on balance, achieved in five proj-ects. On the other hand, estimated incomes were expected to be belowappraisal expectations in the one dairy beef development project -although above expectations for larger farmers; in an irrigation
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project in the Middle East, where farmers' net incomes were expected

to double even though staying below target expectations; in one agri-

cultural credit project; and in one livestock project.

3.67 In four projects, farmers' incomes were not compared with

appraisal expectations but were estimated as highly satisfactory.
These projects included one in support of land settlement where the
farmers' average gross income of US$2,500 equivalent at audit is high

by local rural standards; an Asian livestock project in which estimated

profits on pig and poultry investments, accounting for 94% of loan
funds, appeared highly satisfactory; one agricultural credit project;

and one project supporting annual crops development.

3.68 Of the eleven projects for which no information on income
effects was available to audit, there was secondary evidence of ex-

pected income increases having taken place in three projects: a first

irrigation project in a country which showed substantial production

increases by smallholders; a cocoa development project in which the

prospects for meeting appraisal targets appeared very favorable; and
one livestock project. Farm income probably did not increase as

expected in three projects (agricultural credit, cotton, livestock),
while no family farms were involved in the remaining five.

Project Results: Institutional

3.69 Institutional arrangements for project implementation worked
satisfactorily in most cases and, as in the groups reviewed in the last
two years, most so in projects carried out by experienced institutions.

Existing government organizations implemented four of the six projects

which showed the highest estimated rates of return at audit, and four

of the seven in which the returns were expected to be satisfactory.

3.70 Outstanding institutional performance was observed in six
projects, and institutional improvements included in the projects were

properly carried out in most cases. Moderate to severe institutional
problems were noted in ten projects. Financial problems were by far

the most pervasive, affecting five projects. Problems included those

of weak financial management, a deteriorating financial situation of

project agencies during implementation, insufficient budgetary alloca-
tions to one of two project agencies, and the failure of the executing

agency to be given financial responsibility. Inadequate commitment by

either the government or a major sponsoring agency hampered the imple-

mentation of three projects. Two projects were poorly managed during

most of the implementation period; poor original design and institu-
tional rivalry affected the success of two others. Problems with
managing consultants or expatriates were encountered in three projects;

staffing problems affected two; and the quality of extension staff,

one. Unimpressive performance of the technical unit under one agri-
cultural credit project resulted in the agreed system for subloan

appraisal being abandoned.
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3.71 Institutional problems were clearly associated with poor

project performance, further highlighting the importance of institu-

tional arrangements. Each of the five projects with a zero or negative

rate of return suffered from institutional deficiencies. On the other

hand, of twenty projects with rates of return above 10%, only five

experienced any major institutional problem and in only two cases did

those problems have a significant impact during implementation.

3.72 The projects reviewed this year provide some insight on the

strengths and weaknesses of new project units as compared with estab-

lished ones. In several cases, an autonomous project unit was probably

the best arrangement to successfully carry out the physical development

of the project, ensuring, in turn, a satisfactory rate of return. In

one of the cases, the project unit also succeeded in protecting

project autonomy and in safeguarding appraisal objectives during a

period when the government's development emphasis shifted to other

regions. A Western African cocoa project was successfully managed by a

project unit with a core of highly qualified staff and strong institu-

tional and government support. The agency created to implement a first

irrigation project in East Asia is reputedly among the most effective
that the Bank has dealt with in that field; the dairy beef project was

successfully implemented by the agency in charge; and the executing

agency for a rice development project performed remarkably well.

3.73 Overall, however, projects implemented by new organizations,
whether new agencies or project units, showed less good results than

those involving experienced agencies. They also accounted for most of

the institutional problems that occurred; of ten projects with problems

eight were wholly or in most part implemented by new agencies. Prob-

lems that are peculiar to new units include institutional isolation

which leads to precarious existence and reduced effectiveness, a theme

also touched upon in last year's Review. The South American land

settlement project, for instance, was implemented by an independent

unit under the direct control of the Office of the President, with
operational autonomy and funds. The arrangement resulted in fast

implementation and good impact, particularly in the two years before

the Bank loan was made, but made the project vulnerable to personali-

ties as well as to patronage, both of them transient factors. Project
management encountered political hostility and lack of continuity in

key staff positions; eventually, project implementation had to be

transferred to the Ministry of Agriculture. A similar problem was

encountered in an agricultural development project in Western Africa,

aggravated in this case by dependency on expatriate staff; when such

staff departed, the weakness of the project authority became apparent
and the efficiency of the organization declined. The technical advi-

sory unit for one particular agricultural credit project suffered from

isolation; and the project unit in a livestock project in Latin America
was caught in the rivalry between the two main project-sponsoring

agencies. In eight projects coordinating committees were established;

in seven of the eight, these committees proved worthless in practice

and had little impact on project implementation.
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3.74 Sixteen projects explicitly or implicitly provided for train-ing. In contrast with the findings of the Fourth Annual Review but inline with those of the Third) most training components were success-fully implemented. Minor problems occurred in two projects: in thedairy beef project, the lack of systematic approach resulted in sub-stantial variations in the amount and quality of training imparted; ina cocoa project, a rigorous training program gave extension workers asound requisite knowledge but did not provide for training of creditofficers, accountants, and middle level management personnel for whicha crucial need existed, In two cases, expatriate consultants were notable to provide on-the-job training because most of their time wastaken up in operational tasks. Four projects provided for overseastraining: this was properly built in and put into use in two, and notutilized in two projects.

Summary Findings

(i) Delays in Project Implementation

3.75 As mentioned in para. 3.04, there has been a steady increasein the time taken for project implementation over the groups reviewedin the last three years. It may be useful to review the age profilesof more recent projects to see if this trend has since been arrested,and whether certain subsets are more prone to delay than others.Country implementation reviews, recently introduced by the Bank,will no doubt help in identifying any patterns of delay, and in reduc-ing their incidence.

(ii Project Design and Price Effects

3. 76 The percentage of projects designed to increase production ofmore than one commodity has gone up in this Review as against that oflast year. There were also more projects with processing components.These factors appear to indicate a trend towards both integration anddiversification of project activities with two possible effects: (i)greater opportunity to spread risks against adverse conditions andlower chances of failure, and (i) increased institutional complexityand the requirement for broader expertise both in the country and inthe Bank's appraisal and supervision process. Sufficient informationis not available to permit a straightforward conclusion on whether thenew design trend resulted in better and more profitable projects. Thisyear's batch on average does show better economic returns than lastyear's and the four worst projects were mostly single commodity ones.There are however other factors which affected this year's overall
performance. Price increases led to increased unit costs and thereduction in physical size for a large number of projects; this, inturn, caused nonachievement of production targets and 60 of theprojects fell short of appraisal projections, On the other hand,product price increases also enhanced the value of project output.
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Project farmers were thus further motivated to expand their activities,
and potential beneficiaries to join the projects. The projects under

review were exposed to high commodity prices for the mid-1970s for

almost one additional year as compared to last year's group; since this

additional year is close to the starting point, high product prices

acquired a more than proportionate weight in reestimated rates of

return. As between reduction in project size and increase in the value

of output, the overall effect was positive; of every seven projects
that fell short of the production target, six still achieved higher

economic returns than estimated at appraisal. If the appraisal price

projections had held, twenty-one of the twenty-six projects for which

economic rate of return estimates are available would have offered

returns at audit below those originally anticipated. Shortcomings in

project design, commented upon earlier, and farmer participation

problems would also have surfaced in a more acute form.

(iii) Policy Environment and Farmer Participation

3.77 Actual farmer participation was about 80% of that expected at

appraisal. One general reason for the shortfall was inflation which

restricted project activities; the other was the policy environment and

producer price policies established by borrowers which ran counter to

project objectives (paras. 3.16-3.19). Pricing policies are the

responsibility of the borrower. It is clearly necessary for the Bank

to reach prior understanding with the borrower on sector policies,
including pricing, where such policies are critical for the project.

Additionally, an understanding of the markets on the part of the Bank

and the borrower, and greater flexibility to react promptly to changing
markets and prices, would have avoided some of the failures encountered

in this group. As it was, the Bank in one of these cases recommended

lower farm gate prices, thereby discouraging farmer participation. The

Bank is increasingly seeking prior understanding with the borrower on

rowers on pricing studies for subsequent discussion with the Bank.

(iv) Institutional Choice and Development

3.78 Experience with this group of projects suggests that new
agencies, particularly new project units, offer some advantages over

existing agencies in the short run but at the cost of serious disadvan-

tages in the long term. A new project unit may expedite implementation

and help obtain a high rate of return; to the extent however that

project success does not involve the participation or improvement of

existing institutions, these results may not last. Thus, continuation
of project activities after the investment period was jeopardized or

affected when the project unit was dismantled (one case) or broke up

(one instance) or when the expatriates leading and manning the project
unit departed without proper replacement (one example). A new unit or

agency may be an effective device to implement a project if it is given

sufficient autonomy in project matters, it has the clear commitment and
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support of the government and sponsoring agencies, it is designed
to ultimately fit into the regular institutional setup, and phase-

out arrangements are built in from the very beginning, in order to

effect a smooth transfer of project activities to regular government
institutions.

3.79 Existing government institutions do not offer the perfect

alternative. In this group they had to be reorganized and built up

with varying degrees of success; sometimes new departments had to be

established within existing agencies. They had difficulties in finding

and retaining suitable staff, in securing counterpart financing or

budgetary allocations, and in internal and external coordination with

other government agencies. With all that, projects managed by nation-

als in this group tend to show a better performance (average rate of

return at audit: 20%) than those managed by expatriates (15%).

3.80 In various groups of projects reviewed so far, institutional

improvement has proved to be a slow, long-term process. In the present

group, strengthening agricultural lending capabilities in one Develop-

ment Bank, building a financially viable forestry agency in another

project, and establishing field control in the cotton scheme took much

longer than had been anticipated at appraisal. Two cases underline the

lack of planning in the longer term horizon needed for institutional

development. A livestock project in Latin America in the present

group is third in line of similar projects. The two previous projects
had failed to lay a proper institutional basis, and the appraisal

mission for the third devised a new institutional solution, which also

failed. In another case, an agricultural development project unit

could not be built to a self-sustaining level within the implementation

period and its efficiency declined after project completion.

3.81 The success stories illustrate the same point. An agri-

cultural credit project in the Middle East was conceived on the basis

of a concomitant UNDP project, with the Bank as executing agency, to
build up that country's AgBank step by step. The process is now

running through the third IDA project and the fourth phase of the UNDP

project, with a new operation of each kind in the pipeline. In rice

development projects in two Western African countries, second-phase

projects were required to fully develop the project units, this

requirement for extended support having been anticipated from the very

beginning and systematically put into effect.

3.82 In-service training, which was planned in six projects, is a

related issue. Such training was successfully accomplished in three

cases, but not in the other three. In two instances, a separate train-

ing officer had to be employed to resolve the problem. In the third,

the planned training was not achieved and specific provision had to be

made in the following project.
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3.83 The lessons of institutional approach and development in this

group are not novel and are known to the Bank. It would however bear

reiteration to say that the institutional design for any project or

group of projects must fit into the larger institutional framework of
the sector or subsector, that the instrument selected or devised for

project implementation must have full government support and provide

for its longer term absorption into the surrounding institutional
framework, and that a program of systematic training of local staff

should be an essential ingredient of any effort at institutional

improvement.

(v) Supervision

3.84 The experience with supervision reviewed in paras. 3.36-3.46
once again emphasizes its role in successful project implementation.
What is noteworthy in this group is not the frequency of supervision or

the manpower input as much as its quality. This quality hinges upon
the optimal timing for supervision missions, continuity of staff, and

representation of expertise on supervision missions that responds to

the nature of emerging problems from time to time. Given the fact that

the vast majority of projects underwent changes in scope and design
during implementation, the role of knowledgeable, timely and decisive
supervision acquires special importance. The Bank has taken steps to

strengthen supervision by providing additional manpower and by diver-

sifying the available expertise. A revised Operational Manual State-

ment was issued in February, 1979. It contains a new section on

supervision planning to make the process more cost effective, and to

relate it more closely to problems of implementation. In complex and

innovative projects, the Bank's resident mission staff have an advan-

tage in providing close and continuous supervision that is being

exploited in balance with supervision from headquarters.

(vi) Follow-on Projects

3.85 Twenty-one of the twenty-eight projects in this group were
followed by other Bank operations. In seven cases, the follow-on
project was a replication of the one preceding; what followed in seven

other cases was the continuation of the reviewed project. In yet

another group of seven, different though related projects were under-
taken: the one cotton project in this year's group was followed by a

technical assistance project of interim nature; the follow-on to one

livestock project reflects the change in Bank policy and provides more

lending for smaller producers, -as does another livestock project

elsewhere; the agricultural credit project in a Middle Eastern country
has been followed by a project with wider social objectives; the

follow-on to one of two cocoa projects sought to group individual

plantings into large blocks and to strengthen management while provid-
ing for evaluation of the first project; an irrigation engineering
scheme has been followed by two projects and the flood rehabilitation
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project by another rehabilitation project with greater emphasis on the

restoration of civil works. The remaining seven projects were not

followed by other Bank operations of similar or related nature.

3.86 By and large, the follow-on projects built upon the lessons

learned from those preceding. The fourteen repeater projects - repli-

cations plus continuations - came after those that were successful: in

twelve of these several improvements were incorporated resulting from
the lessons learned; in two, the repeater project followed too closely
upon the heels of the earlier one and the lessons of the projects
reviewed were applied only to the project that followed the repeater

project. The seven projects which were followed by a different type

also yielded lessons which were applied to the successor projects.

3.87 The seven projects which had no follow-on were either:

failures; followed by a project not assisted by the Bank; not continued

because of marginal conditions for the project enterprise - oil palm;
not continued because the borrower was not prepared to borrow under

Bank instead of IDA terms; the last stage in an irrigation program; or

not continued pending the preparation of a suitable project.

B. TRANSPORT

3.88 The present Review covers 28 projects in transport, 18 of

them in highways. Special projects include urban transport, the first

urban development project which the Bank financed and the first one to

be audited; a sea defense project; and a multimode project for reha-

bilitation of a war-damaged transport system. All of the loans and

credits for transport were made in fiscal year 1969 and later years

a nd, with one exception, the projects they financed were completed in

FY75-78 as against FY73-77 for last year's group. The projects re-

viewed this year reflect considerably more recent experience of project

implementation than those covered by earlier reviews.

HIGHWAYS

3.89 Loans and credits for highway projects were made to sixteen

countries. For the first time in these annual reviews, a majority of

the highway projects represent repeater operations in a series: four

were second Bank-supported highway projects in the respective coun-

tries, four of them were third projects and one was the fifth. Of the

eighteen highway projects, six were located in the Latin America and

the Caribbean Region; five in West Africa; three in East Africa; two in

Europe, Middle East and North Africa; and one each in the East Asia and

Pacific and South Asia Regions.
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3.90 The group reviewed last year included four projects intended

solely for highway maintenance; the proportion in the present group is
larger, seven of the eighteen being road maintenance projects and four

others including important maintenance elements. One project was for
feeder road construction while two others included feeder road compo-
nents related to agricultural development.

Imp lementation: Time

3.91 Most highway projects in this group experienced exceptionally

long delays in implementation. This is noteworthy in view of the fact

that nine out of eighteen were repeater operations connoting an exist-

ing Bank-Borrower relationship and the expectation of easier project
implementation. Thirteen projects were completed more than one year
after the scheduled dates, of which nine suffered delays ranging

between 24 months and 58 months. Only two maintenance projects were

completed on time; their scope of work was however reduced due to late
delivery of equipment and the shortage of local funds. The main

reasons for delays were generally similar to those mentioned in earlier

reviews. Many of them appear to have been related one way or another
to inadequate project preparation before loans or credits were made;

some of the problems resulting in delays could have been foreseen,
others not.

3.92 A second highway maintenance project in one Latin American

country was implemented over eight years instead of the originally
planned three and a half. It was beset with political problems,
budgetary constraints, problems with international bidding procedures
related to equipment procurement, temporary suspension of purchases
when a bilateral source of equipment supply became available, and delay
in hiring consultants to assist in project studies and implementation.
A third highway project in another country in the same region experi-
enced a delay of 48 months due to numerous design changes result-

ing from inadequate preparatory engineering, including soil investiga-

tion, and right-of-way problems for the expressway. Despite its

cautious preparation, in conditions of emergency, a first highway
project in an Eastern African country ran into serious delays; it had a

time overrun in implementation of 150% (37 months) caused by delayed
procurement of maintenance equipment and slow road rehabilitation.
Inadequate engineering preparation and difficult terrain combined to

cause a delay of 39 months in implementing a fifth highway project in

yet another country.

3.93 Inadequate supervision was a contributory factor to the

two-year delay in a first highway project in East Asia, and diversion
of funds and equipment to other than road maintenance purposes affected

a second road maintenance project in a country in South America.
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Implementation: Costs

3.94 With only two exceptions, the loans and credits for the

present group of projects were made in fiscal year 1973 or earlier

years. Project execution straddled the period of high inflation

following the oil crisis; cost estimates for this group, as for the one

reviewed last year, were therefore affected by circumstances that could

not have been foreseen. Despite this, the overall cost experience was

not unsatisfactory. Eight of the eighteen projects were completed with

expenditures within 10% of appraisal cost estimates; four had cost

underruns ranging between 2-16%. Expenditures on six projects exceeded

original estimates by over 10%, of which four had overruns of 35-58%.

3.95 The projects with the highest cost overruns were in two

Eastern African countries (58% and 50%), a third highway project in

Latin America (47%), and a first highway project in South Asia (35%).

The cost increase for one of the Eastern African cases was mainly due

to price increases and exchange rate changes; some 11% of the rise was

due to quantity increases. The cost increase on the other project in

the same region resulted mainly from the need to raise the design
standards during execution and the prolonged implementation period.

One of the trunk roads included in this project experienced a 740% cost

increase because its length was extended and design standards raised

during implementation. The large increase in the cost of the third

project cited was also due to original underdesign which had to be

subsequently rectified. The last-named project was adversely affected

by inflation, compounded by the remoteness of the country and the long

delay in implementation. Two of the four projects with the highest
cost increase thus suffered from inadequate design at appraisal.

3.96 Three of the four projects with cost underruns related to

highway maintenance; the fourth provided for highway engineering.
One of the three (underrun 5%) was a case of overestimate of the costs

foqr some project components; in the other two maintenance projects

(with underruns of 16% and 2%) the costs actually increased and

the underrun resulted from a reduction in project size, made necessary

by the borrowers' inability to provide sufficient local funds.

3.97 As in groups previously reviewed, cost deviations from

appraisal estimates can generally be related to inadequate project

preparation and slow implementation. Well-prepared projects had

satisfactory cost experiences. An example is a second road maintenance

project in Latin America which had only 2% cost overrun. The project

was prepared carefully, in close collaboration between the Bank and the

Government; implementation difficulties were anticipated and appro-

priate measures determined at the preappraisal stage, with the project

reduced to a realistic size during appraisal. The approach to a first

highway project in Africa (2% cost overrun) was marked by similar care.

The credit was made in 1969 when road rehabilitation was an urgent

need; to offset any deficiencies caused by rapid project preparation, a
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modest approach to project formulation was adopted. A relatively small

project ($9.7 million) was prepared, with a heavy emphasis on technical

assistance which comprised 40% of the project cost and was intended to

pave the way for subsequent larger projects in 1972 and 1975.

Project Results: Economic Returns

3.98 Of fourteen projects for which rate of return calculations

were made at appraisal, seven offered reestimated returns at audit

higher than those at appraisal, three had similar returns, while

reestimated returns for four were lower than those at appraisal. As

with last year's group, this predominantly favorable result is partly

due to the sharp rise in motor fuel costs leading, in turn, to in-
creased unit savings in vehicle operating costs which more than offset

increases in project costs. In other cases, the returns improved due

to higher traffic volumes than originally anticipated. Despite a cost

increase of almost 50% and somewhat lower traffic volumes, the esti-

mated economic return on a third highway project in South America
nearly doubled from 13% at appraisal to 25% at audit. The project

financed sections of an urban expressway in the capital city which led

to reduced congestion there; the audit reestimate took into account the

resulting benefits of reduced congestion in addition to vehicle operat-

ing cost savings on the roads financed.

3.99 A first highway project in East Asia gained from actual

traffic materialization much higher than the appraisal projection (12%

as against 6% per annum growth). The reestimated return for the second

road maintenance project discussed in para. 3.97 is around 72% compared

to the appraisal estimate of 51%, due mainly to actual traffic levels
much higher than those visualized at appraisal. The highway mainte-

nance project in one Western African country gained from a higher rate

of price escalation in user cost savings than in construction, nearly

doubling the reestimated return to 21% from 11% at appraisal.

3.100 Reduced economic expectations are owing to either lower

achievement of objectives, lower levels of traffic materialization, or

high cost overruns, or a combination of these factors. One Western

African highway maintenance project is an example of a lower level of

achievement. Due to the shortage of local funds, the project output

was minimal; the road network deteriorated despite the project expendi-

tures, resulting in a negative economic return rather than the 20%

estimated at appraisal. The feeder roads under a first highway project

in the same region experienced a threefold cost increase, with reesti-

mated return on that part of the project declining from 15% to 3%

although the reestimated return on the project as a whole still came

out satisfactory at 12%. Similarly, of the fourteen feeder roads in a

third highway project in an Eastern African country, nine offered

reestimated returns in the range of 3-7% because of cost increases over
appraisal expectations.
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Project Results: Institutional

3.101 The present group provides evidence of an even stronger

thrust toward institutional improvement than the group reviewed last

year. While sixteen of the twenty-five highway projects in last year's

Review provided for institutional development, the latter objective was

included in all but two projects in the present group.

3.102 One highway project (East Africa) did not include any

institutional components because, at the time of appraisal in 1971, the

agencies concerned with highway development were adequately staffed by

expatriate personnel. In retrospect, the omission was a mistake. With

the election of a new government in the following year, there was a

change in government policy and a rapid nationalization of public

administration was implemented. In the process, the highway agencies

lost most of their expatriate experts without, in many cases, suitable

replacement by nationals. Even if one could argue that the change in

government policy in the short term could not have been foreseen, the

natural course of developments should have pointed to the need to

reduce heavy dependence on expatriates and a program of training of

nationals to increase their participation in public administration.

Another highway project in Central America did not include any efforts

at institutional improvement. Some training on the job resulted from

construction supervision by the borrower; there is however no evidence

that this was systematically planned and carried out.

3.103 A good training program successfully implemented was, on the

other hand, an essential constituent of the institutional effort in a

number of other projects. The other essential ingredients were the

time frame in which institutional change was sought, the quality and
strength of the agreement between the Bank and the borrower on the

objectives and instrumentation of such a program, and, perhaps as

evidence of that understanding, the strength of the borrower's commit-

ment to making the necessary institutional changes.

3.104 Two first highway projects - one in Western Africa, the other

in East Asia - are good cases in point. Of its three objectives -

institutional development, construction of feeder roads, and highway

maintenance - institution building was given prime importance in the

former project. In the event, this was also the component which

succeeded best. The Public Works Department was extensively reorganized

and strengthened and a comprehensive training program of its staff

undertaken. An interesting feature was the combined use of commercial

and ILO consultants. ILO was already assisting road maintenance in the

country, the Government preferred continuity in this assistance, and

the Bank wisely made a departure from its normal practice and agreed to

finance the staff of another UN specialized agency from an IDA credit.

A much strengthened Public Works Department has been responsible for

two follow-on highway projects.
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3.105 The second example had a strong technical assistance compo-

nent, including training activities. The latter however was not

properly planned and it was soon realized that the terms of reference

given to the consultants were not specifically oriented towards

training. The Bank and the Government agreed that a new approach was

needed and decided to phase out the training responsibilities of the

original consultants; a new firm was subsequently retained to concen-

trate on training only, financed mainly by the Third Highway Project.
The First Highway Project thus contributed to the improvement of

planning and administration of highways in Indonesia, especially at the

provincial level, and provided an important experience on which to base

longer term training efforts.

3.106 Another first highway project, in Africa, included technical

assistance which lasted for four years. The technical assistance

helped establish an autonomous agency for the administration, mainten-

ance and construction of roads, and the preparation of a substantial

on-the-job training program. In a Western African country, the exist-

ing road fund was augmented to create a self-sustaining source of funds

for adequate highway maintenance and the framework for a comprehensive

training program was prepared for execution under a subsequent project.

In a second roads project in a Latin American country, the Highway
Directorate was successfully reorganized and strengthened; among the

factors motivating the borrower were the lessons of experience gained

from the earlier Bank-financed project.

3.107 Failures in institutional development resulted from unreal-

istic expectations, lack of borrower commitment for various reasons,

and the Bank's own comparative neglect of institutional problems in the

face of difficulties in civil works execution. In one case, the

Government was unwilling to accept consultants' recommendations for

iniproving the maintenance organization; combined with the road agency's

own lack of leadership, this resulted in insignificant achievement in

institution building. In two other cases, institutional objectives

were relegated to lower priorities following changes in government. In

one of them, the Bank's own enthusiasm for institutional efforts also

subsided as difficulties with civil works mounted.

RAILWAYS

3.108 Three railway projects are included in this Review; one each

in East Asia and Pacific; Europe, Middle East and North Africa; and
West Africa Regions. The loan for one project was made in 1969 and the

other two in fiscal years 1971 and 1973; all three projects were

however completed in 1976-77.

Implementation: Time and Cost

3.109 After some start-up difficulties, a second railway project in

a Western African country was completed on schedule. However the
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project experienced a 71% cost overrun, necessitating the reduction of
project scope to about 75% of that originally formulated. Worldwide
inflation and unreliable estimates at appraisal combined to cause cost
increases. The completion of a fourth railway project in an East Asian
country was delayed by 14 months due to the Government's administrative
procedures but the project as originally envisaged was fully imple-
mented and showed a small underrun of about 4% in foreign exchange
costs; some overrun in track material costs was more than offset by
lower expenditures on rolling stock, workshop equipment and technical
assistance. The third railway project in question was delayed 42
months due mainly to the serious floods of 1969 which caused substan-
tial damage to the railway system. The project experienced a 52% cost
overrun due partly to the delay in implementation and partly to initial
underestimation of costs, especially those for rolling stock.

Project Results: Traffic and Operational Efficiency

3.110 In two of three railway projects reviewed here, traffic
developments were below expectation and the anticipated improvements in
operational efficiency did not materialize. The exception was the
railway project in East Asia which showed good results in both traffic
and operational development. While freight traffic was slightly lower
than projected, passenger traffic exceeded expectations. The railway's
operational efficiency, which was already good at the start of the
project, showed steady gains during the project period. In the Middle
Eastern railway project, on the other hand, both freight and passenger
traffic stagnated despite a 9% average growth in the economy, suggest-
ing that much of the increased traffic moved by road. Operational
performance shows actual decline in certain respects and the lack of
significant improvement in others. On the railways in the Western
African country, although passenger traffic grew slightly faster
thsnforecast, freight traffic stagnated and in 1976 the total ton-km
was 32% below appraisal estimates. The reasons included the 1973-74
drought and insufficient cooperation between the railways of the
country involved and that of its neighbor, a point also noted in the
last annual review. Many of the operating targets set at appraisal of
this railway project were not met, and of particular concern was the
deteriorating locomotive availability which declined from 73% in 1975
to 52% in 1977 due to breakdowns. Available evidence points to loco-
motive design not being adapted to local conditions and insufficient
preventive maintenance. Audits have noted a similar problem of loco-
motive design occurring in some other countries, suggesting the need
for a closer look at design specifications when tendering for bids and
for better technical evaluation before procurement takes place.

Project Results: Economic Returns, Financial Performance, Tariffs

3.111 Traffic and operational performance bear directly on economic
results of the projects. Thus, it is only in the East Asian railway



- 45 -

project that the reestimated return of 14-90% showed a substantial

improvement over the appraisal projections of 12-25%. For the other

two projects, the reestimated economic rates of return at project

completion deteriorated over appraisal estimates; the former from 18%

to 15% and the latter from 12-25% to 10%.

3.112 The financial performance of the East Asian railway was

consistently good; the return on net fixed assets exceeded 7% a year

since 1972. Despite the disappointing freight traffic and inability to
achieve operating targets, the Western African railway's finances

improved, resulting from substantial increases in rates and fares as

well as efforts to limit costs. With no parallel road to offer compe-

tition, the traffic carried by this railway was less sensitive to rate

increases than on railways facing competition from road transport. At

the time of project completion, the Middle Eastern railway showed a

negative financial return of 6% instead of the 7% positive return

required by the Loan Agreement. In addition to the disappointing

traffic, the government resisted tariff increases, citing the declining

international prices for phosphate, the railway's main freight traffic.

As a consequence, and to the extent that the absence of tariff in-

creases helped phosphate production and exports, the railway rather

than the government subsidized the phosphate industry.

Project Results: Institutional

3.113 Management tasks for railways have additional dimensions over

those for other modes of transport. The responsibilities of highway

departments are generally limited to building and maintaining roads;
railways operate transportation business in addition to taking care of

the infrastructure, calling for a greater emphasis on institutional and

managerial capability. Even the ports normally provide the facilities

and wait for traffic to visit; in order to stay in business, railways

must additionally perform a marketing function to seek out and promote

railway traffic in a competitive situation.

3.114 All three railway projects had institutional objectives. For

the East Asian railway, institutional and managerial problems of the

railway itself were minimal; attention was therefore directed to the

government's capability for transport planning and coordination. The

project included technical assistance for this purpose but the results

were somewhat mixed because of what appears to have been insufficient

communication between the government and the consultants. The manage-

ment of the Western African railways, on the other hand, was completely

reorganized under the project following the recommendations of consult-

ants. This reform was probably an important factor in bringing about

some improvements in the railway's managerial, operating and financial

performance. In the third example, the major institutional objectives

related to improving the financial position and investment planning of

the system. Four teams of consultants were retained and their services
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were on the whole completed satisfactorily. In view of the importance

of road-rail coordination, the efforts at improving investment planning

should however have covered both road and rail transport rather than be

limited to the railway, as was the case.

PORTS

Implementation: Time and Costs

3.115 The implementation experience of the four port projects

under review was somewhat mixed. With one exception, the projects

experienced long delays of between two and four years in execution; as

a group, however, the projects fared better than the group reviewed

last year, and some of the delays were located in subsidiary project

items. A third port project in a Southeast Asian country experienced a

delay of two and a half years resulting from unforeseen technical

problems and changes in project scope; it had a cost overrun of

26%, mostly in local currency expenditures due to inflation and cur-

rency realignment. The port project in an Eastern African country was

delayed 54 months by late delivery of equipment and showed a cost

overrun of 15% in US dollars but only 3% in terms of the local cur-

rency, the value of which appreciated over the US dollar. The port

project in a Mediterranean country had problems with the design

and construction of buildings and a cost overrun of 13%, of which 5%

was owing to exchange rate fluctuations. In the event, the delays in

this project turned out to have been fortunate because the requirements

for buildings changed drastically as a result of the international

events affecting the country in 1974. The fourth project, in a European

country, was reduced in scope to contain costs; with that it had a cost

overrun of 21% in terms of US dollars and of about 100% in local cur-

:ency, most of it due to inflation. In contrast to last year's group,
the cost experience of the four projects under review may be considered

as good, indicating no major errors in engineering estimates.

Project Results: Economic Returns

3.116 The reestimated rate of return for the project in the

Mediterranean country was substantially higher than the appraisal

estimate while that of each of the other three ports was lower. In the

first case, the actual traffic that used the port in 1976 was over 200%

higher than forecast. This was largely due to the closure of another

port in the northern part of the country after 1974, and it also

reflects an underestimation of the traffic potential at the time of

appraisal. The possibility of increasing port productivity by means

other than physical capacity expansion also does not appear to have

received due consideration. As a result of the larger volume of

traffic, the project's estimated economic rate of return went up from

the appraisal estimate of 15% to 40% on completion.
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3.117 The port project in Eastern Africa on the other hand experi-

enced a substantial shortfall in traffic; the 1976 total dry cargo
traffic was about 75% and export cargo less than 70% of the appraisal

projection. Consequently, the first-year return - no economic rate of

return was calculated - declined from 18% and 10% estimated at ap-

praisal for the first and second berths built, respectively, to 5% and

2% at completion. Underestimation of the existing port capacity or,

alternatively, overestimation of additional capacity needs thus occur-

red, resulting in overinvestment. The port project in Southeast Asia

showed a decline in the rate of return from 20% at appraisal to a range

of 10-15% when completed; underestimation of the potential capacity of

the existing port and lower traffic growth again combined to cause the
decline. The capacity increased because of palletization and the use

of side port vessels for both loading and unloading. The appraisal

miscalculated in assuming no increase in throughput per berth from

operational improvements which actually occurred; this raises some

questions about the justification for building all four berths under

the project. The economic evaluation also did not take into account
the economic cost of increased urban congestion resulting from the

expansion of the port located in the center of the city.

3.118 The reestimated return for the fishing harbors project in the

European country at 20% remains highly satisfactory although below the

appraisal projection of 28%. The sharply increased prices of fish

contributed to the satisfactory outcome. However, the reestimate does

not take into account the project's effects on cargo handling effi-

ciency, commercial development, etc.; if these are considered, the

actual long-term return is likely to be higher than the audit estimate.

Project Results: Financial Performance and Tariffs

3.119 Due to its emergency nature, the appraisal of the fishing

harbors project did not include financial review nor were any financial

covenants agreed during negotiations. The Southeast Asian port is

financially very strong; the Mediterranean port is in adequate finan-

cial condition; and the Eastern African port's financial position is

weak but improving. Tariffs in these three ports have been increased

in steps, although the relationship between tariffs and cost is not

known in the Mediterranean case. For the Eastern African port, while

traffic, and therefore revenue, did not grow as projected, adminis-

trative expenses increased three and a half times over the forecast

level.

3.120 It would appear that in the face of rapidly increasing

costs of operation, tariff increases alone cannot bring about a sound

financial position of the port. Yet, there is evidence, in the Eastern

African case, as in many other cases involving revenue earning enti-

ties, that more attention is paid by the Bank to tariffs than to

measures to contain costs. More attention is indicated to long-term
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efforts to reduce costs and increase operational efficiency in addition

to necessary tariff increases. The port project in Southeast Asia

illustrates another aspect of the same problem. The port exceeded the

target rate of return of 8% on net fixed assets in most years since the

beginning of the project and, during the past few years, the rate in-

creased to the range of 15-22%. This raises the question of the use of

accumulated financial surpluses by an autonomous public agency and the

larger issue of efficiency in the use of resources. In this case the

audit considered that the substantial financial surplus may have re-

sulted in encouraging the premature construction of two more berths in

the port, in addition to the four which were built under the project.

Project Results: Institutional

3.121 The Bank's institutional concern was again strong in this

group of projects. Three of the four port projects included specific

components for institutional improvement; the fishing harbors project
was excluded by its nature and also because a strong port organization

already existed.

3.122 In two cases, the need for institutional consolidation was

identified within the widely diffused responsibility for port adminis-

tration in the government structure. In both cases, however, the Bank

misjudged the time required to achieve institutional objectives. The

establishment of an autonomous port authority in one of the two coun-

tries in question is still not complete. In the other, not only was

the time frame too short for implementing the recommendations of

consultants but the recommendations themselves appear to have been
flawed; existing customs and the legal framework in the country were

not adequately taken into consideration in designing a port authority
with features from both the British and French port systems. This has

resulted in a conflict of the port authority's powers and responsi-

bilities, as defined in the enabling legislation, with general local

laws.

3.123 The port authority of the Southeast Asian city was es-

tablished in 1954 under the Bank's first port project and is currently
functioning efficiently. As part of the second project under review,

the port authority has maintained tight control on hiring and succeeded

in reducing somewhat the number of port employees.

OTHER PROJECTS

3.124 A transport rehabilitation project in a Western African

country illustrates the problems of institutional response which the

Bank faces in emergencies. Because of the need to provide funds

quickly, the Bank made an exception to its normal project processing

procedures and treated this loan as a line of credit, with the ap-

praisal mission identifying only the broad categories of expenditures
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to be made. Analyses of managerial, operational, financial and eco-

nomic aspects were excluded; economic review of individual items to be

selected after appraisal was however required. With all that, the

project took four and a half years to completion, rendering the emer-

gency basis of operation all but ineffective. The project did however

contribute to the development of the domestic contracting industry.

3.125 A second sea defense project in a country in South America

was completed with a three-year delay and 62% cost overrun on the

appraisal estimate. The delay in implementation resulted from diffi-

culties in contract award, serious sea erosion due to long neglect of

the problem before the project, and inadequate supply of material. The

reestimated economic rate of return however remains highly satisfactory

in the range of 26-34% compared with the appraisal estimate of 31%.

3.126 The main purpose of an urban transport project in a Middle

Eastern country was to improve transport conditions in the capital city

by improving mass transport services, traffic engineering and urban

planning. The borrower however does not appear to have shared the

Bank's sense of urgency with which the project was to be implemented;

the outstanding balance of $18 million of the original loan amount of

$42 million was cancelled on the original closing date. The project

was not completed and no information is available on the government's

own expenditures in local currency. The results of the first urban

development project to be audited are therefore inconclusive or, at

best, indicate very limited achievement.

TRANSPORT SECTOR: SUMMARY FINDINGS

(i) Sector Policy

3.127 Unlike the group reviewed last year, the preparation

of virtually all the projects in this year's group seems to have taken

place within their sector context. Efforts to align the project and

its sector policy frame by including elements to modify and improve the

latter, however, seem to have had very mixed results.

3.128 Under one highway project efforts were made to create a

transport sector planning office but the agency did not become fully
operational by the time of project completion. In another country,

the railway project was based on a multimode transport survey; this

effort to relate railway investment to overall transport development
needs did not outlive even project appraisal. In a third case, a

transport investment survey, partially financed under a previous

highway project, was probably oversophisticated and was not followed up

by the government as being impracticable. There are examples in this

group - the closure of a railway line in one country in connection with

a highway project and the urban congestion resulting from a port

project - which are now recognized by the Bank as failures of "physi-

cal" coordination. The formulation of transport projects continues to
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need more specific and energetic attention to intermodal questions;

perhaps equally important is the balance of investment between primary,

secondary and tertiary roads, and the need to take cross-sectoral

considerations into account, e.g., extension of road systems in step

with transport requirements arising from agricultural development.

(ii) Project Preparation

3.129 Inadequate project preparation continued to be a source

of problems in project implementation. Unlike the group reviewed last

year, few of the projects reviewed here were first projects and there

would appear to have been less justification for deficiencies in

project preparation and design. The overall cost experience was

relatively good, but time overruns were substantial, and some of the

projects in the highways subsector at least were rescued from poor

rates of return by the oil price increases and the consequently higher

vehicle operating cost savings. Notwithstanding that project prepara-

tion included detailed engineering, as in projects in two countries,

the wrong initial choice of design standards required their upgrading

during project implementation, resulting in both large cost increases

and long delays.

(iii) Traffic Forecasting

3.130 Traffic potential was more often than not underestimated

for highways and overestimated for railways and ports, representing a

continuation of the pattern observed in the group of transport projects
reviewed last year. The development of railway freight traffic was

particularly unimpressive, and three out of the four port projects

resulted in traffic levels 25-30% below appraisal projections.

3.131 In the light of wide variations between forecast and actual

traffic, last year's review pointed to the need for margins of uncer-

tainty being clearly recognized in highway design and for improving
forecasting techniques. The main reason for inaccurate projections

would appear to be the undue reliance placed on extrapolation of

existing traffic; such extrapolation tends to ignore the wider develop-

ment that might take place after project investments. Last year's

suggestion remains valid that projections of future traffic growth are

probably best attempted in the context of broader economic analyses

which would provide the basic elements needed for determining the

appropriate size and timing of major investments in transport and in

other sectors. This is increasingly being done in current project

preparation for highways and especially feeder roads. For railways a

closer study of major traffic categories, particularly intermodally

competitive traffics, is indicated.

(iv) Estimates of Project Benefits

3.132 This group shows the limitations of present methodology

in estimating project benefits. Benefits from highway projects are
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normally derived from vehicle operating cost savings; other factors

like reduction of traffic congestion are not taken into account. On

the basis of transport projects reviewed here and in previous years
there would appear to be a need for improved methodologies for esti-

mating highway project benefits. Such methodologies are now being

generally adopted by the Bank for rural and feeder road projects.

(v) Institutional Improvement

3.133 The last annual review concluded that efforts at institu-

tional improvement would have a more lasting effect if they are de-

signed for accomplishment over a longer time horizon, if preference is

given to the strengthening of existing institutions over the creation

of new, project-specific ones, and if such efforts are supplemented by

a program of training to improve overall efficiency. The experience

with the present group of projects reinforces those conclusions.

3.134 Systematic efforts at institutional improvement assume

the development of an institutional profile and a time-phased program

of action for effecting improvements. The absence of an analytical

profile and of a proper program of action were closely responsible, for

instance, for deficient achievement in two port projects. Similar

conclusions emerged from the more positive experience of highway

projects in two other countries. Two countries also provide good

examples of flexibility in project implementation and of recognizing

and remedying deficiencies as they emerge; such responsiveness to an

evolving situation is nevertheless not a satisfactory substitute for a

well-considered and systematic plan of action in the first instance.

3.135 Systematic planning has another, very important aspect which

relates to training. In one port project the short-term availability

of expatriate experts obscured the long-term need for the training of

aational staff, with untoward consequences. Until stronger institu-

tions are brought into being in borrowing countries, it is normally

necessary to supplement the domestically available manpower with

outside consultants. And even after institutional capabilities are

sufficiently developed, consultants may be needed for specific tech-

nical tasks. Not infrequently, however, there is local resistance

against using expatriate consultants. Much of the borrowers' resist-

ance comes from the fact that they remain unpersuaded of the need for

expatriate assistance. An institutional profile, prepared before the

Bank embarks on a series of projects in a particular sector in a

country, would review the technical manpower availability within the

country in cooperation with the host government. This might be

expected to result in the identification and employment of domestically

available technical manpower, the development of a training program,

and the identification of the residual areas which call for the deploy-

ment of expatriate consultants. Such an exercise would thus serve many

purposes: it would result in more effective training, might help



- 52 -

overcome political resistance to expatriate experts, and should enlist

the borrower's commitment which is central to any successful effort at

institutional change and improvement.

(vi) Loan and Credit Covenants

3.136 Review of experience in these projects indicates that some

covenants are by their nature difficult to monitor, and that the

borrowers could not meet certain obligations not because they lacked

the will but the ability to do so. Two highway projects are good

examples of overly broad and optimistic covenants. A first highway

project in a Western African country required the government to in-

crease its road maintenance expenditure by 60% in one year: an unreal-

istic expectation in the circumstances. In two other road projects,

lack of funds and trained personnel made it practically impossible for

the borrower to comply with certain requirements under the Loan and

Credit Agreements. The Bank is now actively reviewing its position on

loan and credit covenants and ways in which their compliance can be

more readily assured so as to meet project objectives.

(vii) Operational Efficiency

3.137 It has been emphasized in previous reviews that in designing

railway and port projects operational efficiency and the potential for

its improvement should receive careful consideration. Operational

efficiency indicators are already in use in railway projects but are

only beginning to be applied in port projects. In the present group,

insufficient consideration of productivity improvements contributed to

overestimation at appraisal of port capacity needs in three countries,
and subsequent productivity increases in two of the three ports cast

some doubt on the priority and timing of some investments under these

projects. The Bank accepts that the possibilities of performance/
efficiency improvements warrant closer attention in port projects.

Such an effort could be greatly helped by a careful review of the

factors that have been most important in improving productivity in
some developing country ports. In planning future projects, considera-

tion is being given to risk analysis that would take account of the

probabilities of traffic reaching different levels and of efficiency
improvements proceeding at different paces. One might also expect to

see "efficiency" consultants more often employed under Bank-financed

port projects.

(viii) Road Maintenance

3.138 Serious shortage of local funds was a major cause for the

low achievement of objectives under most road maintenance projects.

Other factors noted last year have also persisted. In the meantime,

the Bank in a major review of highway maintenance problems, has

concluded that economic returns from maintenance of existing highways
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are extremely high, and yet establishing adequate maintenance even for

main roads has proved to be the most difficult area in Bank-supported

highway development. The guiding principle of Bank efforts is recog-
nized to be the development of local capacity for planning and execut-

ing comprehensive, well-balanced programs.

C. PUBLIC UTILITIES

3.139 The Review covers fifteen public utilities projects: seven

power, six water supply and sewerage and two telecommunications proj-

ects. The majority of the projects (seven) were in the Latin America
and the Caribbean Region, four in the Europe, Middle East and North

Africa Region, three in East Asia and one in East Africa. This is a

younger group than that reviewed last year, six of the loans and

credits having been made in FY72-74; seven in FY69-71; and two in

earlier years. Three utilities received Bank loans for the first time;

of these, two have since received a subsequent loan or credit. Of the

nine others, five were well-established Bank borrowers, having received

three or more loans or credits each previously. Public utilities often

share common institutional and financial problems and Bank lending to

them frequently has broadly similar objectives; all loans to the

utilities are therefore treated together in this section although

subgroups and individual projects are separately identified wherever

necessary.

Objectives: Economic and Institutional

3.140 The main objectives for the projects were to provide new

capacity to meet the estimated growth in demand for services and to

improve existing facilities. Most projects were parts of the long-term

development programs of the utilities concerned; in one country,

two water supply projects together represented the national water

supply program for 1968-73. Other objectives included: improving

power system reliability and reducing transmission and distribution

losses (three cases); reducing system costs for power generation

(two instances); a reduction of system losses in water supply (two

examples); repair and rehabilitation of damaged water installations

caused by an earthquake (one case); preparation for future water

supply or power projects (four instances); and improving the regional

balance of telecommunications services (one example).

3.141 Power projects were mainly concerned with increasing generat-

ing capacity and the provision of associated transmission lines. In

three cases, the projects also provided for improving and extending

distribution lines; one project had an explicit rural electrification

component. In terms of institutional development, most power projects
represent the continuation of efforts under previous loans to rela-

tively strong borrowers. A notable exception was in the case of one
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Latin American country, where the institutional objectives were proba-

bly as important for Bank involvement as the financial support. An

interesting feature of a project in Eastern Africa was the initiation

of a study to improve the structure of power tariffs based on marginal

cost. Modest attempts to improve tariff structures also took place in

two countries.

3.142 Three water supply and sewerage projects and two telecom-

munications projects all had institution-building objectives. They

sought improvements in accounting practices and procedures, in finan-

cial management systems, management and training of staff, and in the

organization of the entity concerned. In one country, the Bank played

an important role in helping the government to establish the water au-

thority and its evolution as a well-managed and efficient organization.

Implementation: Overview

3.143 The projects were, by and large, successfully implemented

although, in the course of execution, most were changed in scope or

content. The two telecommunications projects and the sewerage project

were significantly enlarged and redesigned during implementation to

respond to changing economic conditions and to provide for more ad-

vanced technology. Substantial modifications became necessary in one

Latin American power project, resulting from a revision of the long-

term sector program. In another country, certain transmission compo-

nents were transferred from one project to the other, and elsewhere,

some distribution work suspended in the north due to political develop-

ments was offset by additional work in the south. The generation

component of one power project was increased in scope and the distribu-

tion component reduced; the production capacity of a water treatment

plant in a Latin American country was increased.

Implementation: Time and Costs

3.144 Several projects took longer to complete than expected;

nine projects, including five water supply projects, were delayed by

more than twenty months each: four of these experienced delays of the

order of two to three years and three projects were delayed in excess

of three years, the longest delay of 46 months occurring in the two

water supply projects in a single Middle Eastern country. In a

few cases a significant part of the planned facilities however became

available within about six months of the estimated time and were

yielding benefits even though the overall project took much longer to

complete.

3.145 The long delay in the two water supply projects in a single

country was caused by initial startup problems and problems with the

performance of local contractors. It is also clear that the original



- 55 -

schedule of construction for some of the project components was unreal-

istic. In another country, the increased project scope and the intro-

duction of a new switching technology contributed to the delay in

project implementation; the introduction of the new technology however

represented an improvement in the project. Elsewhere, the delays

resulted partly from the increase in the capacity of the water treat-
ment plant and partly from the withdrawal of two of the contractors

responsible for some of the complementary works. Two hydroelectric

projects in a single Latin American country were affected by serious
problems encountered with the dam and power station foundations and
delays in the shipment of equipment by suppliers.

3.146 As a whole, the time overrun experience represented in

this group of projects was somewhat better than that of the group

reviewed last year although the generalized causes of delay remain

similar. The latter include changes in project scope, late delivery of

equipment, problems with contractors and labor, unforeseen construction

problems arising out of geological conditions which turned out to be

more difficult than originally anticipated, and land acquisition

problems.

3.147 Contrary to the experience of delays, the cost overrun

picture is worse than that of the group reviewed last year. Ten of the

fifteen projects in the present group were completed with cost overruns

of 28% or more, and in four of these ten expenditures exceeded esti-

mates by over 70%. A hydroelectric project in one Latin American

country had the highest cost overrun (130%) followed by an East Asian
telecommunications project (81%). The expenditures on one power

project were as estimated and another power project had a modest

overrun of 4%. Two projects in one country were reduced in scope
resulting in reduced expenditures.

3.148 Costs were affected by worldwide inflation following the

1973 oil crisis and by the realignment of currencies; delays in project

completion compounded the effects of inflation. Other reasons included

unexpectedly difficult geological conditions, significant enlargement

of project scope and other modifications of project content and, in one

case, the shift to more advanced technology.

Project Results: Operations and Output

3.149 All project facilities have been operating satisfactorily

since completion. Power system reliability has been increased in three

countries, and the projects have replaced relatively high-cost thermal
generation through the provision of new hydroelectric or relatively
low-cost thermal generating capacity or by extending the intercon-

nected system to areas previously served by isolated thermal units.
Despite the delay and reduction in scope of the distribution component

of one of the three, the evidence suggests that transmission and
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distribution losses were reduced as anticipated. Of the water supplyprojects, the success of the loss-reduction program in one country hasexceeded expectations but the results in another have been disappoint-ing, the proportion of ulaccounted-for water increasing instead ofdecreasing. The latter result is however not conclusive insofar as thestatistics at the tine of appraisal are believed to have underestimatedreal water losses. The earthquake reconstruction project has beenhighly successful in repairing and rehabilitating the water supplysystem in the country's capital city.

3.150 Demand forecasting remained a problem. The downturn inthe countries' economies following the 1973 oil crisis further affectedthe actual growth in demand for power. The energy sales of all elec-tric power utilities, with one exception, were lower than thoseprojected at appraisal, although in one case, the projection itself wasrevised downwards at appraisal of the second project and actual saleswere close to the revised forecast by the time the generating plant wasfully commissioned. In three countries, actual sales fell short ofappraisal projections by 18%, 9% and 6% respectively. Specific factorscontributing to short materialization of demand included difficultiesin reaching agreement on a major supply contract to fruit companies,anda hurricane in one country, and a large tariff increase in another.The full extent of shortfall in demand is more difficult to establishin the third case where some supplies were probably restricted to save
oil in the face of adverse hydrological conditions affecting hydroelec-tric plants and the country's overall balance of payments problems. Inthe special circumstances of another country, demand dropped in 1974
and did not regain the 1973 level until 1976; overall energy sales were
some 9% below appraisal estimates.

3.151 Overestimation of demand is also apparent in water supplyprojects. In one case, the volume of water sold was about 75% of theappraisal forecast. In another, although the number of connections
exceeded appraisal estimates the consumption per connection dropped;
water consumption appears to have been influenced by tariff increasesand by the fact that the distribution system was extended more rapidlyin low-income areas.

3.152 Overestimation of demand in power and water supply hasprobably meant that a few projects were premature, despite delays inimplementation. Production facilities may have been about two yearsearly in one instance, rather less in another and a little more in athird. The delay in a fourth country, on the other hand, combined witha period of adverse hydrological conditions and efforts to reduce oil
imports, led to some load shedding and suppressed demand. The effectson industrial production were probably not large but delay in commis-sioning the generating unit financed under the project required greateruse of less efficient thermal plant.
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3.153 In contrast to the other two subsectors, the demand for

telecommunications services exceeded appraisal projections in the two

countries affected. In both cases, the investment programs were sig-

nificantly enlarged during the project implementation period but the
number of new telephone connections fell slightly short of the original

project objective in one instance and 25% short in the other; the

waiting lists for telephones at the end of the projects were greater
than at the time of appraisal. The provision of international facili-

ties was however very, satisfactory in one country and the increase in

telex connections greatly exceeded the original projections in the
other. Overall, the imbalance between demand and supply for telecom-

munications services caused some congestion and the quality of service

suffered as a result.

Project Results: Financial

3.154 The financial performance of the telecommunications entities

affected by the two projects in the sector was satisfactory and in some

respects better than projected, both in terms of rate of return on

assets and of internal contribution towards capital expenditures. The

results in one of the two countries were especially good. The rate of

return on assets significantly exceeded the appraisal forecast and the

level required in the loan covenants, and the percentage of self-
financing of investment by the entity was generally better than ex-

pected at appraisal despite a greatly expanded investment program. In

the other country, internal cash generation was slightly higher
than the appraisal projection in absolute terms but lower as a per-
centage of construction requirements because of the increased program.
Net income from telecommunications was high enough to provide subsidies

to the postal operations and accounts receivable were at a low level.

3.155 In the power and water supply and sewerage subsectors the

financial performance was uneven; overall, however, it showed a dis-
tinct improvement over the group reviewed last year. In four out of
five countries, the rate of return on assets was generally better than
or close to appraisal projections; in the fifth, the rate of return was

lower than projected but the internal contribution to capital expendi-
tures compared well with estimates. The financial performance of two

utilities (power and water supply) was not fully satisfactory in

relation to the rate of return on assets stipulated in the loan

covenants, mainly because tariff increases failed to keep pace with

rapidly escalating operating costs and actual sales were lower than

projected. The financial results were most disappointing in the case
of one power utility in Latin America. It is difficult to quantify
properly the actual results for the project period, due to problems

experienced in reorganizing the accounting system of the entity. The

financial statements were not suitable for audit, but the rate of

return targets were clearly not achieved and the net operating income

was almost certainly negative in the last year of the project period.
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Tariffs were not raised in line with increased operating costs. Finan-

cial performance of the power company in another country was under-

standably affected adversely by political circumstances, and in
yet another by an earthquake, but the latter is improving and at the

time of audit was actually better than forecast during the preparation

of the Earthquake Reconstruction Project.

3.156 With two exceptions, the percentage of capital expenditure

requirements generated by the power and water supply and sewerage
utilities from internal resources was lower than anticipated at apprai-

sal. In most cases, however, the utilities still managed to contribute
more than 20% towards their capital expenditures; for the power sector

of one Latin American country as a whole, about 56% of total capital
requirements were generated from internal resources. Investment
programs have not been affected as a result, except in two cases where

low internal cash generation contributed to reductions in the invest-

ment programs.

3.157 A matter of recurring concern in these Reviews has been

the level of accounts receivable. In this group again, the level of

accounts receivable in the water supply utilities, in most of the power
utilities and in one of the two telecommunications entities was unde-

sirably high and higher than projected. Public sector bodies continued
to be the major defaulters. Particularly successful efforts to keep
accounts receivable at a reasonably low level were however made in

three countries.

Project Results: Economic

3.158 As discussed in the last Annual Review, attempts to calculate

economic rates of return in public utilities projects are constrained
by' difficulties in quantifying benefits. An incremental financial
rate of return is therefore normally calculated, using the increased
revenues accruing from the project as minimum measure of a project's
benefits; in actual fact, consumers may value the service by more than

they have to pay for it, particularly since most utility prices are

controlled by public authorities. In addition, there may be external
benefits which cannot 'be quantified. This type of calculation there-
fore provides more information about the adequacy of prices and the
economics of satisfying future demand than about the economic value of
the investment.

3.159 Incremental financial rates of return were calculated at

audit for fourteen of the fifteen projects in this group, using actual
costs incurred and revenues obtained. The reestimated rates of return

show a distinctly improved pattern compared with last year's group. In

all cases, the rates of return this year were either close to or above
10%. The reestimated return for the two telecommunications projects
was especially high and also higher than the appraisal estimates. In
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power and water supply, eight projects had rates of return in line with

those estimated at appraisal while two were lower. Growth in sales

below expectations, increases in construction time and cost and in

operating costs coupled with inadequate tariff increases contributed

to reducing the reestimates. No rate of return was calculated at

appraisal for one power project and one water supply project although

these were calculated at audit and found to be high. No rate of return

has been calculated for the one sewerage project although the project
easily met its objectives, both in terms of the number and proportion

of people served.

Project Results: Institutional

3.160 Loans and credits for this group of fifteen public utilities

projects covered twelve borrowing entities. Of these, all six utili-

ties in the power sector and three in the water supply, sewerage and

telecommunications sectors had all received previous loans or credits.

Unlike the group reviewed last year in which eight of the sixteen
borrowers were new, the majority of the present group comprised enti-

ties with which the Bank already had a continuing relationship.
Whether new to the Bank or not, the group represents a substantial
effort at institutional support and improvement; institutional objec-

tives featured in all water supply, sewerage and telecommunications
loans and credits and in two of those for power.

3.161 The institutional objectives pursued by the Bank were tradi-

tional and their essential concern was to have in place an autonomous

and well-managed entity. Efforts were directed towards the strengthen-

ing of management, improvement of financial performance and operating

efficiency, the establishment of tariff regulations and proper ac-

counting procedures, and the training of local staff. The results of

these efforts are considered to have been generally satisfactory with

only one clear disappointment.

3.162 The best results were probably obtained in a Middle Eastern

country where the Bank played an important role in helping the govern-

ment establish an autonomous water supply authority. Assistance was

provided through consultants to improve organization and financial

management. On-the-job training has greatly improved the quality of

staff - although the entity was fortunate in starting with a nucleus of

well-trained personnel - and subsequent recruitment and retention of

staff have been assisted by attractive conditions of employment. The

authority is now a well-managed and efficient entity and the imple-

mentation of projects has been quite successful. In another country,

the water supply authority has grown from a small, understaffed, poorly

organized and geographically fragmented entity into a reasonably

well-managed and technically competent organization. Institutional

improvements have occurred especially in procedures relating to water

leak control, billing, collection and accounting. A good training

program has been developed and operations and financial management

improved despite a somewhat high turnover of key staff.
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3.163 One Latin American country presented the kind of difficulties

encountered in public utilities in so many developing countries: an

unattractive salary structure resulting in high staff turnover and

recruitment difficulties and inadequate accounting procedures and staff

training. Following a study by consultants, effective steps were taken

to remedy these deficiencies. While the explicit institutional compo-

nent in the one sewerage project in East Asia was modest, the Bank's
aims of strengthening management and improving financial information
systems were achieved. The company pursues an active program of staff

training, both at home and abroad.

3.164 Both the telecommunications projects were carried out by
institutions which were already quite strong and well developed. The

utility in one of the two countries affected operates a well-organized

school of telecommunications and the caliber of its staff is high. The

Bank's efforts were aimed mainly at strengthening the utility's finan-
cial management and the results have been generally good. The question

of financial management was also addressed in the second country, where

the Bank encouraged a proper division of accounts between the postal
and telecommunications services. Such a division has been carried out
but the Bank's attempts to fix a limit on telecommunications subsidies

to postal operations was not successful. There has been an improve-

ment, however, in the tariff structure for telecommunications.

3.165 In the power sector, explicit institutional objectives were

not proposed for four countries. These were well-managed entities
whose overall performance continued to improve during project imple-
mentation; the utility in one of the four suffered a setback result-
ing from the political upheaval of 1974 but its basic institutional
soundness has not been impaired and the setback is viewed as being
temporary. The loan to the power utility in a Central American country
envisaged an improvement in the quality of management and accounting,
the creation of a rural electrification department, and staff training.
The results have been somewhat mixed. Progress towards improvement of
accounting and administration has been slower than expected and further

measures have been taken under subsequent loans. The training compo-
nent produced good results and has been subsequently enlarged. In view
of staff shortages, preliminary action taken to create a rural electri-
fication department was later reversed; it was decided that it would be
more efficient to handle rural electrification within the existing
organization and the utility has in fact successfully implemented the

rural electrification component *of the project in an expanded form.

3.166 The major failure lay in one particular Latin American
country (see para. 3.155 and last sentence of para. 3.161), all the
more disappointing since the Bank appears to have made careful efforts
to address the utility's institutional problems prior to appraisal and

the resolution of these problems was an important part of the justi-

fication for lending. Comprehensive institutional objectives were
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devised. With all that, the management of the entity has not been

strengthened and lacks autonomy, tariff regulations were established

but adjustments are not systematically made, financial performance has

been very poor, a study to improve operating efficiency was never

undertaken and overstaffing not eliminated. Numerical targets for staff

training at various levels were set and largely met under the project

but without any clear beneficial effect on staff performance. Even

allowing for the deep-rooted nature of the institutional problems and

the severe political and economic difficulties facing the country

during the period of project implementation, the experience remained

disappointing. In retrospect, it would appear that the Bank was

overambitious in its objectives and that a graduated approach to

institutional change might have been more fruitful.

Project Results: Other Objectives

3.167 The two telecommunications projects contributed to the

development of domestic manufacture of telecommunications equipment.

In another country, the two water supply projects have assisted

the development of local contractors and pipe manufacturers. The

advantage of such project spin-offs are clear in terms of helping to
establish a domestic industrial base, creating employment and saving

foreign exchange through import substitution. The experience provided

by one of the two telecommunications projects also shows the potential
for exports which can be realized.

3.168 The rural electrification component of a Central American

power project (see para. 3.165) was increased following loan approval

and has been implemented so as to extend service to several villages.

Similarly, the national telecommunications program in an East Asian

country, of which the project was a part, has helped rectify some of

the regional imbalance in the provision of services.

SUMMARY FINDINGS

(i) Demand Forecasting

3.169 Demand forecasting in public utility projects continued to be

a problem; there has been consistent underestimation of demand in

telecommunications and overestimation in electric power and water

supply. The nature of the problem however varies in different sectors.

In addition to distortion in the historical data caused by suppressed

demand, facilities in telecommunications projects are usually designed
to increase supply within available resources; demand forecasts there-

fore more truly represent targets to be met rather than estimates of

the market potential. It is however necessary to make clear this

distinction at the time of appraisal and attempts made at least to

forecast the pattern of demand insofar as this has a bearing on the
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least cost solution. In respect of electric power and water supply,
demand forecasts are admittedly determined by a variety of factors in
the economy, not easy to project with precision. It can also be argued
that the provision of capacity is only one dimension of the problem as
new generating capacity would normally produce lower-cost energy than

some existing plants and, consequently, reduce overall system operating
costs. Nevertheless, since unduly optimistic forecasts of demand carry

some potential for premature investment (para. 3.152), it is necessary

that the Bank analyze in some depth the dimensions and causes of
divergence from forecasts with a view to defining how to develop a
methodology which will result in more realistic forecasts for electric
power and water supply projects. In the meantime, improved and broader
based forecasting techniques are now being used in water supply; in
electric power projects, the Bank plans to revise demand forecasts more

frequently and to adjust implementation schedules to minimize the
economic effects of divergence wherever feasible.

(ii) Preparation of Hydroelectric Projects

3.170 Unexpected geological conditions have resulted in time and
cost overruns in implementing hydroelectric projects, and affected the
two power projects in one Latin American country in this group.
Feasibility studies are normally expected to undertake sufficient
geological investigation prior to construction work on the project;
nevertheless, problems persist. It is necessary that the Bank use a
geological expert on hydro project appraisals in every case where
geology is in any way suspect. Also, the establishment of a board of

consultants is usually required in hydro projects; if established
early, these could be valuable in resolving problems as they arose and
keeping to a minimum the time and cost overruns.

, (iii) Financial Performance: Covenants and Tariffs

3.171 Most of the public utilities achieved the rates of return
stipulated in the loan and credit agreements and were successful in
reaching the financial objectives set for them. A number of questions
however surround the financial covenants and their relationship with
other factors bearing on the financial situation of the entities.
The rate base on which rate of return calculations are prepared differs
from country to country; some borrowers include an allowance for

working capital, some don't. There are no generally accepted proce-
dures for revaluation of fixed assets, depreciation and work-in-

progress. While the Bank has made increasing efforts to encourage the
utilities to take initiatives in tariff reform, a dialogue between the
Bank, the government and the project entity on pricing policies in the

early stages of project preparation is desirable to reach agreement on

acceptable changes and to establish a program of action on tariffs and

other related matters. In this group, two water supply projects and
one power project are good examples of clearly articulated efforts by
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the Bank in which tariff studies have been required and tariff struc-

tures modified, keeping in view the objective of charging for the

incremental long-run cost of supplying different categories of con-
sumers. A similar study is being carried out under a subsequent project
for the power entity in a Central American country.

3.172 Last year's Review commented that the incremental financial

rate of return as an indicator of performance of public utilities needs
to be placed in the context of a variety of performance indices for the

public utilities sector in different countries, and that a systematic
data collection effort was needed for this purpose. Tariff studies like
those mentioned above would probably provide a good vehicle for doing

just that, in addition to addressing the subject of tariff structures
in the context of the long-run cost of supplying different categories
of consumers. A small group of key monitoring indices corresponding to

the particular problems and potentials of the borrowers are now identi-

fied in appraisals for water and power projects, along with agreed
year-by-year target values, which are then actively followed up in

project supervision. Also, in electric power, sector data sheets are

being prepared for each borrowing country, and include several finan-
cial performance indicators.

(iv) Institutional Change

3.173 Most of the borrowers in this year's Review had received

previous Bank loans or credits and were already regarded as relatively
strong institutions. In these cases, institutional objectives concen-

trated more on the process of continuing and consolidating previous
efforts rather than bringing about a basic change in approach. Super-

vision and overreliance on expatriate assistance were correspondingly
not special issues and training programs were generally adequate to
maintain progress. Where occasions arose to test the progress achieved

and the underlying resilience of the institutions - through their
ability to cope with significantly modified and expanded investment

programs (in three cases), the serious effects of an earthquake (one
example), and major political disturbances (one instance) - the results

were encouraging.

3.174 The markedly different experiences with a new institution in

a Mediterranean country (see para. 3.162) and a long-established
institution elsewhere (para. 3.166) highlight in a striking manner the
basic ingredients which are important to successful institutional

performance in public utilities; they provide the most durable lesson
from the group of projects under review. In the first instance, the
creation of a stable and autonomous institution, with clearly defined
responsibilities and government support, good working conditions and
morale and a reasonably sound financial performance led to a well-

managed and efficient entity. In contrast, the Bank resumed lending in

the second country after an interruption of about fourteen years,
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before similar conditions were established for the entity concerned and
without satisfactory assurances that they would be established either

before or within a reasonable period of time after loan approval. The
absence of such conditions must be seen as being partly responsible for

the institutional failures which developed in the country during

project implementation.

D. EDUCATION

3.175 The five education projects covered by this Review were

approved during the same period as the eleven projects included in the

last review. When these projects were developed, the Bank Group's
educational lending was in the transitional stage: while there was a

strong focus upon providing physical plant, by FY69 increasing involve-

ment was evident in financing software aspects of educational develop-
ment such as educational planning and curriculum development, with a

strong emphasis on the reform of outmoded and irrelevant curricula.

Objectives and Approach

3.176 All of the projects save one included technical/vocational

education, and three included the reform and diversification of second-
ary education; the major component of the one project in a Western

African country was also originally secondary reform and diversifica-

tion but this was excluded following appraisal when it was found that

the proposals did not have high-level government support. Two projects
included teacher training. Technical assistance was provided for

preparation of a comprehensive educational plan under two projects

and for curriculum development under two; fellowships were provided in

only one project.

3.177 The general theme was the development of revised and more

relevant curricula; three borrowers specifically undertook to do this.

Various other actions were agreed by borrowers: one agreed to estab-

lish advisory boards including representatives of private industry for

technical and vocational schools; another undertook to control in-

creases in recurrent educational expenditures, improve educational
efficiency, and increase the time spent on science and technology. A

third was to evaluate its training courses and develop educational
programs in cooperation with industry. A fourth undertook to initiate

the preparation of a long-range education plan and to provide addi-
tional scholarships for students. The fifth borrower was to develop

agricultural, commercial and technical subjects in teacher training

colleges and secondary schools. While various, the general thrust of

these agreements was clear: emphasis on science and technological

courses with control of recurrent costs. The latter concern was

also apparent in the projects included in the last Review.
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Implementation: Construction Design, Time and Cost

3.178 Architectural designs in this group of projects were con-

sidered to have been functional and economical. In one country, where

the Bank Group had financed architectural design studies in conjunction

with the previous project, the design of project buildings was expedi-
tiously done. As in previous projects, minor deficiencies arose from

inadequate briefing of architects (three cases) and insufficient

advance planning for some utilities (two instances). The construction

of project buildings was generally satisfactory and, despite interna-

tional competitive bidding, all construction was done by locally based

contractors. There were problems of inadequate site supervision and

consequent shortcomings in the detailing and finishing of buildings,
none of them critical.

3.179 The procurement of instructional equipment was done rela-

tively efficiently in two projects, where experience with the previous

project proved useful. In two cases of first projects and in a second

project where the recruitment of a procurement officer was delayed

there was duplication, in varying degrees, of the range of problems

experienced in education projects previously reviewed: delays in

preparation of lists, the need to readvertise bids because of poor

response, the lack of adequate storage facilities for equipment, the

lack of spare parts and accessories, and difficulties in distributing

and installing equipment.

3.180 On the average, these projects took 73 months to be substan-

tially completed and 78 months to their eventual closing instead of the

average original estimates of 43 and 54 months respectively. In one

case, extraordinary conditions of civil unrest and economic con-

straints impeded implementation. However, the delays on the whole

r'eflected implementation scheduling that was unrealistic; this was

particularly so in the initial startup of implementation such as

mobilizing project management staff, recruiting architects and experts,

and preparing building designs. In recent years, the Bank Group has

sought to bring projects to a more advanced state of preparation by the

time of loan or credit approval.

3.181 The above delays acquire a more serious aspect considering

that all projects were reduced in scope during implementation. In one

country, because of unforeseeable severe economic constraints, only

three instead of the intended seven project buildings were constructed.

In another, three agricultural training centers, which were subse-

quently considered unnecessary, were deleted and some of the savings

used to finance equipment for secondary schools and technical assist-

ance experts for planning. In a third, the delays in recruiting an

expert to advise on programs and equipment for a merchant marine school

resulted in deferment of the equipping of that school to the second
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education project. Not all the available manyears of technical assist-

ance experts were utilized in one country in the Caribbean, partly

because of unexpectedly high costs per manyear and partly because of

the borrower's lack of enthusiasm for the experts. In another country

(East Africa), in order to stay within cost estimates, less school

places were built than were originally envisaged. In no case, however,

was the overall purpose of the project defeated by such reductions.

3.182 In three projects despite minor reductions in scope, there

were cost overruns, especially on civil works, caused by delays and the

exceptional and unforeseeable rate of inflation in the early 1970s. In

the other two projects, the reductions in project scope produced an

overall cost underrun. In every project but one the expenditures and

disbursements on civil works were substantially higher than appraisal

estimates and were compensated for by reductions in other components.

Project Results: Educational and Institutional

(i) Educational

3.183 To the extent that project items survived, they achieved

their immediate objectives; however, project schools had not operated

for a sufficient length of time to enable them to be thoroughly evalu-

ated at the time of audit. Enrollment targets have been achieved in

some cases and not in others. 1/ The expected output of vocational

training programs in one project has been exceeded by over 25%. The

secondary school enrollment targets were achieved in another project,
while the shortage of boarding facilities resulted in a slight enroll-

ment shortfall in a third. In a fourth project, there were minor

shortfalls in enrollment at one technical institute because insuf-

ficient attention had been given to the need for technical teacher

training and to properly equipping secondary technical schools as

feeders to the project technical institutes - needs that are being

1/ A recent analysis done by the Central Projects Staff of the Bank
makes the interesting observation that non-university technical

training provides cause for special concern, recent project comple-

tion reports having noticed consistent under-enrollment by 32% or

more. The analysis goes on to observe that since the costs of

technical training can be seven times as much as general secondary

education, the effects of underutilization of capacity can be

serious and should be investigated. It has been suggested that the

low utilization of costly technical/vocational facilities may be

due to a lack of economic incentives for graduates. Low utiliza-

tion rates are also reported for non-formal basic education centers.

On the other hand, high rates of utilization are noted in general

university faculties and secondary schools, followed by secondary

teacher training institutions and technical, vocational, and

agricultural secondary schools.
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addressed by the subsequent third project. Also in this same country,
there was a major enrollment shortfall in an agricultural school

as a result of unexpectedly lower demand for its graduates. In one

Latin American country, the secondary schools and teacher training
colleges had not as yet built up to their full enrollment but are

expected to do so with successive new annual intakes.

3.184 In terms of equity and access, a broader social and geo-

graphic distribution of educational and training opportunities has been

achieved by three of the projects, while mobile training units in a

fourth have extended training services to rural areas. The access to

project schools of poorer segments of the population was noted in three

cases. The access of girls to educational opportunities was improved

in one country at the lower secondary level but not at the upper

secondary level; in another, for reasons that are not clear and may

derive from sociological factors, only half of the enrollment target

for girls was achieved. In yet another country, the low enrollment of

girls in a technical institute was attributed to the employers' reluc-

tance to engage female workers. In the other two projects, no informa-

tion on female enrollment was available.

3.185 The vocational training agency assisted under one project in

Latin America was considered to be operating very efficiently and

competing successfully with other training agencies for candidates and

operating resources. In the secondary schools in two countries there

was a good staff:student ratio, and retention, dropout and examination

pass rates were more favorable than the national averages. In another

project, two of the schools operated at very high staff:student ratios,

in one case because of a decline in enrollment without a corresponding

reduction in staff, and in the other, because of an uneconomic number

of specializations being taught. In other cases it was noted that some

practical work facilities were underutilized because of insufficient

equipment in the workshops, shortage of practical teachers, and the

continuation of traditional science teaching methods.

(ii) Employment and External Efficiency

3.186 In two projects, agricultural education items were included

without full recognition of their manpower implications. In one of the

two, the problem was not foreseeable: the government services, for
which the school produced agricultural staff, proved unable to finance

the absorption of graduates at _ the expected rate and the school's

enrollment declined drastically. In the other, the agricultural

centers had been included without the benefit of review by a Bank
economist or agricultural educator and, soon after implementation

began, were deemed by the government to be redundant.

3.187 Tracer systems were not built into these projects to follow

up project school graduates. Thus, insufficient information was avail-

able to audit on employment of project school graduates. In two
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projects, there was some evidence of unemployment among secondary
school leavers with technical and vocational training. In two projects

concerned with technical/vocational education, it was observed that

employers were satisfied with the graduates trained in the project
schools and that closer ties with employers had been developed.

(iii) Institutional

3.188 As was usual with projects of the period, the institution

building objectives of this group of projects were limited. While in

one of the projects no project implementation unit (PIU) was required
and the project was, on the whole, successfully implemented, the

four projects approved between FY69 and FY71 required the establishment
of PIUs. In two projects, these PIUs were established, operated with

some success, and have been useful in implementing subsequent projects.

However, in one, the PIU was located in the Ministry of Works and

experienced problems in coordinating educational aspects of implementa-
tion. In a third project, the PIU was staffed largely by expatriates

and little local expertise was developed. In the fourth case, the PIU

performed satisfactorily.

3.189 Some progress was achieved toward larger institutional

objectives through the strengthening of educational planning and
administration. The central technical department of the training
agency in one project, and the educational planning units under two

others were assisted. However, in no case was such strengthening

achieved to the extent originally anticipated: in one case, because of

forced economies; in the two others, because of insufficient prior

agreement between the Bank and the borrowers on the nature of planning
needed and the function of the technical assistance experts provided
under the projects; in one of these two also because there were basic

borrower reservations about the relevant project component.

SUMMARY FINDINGS

(i) Approach to Lending

3.190 As noted in the two previous Annual Reviews, the Bank has

progressively modified its approach to educational lending, with
software items increasingly emphasized and a closer relationship sought
between project design and the bQrrower's priorities and problems. The

five projects included in the present Review illustrate this evolution,

and point to the difficulties encountered where project items were
insufficiently prepared or had low priority in the borowers' view.

3.191 Projects in two countries that had previous experience with

similar education projects, were identified and prepared principally by
local staff. In each case the Bank Group invested only 16 manweeks in
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the field during the project generation period of less than two years.

The project in one of the two countries, and located in a Mediterranean

country, was also well implemented, except in regard to two components:

agricultural training centers which were deleted on grounds of redun-

dancy, and educational planning which encountered severe difficulties.

In the other country in question, the implementation difficulties

were principally economic and of a type that could not have been

anticipated at the design stage.

3.192 On the other hand, in three other projects the countries'

role in project generation was substantially less and the Bank Group

invested an average of 56 manweeks in the field over a high average

project generation period of four years per project. The problem in

two of the three countries was partly due to the Bank's interest in

financing educational reforms that the countries were still consider-

ing; in one of the two, these reforms took a long time to crystallize,

and in the other, they were not finalized in time to be included in the

project. In two cases, the Bank also sought to save time by substitut-

ing brief reconnaissance missions for regular project identification

and preparation missions; in the long run, this proved inefficient

because it did not facilitate mutual understanding of the projects and

thorough project preparation

3.193 The Bank reinforced several of the initiatives in its subse-

quent lending. In one country, the second project financed elements of

a reform of secondary education which had been discussed but were not

ready for financing under the first project, and also the equipment of

a merchant marine school whose programs had been reviewed at the first

project appraisal. The third project in another country provided

further support for educational planning; it also provided for agri-

cultural education at the primary level instead of leaving it entirely
to the government to provide as had occurred in the second project.

The follow-on project in a third instance, while being more oriented

towards basic education than the first, included equipping of lower

secondary schools. In a fourth case, subsequent projects have provided

for continued improvement of secondary schools and for evaluating the

use of the physical plant in secondary schools.

(ii) Technical Assistance

3.194 Once again, the projects in this group reflected insufficient

understanding between the Bank and the borrower on technical assistance

and its management. These considerations applied to projects in two

countries and were compounded in each case by what the borrower per-

ceived to be inadequacies in the technical assistance teams. At the

time of approval of these projects the Bank generally underesti-

mated the difficulties in attracting well-qualified experts to serve

for medium-term periods, and the problems of establishing harmonious

working relations between experts and local staff who are paid much
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less than expatriates. Added to the intrinsic difficulties of judging

the needs for such assistance, this lack of understanding appears to

have been at the root of the problems encountered. The Bank is now
more aware of the problems which must be overcome before technical

assistance is successful and gives more attention to specifying the
tasks to be performed, and to the possibility of using local experts
and/or the use of high-level foreign experts only on short-term assign-
ments.

(iii) Procurement

3.195 Civil works procurement in this group of projects was rea-

sonably efficient. The Bank is increasingly recognizing that schools
with their dispersed locations and comparatively simple demands on

construction contractors, are in most cases particularly suitable for
construction by local contractors. However, despite recent corrective
efforts, the problems of efficient procurement and utilization of

equipment are far from having been solved. The problem becomes more

acute when, as often happens, the original equipment lists have to be
scaled down to offset cost overruns in civil works. With one exception,

problems of equipment procurement and utilization afflicted all proj-
ects in this group and were especially acute in one instance. The
Fourth Annual Review suggested a strong case exists for greater

recourse to local competitive bidding and shopping and for a reconsid-
eration of the Bank's own capacity and procedures to review adequately
detailed equipment lists in the various disciplines and at the various

levels included in education projects. Also, equipment lists should be
compiled during the process of curriculum development. At present, the
lists are generally drawn up well after the curriculum has been devel-

oped, and the discipline that their compilation would bring to the
curriculum development process is lost.

(iv) Supervision

3.196 The supervision efforts of Bank staff proved valuable in
the implementation of these projects, particularly in the scrutiny of
building designs and equipment lists. In one project, the Bank pro-
vided valuable assistance to the borrower in reducing the scope of the
project in the light of adverse economic trends without compromising
project objectives. However, some of the supervision problems noted in

previous Reviews did recur in this group, including (a) insufficient
use of educators on supervision, (b) lack of continuity, (c) absence of

country visits during crucial phases of implementation, and (d) insuf-

ficient assistance during early stages of implementation. The impor-
tance of Bank supervision of the educational aspects of projects has
been highlighted once again, though there is some evidence of improve-

ment in this respect. There remain areas of supervision that need to be
strengthened, including assistance with procurement problems and the

use of educators in the specializations demanded by the circumstances.
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(v) Impact Evaluation

3.197 Experience with this group underlines the difficulty of

evaluating at audit the impact of education projects, also brought out

in last year's Review. Audit reports note the difficulty of evaluating

educational achievements shortly after physical plant has been pro-

vided; the lack of built-in evaluation measures has been a particular

handicap in the past. The subsequent lending operations of the Bank in

the bulk of these countries as well as in others have aimed at estab-

lishing machinery for monitoring and evaluating the projects and the

education systems or subsectors. These evaluations can best be carried

out by the borrowers themselves, with varying amounts of expert assist-

ance depending upon the circumstances. However, there are problems of

relatively high cost, and some lack of definition about their objec-

tives. As was mentioned in the Fourth Review, the Bank is aware of the

difficulties and continues to experiment with various approaches,

without having yet found a wholly satisfactory conclusion.

E. DFCs AND INDUSTRY

DFCs

3.198 This Review covers eight loans and credits to development

finance companies (DFCs) in seven countries. Six of the operations are

relatively recent, having been approved in FY72-75, and one each in

FY71 and FY69. This group is marked by three special features: (i)

all of the DFCs, except in one country, received Bank support for the

first time; (ii) the operations represented a change in Bank policy in

that government-owned DFCs were financed; and (iii) financing was

provided for specialized operations. These new departures in Bank

policy had a bearing on institutional objectives and their attainment,

in addition to the pattern of industrial development sought.

Objectives and Achievements

3.199 The operations had industrial and institutional development

objectives. In recognition of local conditions and the role of the

government as owner in providing domestic currency resources to them,

the Bank did not set resource mobilization as a specific objective in

four instances. On the other hand, there were some specific objectives

and expectations: in one country, greater autonomy for the DFC was

sought; in another, the objective was to reach smaller scale indus-

tries; in a third country, broader economic objectives were sought

relating to the diversification of the industrial base and the creation

of additional employment; in a fourth, the Bank expected to help define

the DFC's investment policy in financing hotels.
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I. Investment Objectives

(i) Implications of the New Approach

3.200 Of the seven DFCs, six were first-time recipients of Bank

finance; of these six, three were subsector specialized or multipurpose
DFCs (agricultural, industrial, and hotel financing). Four of the DFCs

were publicly-owned and one had only a nominal majority private

shareholding. These characteristics affected the Bank's approach and

highlighted certain issues. The time needed to scrutinize the organi-
zation and operational procedures of the DFCs, and to reach agreement

on operational and institutional issues, was on the whole especially

long. The interest rate to be charged by the DFCs was a special issue;
it involved major government policy in which considerations relating to

the DFCs were seen as being of minor importance. The government-owned

DFCs, forming a small part of the financial sector, had little latitude

in determining interest rate policies and, since the governments were

agreeable to provide or allocate the required local currency resources,

the role of interest rate as an instrument for mobilizing resources for

the DFCs was of little significance. DFC operations proved an inef-

fective vehicle for discussing interest rate issues, and the timings of

the operations were victims of differences in approach between the

governments concerned and the Bank, over which the DFCs had little

control.

(ii) Commitment and Disbursement

3.201 As with the group reviewed last year, loan proceeds in

this group were invested in industrial development at a slower pace
than envisaged at appraisal. Bank loans and credits are normally

intended to meet the commitment requirements of DFCs for approximately
two years, shorter periods of less than 18 months having been allowed

in two countries in this group. With one exception, which was com-

mitted ahead of schedule, the commitment of Bank funds took anywhere

between 20 months and 54 months. Disbursements to borrowers took an

average of 54 months instead of the estimated 45; this was substan-

tially less average delay (20%) than in the group reviewed last year

(44%). In the one exception, faster commitment and disbursement

resulted mainly from the use of funds for subprojects larger than

planned at appraisal; more rapid transfer was thus achieved at the cost

of the primary objective of reaching smaller subprojects. The longest

time was required by a DFC in South Asia whose disbursements stretched

to more than six years mainly because of the special conditions result-

ing from political upheaval.

(iii) Industrial Objectives and Employment

3.202 The geographic and sectoral dispersion of subprojects fi-

nanced generally continued to reflect the prevailing pattern in each
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country, with the exception of hotel financing in one country. 
Most of

the DFC operations in an Eastern African country were located in the

country's two largest cities and were concentrated in the textile

sector. The same was true of the operations of a DFC elsewhere with

respect to industrial concentration 
in the capital city area and in the

textile sector. Geographic concentration was also acute in a third

case, in which the DFC allocated 74% of the loan amount to subprojects

in the capital city metropolitan area. Half of the loan to a DFC in

Western Africa went to a foreign-owned forestry enclave project,

characteristic of enclave operations which accounted for 85% of the

country's GDP. The subprojects financed were thus essentially in

traditional sectors and in or near metropolitan areas. In two cases,

however, the sector distribution of subprojects was wider, reflecting

the aims of these countries to broaden the industrial structure and

give it an export orientation. The Bank provided finance to a DFC in

one Middle Eastern country which was involved at the time in relatively

small-scale industry financing; in the event, the financing went to

larger enterprises, partly because of a 
change in the environment which

increased the demand for funds from large enterprises, and partly

because the Bank itself did not make any requirement in respect of the

scale of enterprises to be financed out of 
Bank funds.

3.203 Data on six of the seven DFCs show that Bank financing helped

job creation; the number of jobs directly created by subprojects under

this group are expected to exceed 16,000. In one case, additional jobs

helped increase female participation in the work force. The table

below indicates the average size of subprojects financed, the propor-

tion of World Bank finance in total investment costs, and investment

costs per job created.

Table 3

Average Size Ratio of Loan/ Investment

of Project Credit Amount to Cost per

Total Job

Investment Created

(US$ million) (%) (US$)

Case No. 1 (Eastern Africa) 0.6 50 11,000

Case No. 2 (Eastern Africa) 1.9 11 9,000

Case No. 3 (Western Africa) 0.3 1/ 32 9,600

Case No. 4 (Middle East) - 8.2 8 n.a.

Case No. 5 (South Asia) 1.2 41 9,000

Case No. 6 (North Africa) 2.8 13 23,000 2/

Case No. 7 (Caribbean) 0.4 14 15,000 3/

l/ One project amounting to US$2.15 million 
received 50% of the loan

amount.

2/ "A" projects only (which received 98% of the 
loan amount).

3/ Ratio of sub-borrowers' total employment to their total assets.
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3.204the04 D The investment per job created in Case No. 7 was low becausethe DEC was highly promotional in its orientation and provided funds tosubprojects in light and export industries. In Case No. 2, similarly,the focus of operations was on export and light industries, in additionto tourism.

(iii) Financial Performance of Subprojects

3.205 Data on the financial performance of subprojects is availablefor six of the seven DeCs, but only for the early years of operation,usually the second year. Data are thus available on early operationsfor 100 subprojects out of 191 financed from Bank funds. The informa-tion indicates that around 60% of these subprojects had earned apositive net return on equity. For 37 subprojects for which data areavailable on projected and actual profits it was found that actualprofit was higher than projected for 15, lower for 21, and the same asprojected for 1. Given that these results reflect very early years ofoperation when profitability is generally not achieved, they speak well
of the decision-making process in these DECs.

3.206 On the basis of the above limited information, the profitabi-lity was satisfactory for most DFCs, and subprojects financed andcompleted were, on the whole, financially viable. Partial economicindicators, such as jobs created and investment per job, were usuallysatisfactory. These conclusions must however remain tentative. Morecomprehensive information for a representative sample extending over aperiod of years would be needed to enable a considered judgment being
reached on the performance of subprojects. Systematic collection ofdata on sub-projects has now been instituted by the Bank.

II. Institutional Objectives

(i) Management and Organization

3.207 Considerable progress was made in improving the managementand organizatin of these DiCs. In two cases, Bank initiatives led tochanges in management which improved the functioning of the DFCs inthese countries; in one of the two, a whole set of organizational andpolicy changes were brought about before the Bank loan was approved.
Many DFCs improved their financial management practices and introducedforward planning operations. In one North African country, the maturitystructure of the subloans was longer than that of the DC's borrowings;on expression of concern by the Bank, the DFC took steps to lengthenthe maturity structure of its borrowings, though not to the full extentrequired. In another instance1 despite initial Bank reservations themanagement of the DFC was found to be competent.

3.208 A major objective of Bank financial assistance to DFCs hastraditionally been to ensure their autonomy in policies and financing
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decisions. As the Bank began to get involved with government-owned

DFCs, which predominated in the present group, its concern about

institutional autonomy increased and it sought to introduce mechanisms,

including policy statements and operational criteria, to ensure such

autonomy for the DFCs.

3.209 On the whole, the experience with this set of projects turned

out to be satisfactory in respect of both the government-owned and the

privately-owned DFCs. In two instances, the DFCs showed considerable

autonomy in their decision-making process and the government exhibited

respect for DFC decisions. In a third case, while government control

ostensibly increased as a result of the nationalization of the DFC

after the revolution, the DFC was able to reject a number of government-

sponsored projects on viability grounds. Elsewhere, the Board of

Directors helped to insulate the privately-owned DFC from outside

interference and to maintain its autonomy. The autonomy of a DFC in a

fifth country, which was nominally privately owned, appears to have

been abridged by the government clearance system and, at least during

the period covered by the project under review, it exercised little

independence in its financing decisions on projects.

3.210 What emerges from this experience is that neither the nature

of ownership nor procedural devices ensure autonomy in DFC operations.

It is far more a function of the government's confidence in the quality

and integrity of the DFC's judgment, government restraint, and the

respect the management of the DFC builds up in the economy. In this

respect, the present group was fortunate in having a set of circum-

stances which made for the autonomous functioning of the DFCs; the Bank

contributed to the outcome by helping to strengthen organizations and

procedures which made it possible for the DFCs to operate efficiently.

(ii) Financial Position of the DFCs

3.211 Generally the financial position of the DFCs was satis-

factory. The return on net worth of three was above 10%, and in all but

two cases, the actual return was higher than projected. The DFC in one

Eastern African country had higher approvals, commitments and disburse-

ments than projected and thus showed better financial results. The

operations of the one DFC in Western Africa were slow in the initial

phase and its profits affected by the revaluation of certain of its

foreign currency loans for which no cover had been properly arranged.

Overall operations of the DFC in. South Asia were seriously affected by

political changes and the economic climate, including devaluation of

the local currency, the oil crisis and international recession. None

of the DFCs had a serious arrears problem although some increases were

noted, reflecting mainly the short-term difficulties of sub-borrowers

in the aftermath of the oil crisis.
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(iii) Appraisal and Supervision of Subprojects

3.212 The build-up of appraisal and follow-up capabilities is a

continuous process: in the case of new DFCs, it involves the introduc-

tion of techniques for financial, technical and market analysis of

projects; for established DFCs, it calls for greater sophistication in

such analysis, including the use of economic analysis.

3.213 The Bank's objectives and expectations in this respect

were achieved with varying success in this group. Appraisal procedures

were improved, though some DFCs had reservations about and were there-

fore reluctant to carry out calculations of economic rates of return.

One Eastern African DFC achieved respect in the local financial com-

munity for the high quality of its appraisal standards; the South Asian

DFC maintained its already high appraisal and follow-up standards

despite some loss of experienced staff. DFCs in two countries concen-

trated their attention on making financial appraisals while continuing
to be reluctant to undertake economic analyses; this was also the case

in two other countries. Even in countries where economic rates of

return were calculated, this was done to meet Bank requirements rather

than as an instrument to guide decision making; economic rates of

return were often calculated at the end of the project cycle to confirm

an earlier decision to finance the project on other criteria. DFCs

also found it difficult to obtain the required data; and some of them

felt that distortions in the economy were not serious enough to warrant

calculation of economic rates of return. In one instance, there was

inadequate assessment of organizational and management aspects of

subprojects and insufficient market analysis; adequate appraisal of

these aspects would have led to a recognition of the need to nurture

the entrepreneurs through the earlier phases of the projects and to

strengthen supervision efforts by the DFC. In three cases, the DFCs

did not undertake adequate analysis of the technical aspects of sub-

projects. In one of the three, the main influence of the DFC appears

to have been limited to the design and organization of subprojects,
effective decisions being made outside the DFC.

3.214 The main objective of effective supervision is to provide a

first alert to a DFC on problem projects and to provide feedback on

project experience for realistic appraisal. Achievements in improving

supervision procedures in this group were severely limited. In two

instances, DFCs set up comprehensive and effective supervision pro-

cedures. In a third, staff constraints left scope for improvement. In

a fourth, supervision was confined to technical matters and, in both

this case and one other, supervision related mainly to the construction

phase of the subprojects. There was little progress in supervision in

the Western African DFC and limited attempts made to identify or deal

with problem projects.
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(iv) Promotional Activities

3.215 A major consideration in the Bank financing of DFCs has been
to induce them to play an active role in promoting industrial growth in

their respective countries. The performance of the DFCs in this group,

whether publicly or privately owned, was highly satisfactory in this

respect.

3.216 The promotional activities of a Middle Eastern DFC in project

identification, organization of joint ventures and in undertaking share

underwriting, were an important element in the Bank decision to provide

funds through a second DFC in that country. Starting out as a wholly

government-owned enterprise, another DFC proved highly promotional in
its orientation by providing active assistance to new entrepreneurs.

A third was similarly active in promoting new enterprises, and a fourth

specialized in housing and hotel finance, setting up a number of

subsidiaries to support and extend its hotel financing activities. In

a fifth case, on the other hand, it was expected that a government

agency would play an active promotional role, with the DFC concentrat-

ing on providing finance; promotion at government level was weak and

the DFC did not have the resources to undertake promotion on its

own.

III. Role of DFCs in the Capital Market

3.217 As previously mentioned, many DFCs in this group were govern-
ment owned. The others, with one exception, operated in the context of

state control in respect of access to the capital market; with respect

to that one exception, the DFC operated in a country with a free

economy, and had no control on the movement of capital. In such

environments, the role of DFCs in developing the domestic capital

mArket was limited. In all these countries, the rate of interest was
formally set, and the interest charged by the DFCs on local currency

was lower than that charged by commercial banks (usually for shorter

maturities); as a result the DFCs were not in a position to raise funds
on the market.

3.218 No quantitative targets were laid down for resource mobiliza-

tion by the DFCs; it was expected that they would raise the required

local currency resources and diversify their sources of foreign cur-

rency funds. The DFCs were generally able to raise the domestic cur-

rency resources; however, in four instances, these were obtained from

the government; elsewhere, the DFC obtained such resources from its

shareholders and government institutions; a sixth DFC issued deben-

tures with tacit government backing. On the other hand, one DFC was

not able to raise local currency resources and sought, and obtained,

Bank consent to use a part of Bank funds from a subsequent loan for its

local currency operations. With one exception, none of the DFCs was

able to raise foreign currency resources other than from the Bank.
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SUMMARY FINDINGS

(i) Perspective for DFC Lending

3.219 The group of DFCs covered by this Review differs from those

in earlier Reviews: most of the DFCs represented are government owned,

with multi-sector or specialized operations. The experience raised
questions of the DFCs' organizational structure and autonomy of opera-

tions, and of industrial sector and interest rate policies in reference
to Bank lending.

3.220 The first question appears to have been addressed with

reasonable degree of success. Since several of these operations

represented the inception of the Bank's relationship with the DFC
concerned, the Bank acted wisely in establishing a close relationship
with the DFCs prior to loan approval and to ensure that essential

changes in the organizational structures were made. The Bank also
helped strengthen the capability for efficient decision making by the
DFCs. And although the Bank did not seek explicit understandings in

respect of their autonomy, this demonstrated capability encouraged
restraint on the part of the governments (para. 3.210), thus effec-
tively assuring autonomy for all but one of the DFCs in this group.

3.221 On industrial policy objectives the Bank appears to have
gone along with the role assigned to these DFCs in the economies

concerned. There was apparently little effort at deconcentration of
industry, and in one case where the Bank tried to reach small-scale
industries, the mechanics of reaching this objective were not laid
down, the scale of enterprises to be financed out of the Bank funds

was not specified, and the operation ended up financing much larger
enterprises. There was some diversification in the projects financed

ih two countries in line with the aims of the national economies. This

group of operations was not used to consciously seek certain industrial
policy objectives. The experience highlights the need for policy

statements and operational criteria agreed in advance between the
Bank and the borrower if DFC lending is to serve as an instrument to
effect changes in industrial policy. Such policy statements will

naturally need to take into account the sector context of DFC opera-

tions and the larger economic objectives of the country concerned.

3.222 The other issue concerns interest rates and the resource
mobilization and allocation role- of the DFC. In all the countries in

this group, DFC lending rates, being promotional, were lower than
commercial bank lending rates. This effectively inhibited the DFCs
from raising funds on the market for their operations; they obtained
their local resources from the government or through captive sources
controlled by the government; only one DFC was able to raise resources

abroad. The Bank did seek to encourage the DFCs to raise their lending
rates as an instrument to strengthen their allocative function; larger
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issues were however involved and DFC lending proved to be a poorinstrente setngu ointerest rates in consonance with larger countryobjectives. A dialogue on interest rates, in order to be meaningful,is therefore to be carried on with the government in a macro-economiccontext. In more recent times, in channeling funds for small-scaleindustries through DFCs, the Bank has placed emphasis on technicalassistance, promotion and allocative efficiency rather than on finan-cial intermediation to develop the capital market. The role of theultimate users of funds is also being emphasized, often requiring Bankfunds to be used for specific purposes like export promotion or employ-
ment generation.

(ii) Appraisal and Supervision

3.223 The Bank's efforts in the above areas were clear and consist-ent but had mixed results. The monitoring of appraisals, by settinglow free limits above which Bank approval is required for subprojectsinvolved considerable communication between the DFCs and the Bank.Appraisal procedures were improved although the DFCs remained unper-suaded of the need to carry out analysis of the economic rates ofreturn; even where such analysis was attempted it was done in a pro-forma fashion to meet Bank requiremewas rather than as an instrument toguide decision making. And yet, economic analysis remains crucial incountries where distortions are caused by economic interventions, andif less favored borrowers are to be reached through DFC operations andother industrial objectives achieved. Achievements in improvingsupervision procedures were even more liAited, with only two DFCsin this group setting up comprehensive and effective supervisionprocedures.

INDUSTRY

3.224 Four industrial projects were audited during the period ofthis Review; two loans were made in FY74 and one each in FY71 andFY62. The first two loans financed casting and engineering enterprisesin a single European country; the third was made to a fertilizercompany in East Asia; and the fourth to a captive coal mining unit of asteel plant in South Asia.

3.225 Three of the projects were efficiently implemented: the two
projects in Europe close to the original schedule, and the fertilizerproject in East Asia within the tine span projected at appraisal. The
cost overruns in these three range between 5-32%, mainly due to ex-change rate changes. Efficient implementation was effected by special
project management arrangements which were made in the two countriesconcerned.

3.226 Production capacity as planned was built up and even ex-
ceeded in the casting and engineering enterprises and in the fertilizer
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company; their reestimated economic rates of return at audit were high,

in the range of 18-25%. The Bank played a useful role in helping the

borrowers in procurement and in providing efficient supervision of

project implementation. The Bank also introduced the two European

borrowers to improved systems of financial management including long-

term projections of operations. However, the two borrowers found the

loan covenants on external audit and the allocation of profits onerous

and insensitive to the needs of the local situation. Subsequent

developments in East Asia showed the Bank to have been overcautious in

its judgment of the size of the fertilizer project it was willing to
finance.

3.227 The colliery project in South Asia was never completed.

A delay of seven years in the actual work done was caused by design

changes during implementation, the requirements for additional drill-

ing, and inadequate management. Management for project implementation

was divided between the consultant and the company and, within the

latter, concentrated at its headquarters; it was almost six years after

loan approval that, at the suggestion of the Bank, project management

responsibilities were centralized and more efficient arrangements

introduced. The cost overrun on the work done was about 50%.

3.228 The project was the first colliery project handled by the

Bank. The Bank at that time did not have in-house capacity to assess

the project and had to depend upon help from outside consultants. The

project subsequently underwent substantial design changes. Supervision

was inadequate and failed to identify the problems in slow implementa-

tion; specialized expertise was brought in only after the project had

got delayed and then had little significant influence on its imple-

mentation. While the additional facilities and production capacity

were ultimately built, flooding at one of the collieries led to the

closing of the related mine. The additional coal was also not needed

because of a fall in the production of steel.

F. PROGRAM LOANS

3.229 The exceptional set of circumstances following the oil price

rise in 1973 - strong inflationary conditions, a recession in the

developed countries, deterioration in the terms of trade and sharp

increases in the balance of payments pressures in developing coun-

tries - provided the justification for most of the program loans

reviewed. The main objective of such lending was to furnish quick
disbursing assistance to countries facing balance of payments diffi-

culties and to support corrective policy measures to help safeguard the

development process.

3.230 Of the seven program loans and credits in this group, made

during the period FY73-77, six were repeat operations the seventh being
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the first of a series in one country. One loan was made to alleviate

foreign exchange shortages resulting from the continuing low prices of

a single export product (copper), to enable the import of essential

goods and to support an appropriate investment program. The first

credit to a South Asian country intended to serve reconstruction needs

following a cyclone; the two subsequent credits were aimed at supplying

the needs of priority industries and increasing their capacity utiliza-

tion. In three cases, there were continuing foreign exchange defi-

cits resulting from the conditions mentioned above. The credit to one

of the three was one of a continuing series for industrial material

imports needed for established production capacity in capital goods

industries. In three instances, counterpart funds were earmarked for

specified investment programs of the governments. While the audit

reports found the funds to have been so used, the overall allocation

of internal resources did not appear to have been altered by this
earmarking.

Objectives and Achievements

(i) Resource Transfers

3.231 Rapid disbursements were effected in four countries where the

credits were used up in less than one year. A first credit to one

country in South Asia, on the other hand, was very slow to disburse

due to rigidity in internal licensing procedures and to lack of famili-

arity with the Bank's disbursement system; the pace of disbursement

improved for the subsequent credits but was still slower than pro-

jected. The program operations enabled an increase in imports in all

countries, and in three instances, they improved capacity utilization

in the specific sectors for which the imports were obtained. In some

industries in one of the three, however, the constraint on increased

output and capacity utilization was found to have been not so much the

limitation of imports but of markets.

(ii) Policy Objectives

3.232 The operations were accompanied by understandings on policy

changes whose implementation, it was expected, would be facilitated by

the program funds. The agreements with the governments related to

macro-economic policy, to investment policy, and to studies of specific

issues related to problems of economic efficiency and growth.

3.233 In two countries (South and East Asia), policy understandings

related to increased resource mobilization by the governments, actions

to curb price inflation and to promote exports. Generally, the agreed

measures were carried out. In one of the two, they also achieved the

expected results. An inability to control public expenditures and a

recession in export markets intervened in the other country to defeat

export promotion and resource mobilization efforts. In two countries,
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it was expected that the governments would take measures to strengthen

agriculture. In one of these two, budgetary measures to improve

agriculture were taken but the required institutional improvements were

not brought about; in the other, producer prices were increased, but

neither adequately nor in time to significantly influence agricultural

output. In two countries, studies on specific industries and on import

procedures respectively were undertaken.

Comment

3.234 Experience with the present group of program loans reinforces

the two points made in last year's Review. First, timeliness is

clearly an essential ingredient in program lending. In the present

group, both loan approval and the disbursement of funds were timely.

The one exception was the program loan to an Eastern African country,
which was delayed by difficulties in Zambia reaching agreement with the

IMF on issues which were also of substantive concern for the Bank

program. Elsewhere, delays in disbursement of funds were caused by
administrative problems, partially defeating the purpose of program

lending.

3.235 The second point relates to the specificity of agreed policy

measures and the monitoring of their implementation and impact on

economic performance. The Bank required that a program of specific

measures be developed at the time of the first program loans to three

countries; the subsequent loans in this group required such policies to

continue. Positive results were observed in one after a second

program loan. Although the other two countries implemented some of

the measures agreed with the Bank, at the time of audit their impact on

the countries' balance of payments was not discernible. Recent program

loans have been tranched as a device to permit more effective response

to observed performance during the disbursement period.

C. TECHNICAL ASSISTANCE

3.236 This Review covers three technical assistance credits, all of

them to one East Asian country during fiscal years 1969-72. The

credits were intended to help finance the services of consultants with

a twofold objective: to undertake preinvestment and feasibility

studies, and to perform advisory services of various kinds. It was

intended that the preparation of projects for financing should be

accelerated, and domestic capability built to sustain the flow of

projects in the long run. The sub-projects to be financed were not

defined at the time the credits were made but were to be agreed between

the country and the Bank's resident mission.
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3.237 In all, fifty sub-projects were financed. A substantial
proportion of the feasibility studies prepared under the credits led to

projects which were later financed by the Bank or other financing

agencies. Results in respect of advisory services were mixed.

3.238 The experience of these credits provides two lessons.
First, the flexibility built into the credits for the selection of

priority sub-projects was appropriate and well used, as indicated by
the high proportion of sub-projects which led to subsequent financing.
Second, advisory services are likely to be more effective if the

deployment and the work of advisors is guided and monitored by a

high-level local steering committee which would have an overview of the
economy's priority needs and how best they can be met.

IV. CONCLUDING COMMENTS

Experience and Response

4.01 In discussing projects in each sector, an effort has

been made in this Review to relate lessons of experience with current

Bank practice. In most sectors, a quick look has been taken at the
projects immediately following the ones reviewed here. Most of these

follow-on projects carry evidence of the Bank's sensitivity to lessons
of experience; in some other cases, policies and procedures have been
subsequently modified in response to broader patterns of deficiencies.

4.02 In agriculture, deficiencies of preparation and design
affected a number of projects in this group, as they did in the ones

reviewed earlier; the follow-on projects built upon the lessons learned
from those preceding. The effect of the most recent Bank instruc-
tions, which lay down criteria for the desirable level of preparation

for different types of projects, can only become visible in the future.
Last year's Review noted wide variations between demand forecasts and
actual materialization in transport and public utilities projects. It
was then emphasized that projections of future traffic growth should be

attempted in the context of broader economic analyses. Although the
present group shows similar deficiencies in demand forecasting, broader
economic analysis is being undertaken in current project preparation
for highways, especially for feeder roads. A closer study of major
traffic categories which would be sensitive to intermodal competition
is still indicated in railway projects, and is being considered. In

respect of electric power and water supply, demand forecasts are
admittedly determined by a variety of factors in the economy not easy
to project with precision. Nevertheless, improved and broader-based
forecasting techniques are now being used in water supply. In electric
power projects, the Bank plans to revise the forecasts more frequently
and to adjust implementation schedules to minimize the effects of

divergence where feasible.
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4.03 Previous Reviews have emphasized that in designing projects
for revenue earning enterprises, due attention should be given to the

potential for improving operational efficiency. Insufficient con-

sideration of productivity improvements, especially in port projects,
has also surfaced in the present group. Operational efficiency indi-

cators are now in use in railway projects and are beginning to be

applied in port projects. In planning transport projects, considera-
tion is also being given to risk analysis that would take account of

the probabilities of traffic reaching different levels and of effi-

ciency improvements proceeding at different paces. Key monitoring
indices are also being developed for borrowers in public utilities.

4.04 The review of the present group has been designed to high-
light a few other lessons. One of these concerns project supervision.

The projects reviewed continue to bear out the relationship between the

quality of Bank supervision and acceptable results in many projects.
Not all problems are susceptible to correction during supervision; a

surprisingly large number are, and others can result from, or not be

recognized in time for correction due to, deficient supervision. What
is noteworthy in this group is not the frequency of supervision or the

manpower input as much as its variable quality (paras. 3.36-3.46,
3.196). The Bank has taken steps to strengthen supervision by pro-
viding additional manpower and by diversifying the available expertise.

The supervision experience is being monitored by senior management

through the Problem Projects Reviews and in annual papers prepared by
the Central Projects Staff and reviewed by the Executive Directors. A

revised Operational Manual Statement was issued in February, 1979 and

is aimed at making the process more efficient and cost effective.
Increasing use is also being made of the Bank's resident mission staff

to provide close and continuous supervision, especially of risk-prone
projects in which such staff have a clear advantage.

4.05 A second lesson that deserves special attention is the high

proportion of projects changed during implementation (para. 2.03), and
the related cost and time overruns (paras. 2.06, 2.08). The proportion

of projects with clearly defined physical content which were changed

during implementation was 61% in this group, up from 56% last year.
Sometimes the changes effected were relatively minor; quite often they
represented a welcome flexibility in response to changing circum-

stances. In other cases, they resulted from deficient initial project
preparation and design. Whatever the reason, subsequent changes in

project design and scope are often accompanied by changes in objectives

and accomplishments, and there are usually cost implications. While a

procedure exists in the Bank for reviewing proposed changes in project

design and content during implementation, the high incidence of such

alterations suggests the need for a study to identify their major
causes and costs, and the potential for minimizing them. It is also

suggested that innovative and risk-prone projects should invariably

provide for a special mid-term review during implementation so as to
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systematically determine any changes that may be necessary, and their
implications for project costs and benefits. The Bank now provides for

mid-term reviews in some but not yet in all such projects.

Sector Environment

4.06 This review underlines once again the importance of the

sector context in which projects are designed and implemented. This

applies as much to the institutional context as to the framework of
sector policies.

4.07 A repeated cause of failure to realize the institutional
change and improvement incorporated in a project appears to have been
the lack of borrower's readiness to undertake the effort and to give it

full support. Borrower commitment can of course fall victim to politi-
cal change, or a change in the key personnel involved, or become eroded

by inter-agency rivalries. In a number of cases, however, there is
evidence that borrower commitment was lacking from the beginning; being
unpersuaded of the need for the proposed institutional change, or for
the expatriate consultants who most frequently provided the instrument
of such change, borrower support remained half-hearted, and the result-

ing institutional improvement, marginal.

4.08 More effort by the Bank seems indicated to enlist full
borrower understanding and support for the institutional components of
projects. Systematic efforts at institutional improvement could be
improved by the Bank and borrower jointly developing an institutional
profile of the sector and a time-phased program of action. The insti-

tutional profile would review the technical manpower availability

within the country and the sector. It would analyze the existing
institutional framework in the sector, define its capabilities, iden-
tify areas that might need change and strengthening, and clarify the
potential for local staff to carry out project activities. It would
define the needs for training and develop a training program to be
implemented over time. It would also identify interim requirements of

expatriate consultants.

4.09 An institutional analysis of this type is all the more
necessary when, on the evidence of this review, over 80% of the Bank's
operations are one of a series in the country and sector concerned.
The sector profile could, in the circumstances, provide a frame of
reference for designing the Bank's support for strengthening domestic
capability over time. A joint exercise of this kind might help over-
come political resistance to expatriate experts, where needed; it
should also enlist the borrower's commitment to an agreed institutional

effort. At least one Region in the Bank has recently undertaken an
analysis of the administrative framework in a country and proposes to
follow this up with more detailed institutional analysis. This is an

initiative to be encouraged and, directed specifically at sectors of
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substantial Bank involvement in a country, should provide a systematic

basis for institutional development.

4.10 Similar comments could be made about the other aspect of

the sector context mentioned above. An important cause of the lack
of success in a number of agricultural projects in this group as well

as in those reviewed earlier was the policy environment which ran

counter to project objectives. Inappropriate producer price policies,
for instance, either did not provide the required incentives for

increased production or pointed to an economic response from the farmer
which was at variance with the project goals. The result was a shift

to crops other than those promoted by the project, and a failure to

attain production objectives.

4.11 Supportive sector policies are the responsibility of the

borrower. To the extent that the Bank makes series of loans in any

sector, the policy environment becomes crucial to the attainment of

longer-term sector objectives. Sufficient sector analyses are thus

essential to establish a basis for reaching prior understanding with

the borrower on sector policies and keep them under frequent review

thereafter. This applies to operations in the industrial and DFC

sectors as it does in agriculture and education.

4.12 A variety of efforts are now being undertaken by the Bank

to relate sector and project objectives more closely and to provide the

strategic underpinning for its lending. An important development in

recent years has been a substantial increase in the use of country

sector memoranda; these are intended to provide a brief synthesis of

sector knowledge and summarize the Bank's strategy in the sector in
terms of policies and projects. A recent staff review of the Project

Brief System, introduced by the Bank in 1977, also indicates that,

together with the sector memoranda, this may evolve into a suitable
instrument for more effectively defining project objectives in a sector

context. The success achieved in establishing and sustaining such

coherence between project and sector objectives will only be evident
over time.
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ANNEX I

Page 1 of 6

Classification of the Projects Covered by

Reviews I - V

The group of 98 projects under review is part of the 384
whose performance has been audited by OED up to December 31, 1978. 1/
Table 1 indicates the coverage of the 384 in terms of the year in which

the loans or credits were fully disbursed, and Table 2 the year in
which they were signed. This Annex shows the projects included in each

of the five Reviews to date under different classifications.

Table 2 shows the distribution of projects covered in each of

the five Reviews by the year in which the loan or credit agreement was

reached. Some 93% of the loans in the present group were signed in

fiscal year 1969 or later. The proportions for the same period in the

First, Second, Third and Fourth Reviews were 26%, 57%, 74% and 88%

respectively. Classification of projects in terms of the date when

disbursements are completed, and project performance audits undertaken,
groups together projects of differing ages. There is a wide variation

in the period required for execution of individual projects deriving

from the nature of the project, the experience of the borrower and, in

the newer fields of operation, the experience of both Bank and bor-

rower. Taken as a group, however, these projects belong to a genera-

tion younger than those previously reviewed, and some of the more
recent policy shifts in the Bank's lending are beginning to surface in

their results.

The distribution by sector is shown in Table 3, where the

current group is compared with those previously reviewed. The distri-

bution by sector and Region, and by sector and size, appears in Tables

4 and 5. In each case, summary figures have been provided for the four

earlier Reviews.

Taken together the tables in this Annex provide a quick

reference to the nature and scope of operations covered by the project

performance audit review system through December 31, 1978.

1/ Another 71 projects were the subject of performance audit in the

first six months of calendar year 1979.
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T-b_ 1- Page2of 6

PROJECTS (:IVERED BY F'PA~s

Totaol Number __-Nut her Covered by PPA~iy -.
for which Issued Issued Is-u-- To -- -

Loans/Credits Through 4/1/75 to 1/1/76 tc 1/1/77 to 1/1/7 to Throu
Disbursed 3/31/75 12/31/75 2/_31/76 32/31/77 12/33/78 1

Review e 11 I R IV ve V

Before July 1, 1972 n.a. 11 2 3 4 - 20
Second half of CY972 24 20 3 - 24

CY1973 66 14 32 13 7 - 66
CY1974 75 3 17 28 a/ 18 7 73
CY1975 79 - 2 19 36 b/ 9 9 66
CY1976 104 2 - 6 3o 34 72
CY1977 106 - 1 1 9 32 43
CY1978 123 - - 12 16

After January 1, 1979 n.a. 
4 4

50 57 70 109 98 384

a/ Includes one loan cancelled prior to disbursement (Loan 958-VE)

b/ Includes two loans cancelled prior to implrmenta-ion at borrower'.5 request (Loans 699 and 832-SP).
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Table 2

PROJECTS C"V I __ BY PPAR-;

BY DATE OF LOAN/CREDIT A;REEMI 7

Annual - - Total

Fiscal Year I

Prior to FY 1963 7 -8

1963 -

1964 3 - 2 2 - 7

1965 5 3 2 1 1 12

1966 5 2 4 3 2 16

1967 9 8 7 9 1 34

1968 8 16 3 6 8 41

1969 5 11 24 26 14 80

1970 5 12 12 24 23 76

1971 3 1 8 20 15 47

1972 - 1 5 8 14 28

1973 - 2 1 6 9 18

1974 - 1 1 7

1975 - 1 3 - 4

1976 3

TOTAL 50 57 70 109 98 384
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ANiNEX I

at e of 6
Table 3

BY S ,TOR

Annual Review

I II III IV V Total

Public Utilities

Power 7 13 14 10 7 51
Telecoununications 1 6 2 8 2 19
Water Supply & Scvercge 2 3 3 2 6 16

Sub-Total 10 22 19 20 15 86

Transportation

Highways 11 8 12 25 18 74
Railways 7 1 - 6 3 17
Ports 4 1 2 4 4 15
Pipelines 2 - 2 - - 4
Others - - 2 3 3 8

Sub-Total 24 10 18 38 28 118

Agriculture 6 8 21 17 28 80

Education 4 2 3 11 5 25

DFCs 6 11 3 14 8 42

Industry - - 5 2 4 11

Industriin1_Imgoots - 4 - - - 4

Program l -1 7 7 15

'Jechnical Avsistance - - - 3 3

Grand Total 50 57 70 109 98 384
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Tabl 4

PRZOJECTS CCVFEDV Yf PT''AL uREVi V

BYSECTOC AI P RE7VN

Eastern Wastern East Asia South Europe, Latin America

Africa Africa & Pacific Asia Middle East & Caribbean Total

& N. Africa

Public Utilities

Power 4 7

Telecomerdacaeons - 1 - 1 - 2

Water Supply & Sewerae - 1 - 2 3 6

Sub-Total 1 - 3 4 7 15

Transportation

Highways 3 5 1 1 2 6 18
Railways - 1 1 - 1 - 3

Ports 1 - 1 - 2 - 4

Others - 1 - - 1 1 3

Sub-Total 4 7 3 1 6 7 28

Arieultr - 8 9 3 2 6 28

Education 1 1 - - 1 2 5

DFCs 2 1 1 2 2 8

Industry - 1 1 2 4

Program Loans 1 1 5 - 7

Technical Assistance - - 3 - - 3

Total 9 17 20 11 17 24 98

Review 1 11 2 5 5 9 18 50

Review l1 13 - 13 7 7 17 57

Review 1II 10 5 11 7 19 18 70

Review IV 15 39 6 13 15 21 109

Grand Total 58 63 55 43 67 98 384
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Tb1 5 6 f 6

PROJECTS_C EDILlhAFEiXv

Y SECTOR AND STT: DF LOAN/si ;l

------------ Size in millions of US$ ------
Over-

0-5 6-10 11- 5 16-20 21-25 26-30 30 TOTAL

Public _tilitigs

Powr - 2 1 1 - 2 1 7Teleconunications - - 1 2Water Supply & Sewerage 1 2 3 - - 6

Sub-Total 1 4 4 2 - 2 2 15

Transporto ton

Highways 7 4 2 2 1 1 1 2.8Railways - 1 1 1 - - 3Ports - 1 3 - -4
Others i - - 1 1 3

Sub-Total 8 6 6 3 2 1 2 28

Agriculture 12 9 2 2 1 1 1 28

Education 4 -- - 5

DFCs 4 1 1 8

Industry - - 1 2 1 4

Program Loans - - - 1 6 7

Technical Assistance 3 - - - - 3

Total . 32 20 15 9 4 6 12 98

Review 1 14 11 5 4 5 1 10 50
Review II 13 15 9 5 5 2 8 57
Review III 16 13 9 11 5 2 14 70
Review TV 32 28 9 7 9 4 20 109

Grand Total 307 87 47 36 28 15 64 384
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OFFICE MEMORANDUM
TO Mr. Shiv S. Kapur, OED October 25, 1979

YFROM: P. C. Muncie, IPA

Fifth Annual Review

Attached is a copy of the Fifth Annual Review, edited for

publication. Included also is a revised edition of the preface.

I would be grateful if you could have this effort read over

and cleared. Suggestions for further changes will, as usual, be

happily tended to.

I am unsure about the mechanics of reproducing the document

in its now edited form. As the report is on MTST, can that unit,

therefore, incorporate the changes and present us with a clean copy,

ready for publication? I do hope so, as that unit's ability to do so

would speed up the production process greatly. If, however, the document

must be re-typed almost in toto, there will be delays.

I figure that I can order the cover for the Fifth Annual Review

immediately.

A draft press release on the Review will be sent to you for

clearance next week.

cc: Mr. Weiner, DGO
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PREFACE

The efjigt-year-old mechanism for evaluating World Bank-assisted projects
continues to be a significant factor in helping the Bank increase its
effectiveness as a development institution.

,
This study, the 'Fonrth Annual Review of Project Performance Audit Results,

is a part of that mechanism. It is being published in the belief that a public,
informed to the same extent that the staff and management of the World Bank are
about the effectiveness of Bank operations and the lessons that can be learned
from past experiences in development assistance, will better appreciate the
complexity of the development process.

For the staff and management of the Bank, the Annual Reviews of Project
Performance Audit Results have one major purpose: to provide them with a record
of experiences of, and lessons learned from the past so that, in the future,
development projects might be improved.

The basis of the Annual Review is Project Performance Audit Reports that
are issued by the Bank's independent Operations Evaluation Department for each
project for which Bank or IDA funds have been fully disbursed. Every Report
is submitted to the Bank's Board of Executive Directors and the President of
the Bank.

At the end of the year, Project Performance Audit Reports are collectively
reviewed, and the results are organized in a single report -- an Annual Review
of Project Performance Audit Results. The present document represents the most
recent in this series of Annual Reviews.

Each Annual Review groups, by sectors, the results of individual project
experiences as revealed in the Project Performance Audit Reports issued in
the previous year. The grouping is designed to identify patterns of successes
and failures that tend to recur and which, therefore, have importance extending
beyond any individual project. The Review is intended to provide lessons of
experience that are relevant to the Bank's current practices and that can be
applied to the design and implementation of future projects as part of the Bank's
continuing search for increased operational effectiveness. These Annual Reviews,
and the individual Project Performance Audit Reports on which they are based, are
critical -- but with the intention of being constructive. i

The last Annual Review,' covering -? projects, was published in Yeb-rTy
1978. The present, EoJrth Annual Review brings together the re4ults of 14%.
projects audited infEi9h. The Bank's experience in the agricultuetlW projects),
transportation (3$-projects), public utilities (2& projects), education projects),

|-5



dcvelop-ent finance companies/industry (16 projects) sectors, and for
-;even "nonproject" or program loans is examined. No "o ct-yie" -projects
in-the-rurl- and urban development field,- or for population planning-and
nutrfitton, are included in this year's Review, however. The Review contains
conclusions that are specific to single sectors or to the entire group of audited
projects, to projects that have gone before, and to those that will come later
than those now currently reviewed.

The views of governments on individual project experience, and on the
strengths and weaknesses of Bank performance as seen by them, are an
important part of the project performance audit system. Frequently, these
views are offered candidly and in confidence. Because that confidentiality
cannot be compromised without compromising the integrity of the evaluation
system, specific project names, as well as names of countries, have been deleted
from this published version. Apart from minor editorial changes made necessary
by these deletions, nothing else has been added or taken away.

I k Cw*L



HIGHLIGHTS

P

This review covers 98 operations representing approximately

$1.6 billion in Bank loans and credits and some $3.7 billion of total

investments.

Many of these projects were changed during implementation and

suffered time and cost increases. They were affected by institutional

inadequacies, by unforeseen shifts in economic conditions and government

policies, and by war and weather. The review underlines the shortcomings,

extracts the lessons of experience. Overall, it concludes, this is a

record of substantial achievement.

All projects except two have been implemented and are in

operation. On the basis of information available at audit, projects

representing around 94% of the total investment appear to have achieved

their major objectives, or are well on the way to doing so, and remain

worthwhile investments. More than half the number of projects for which

economic returns were estimated, offer reestimates that are similar to or

better than at appraisal. Agricultural projects reached approximately

80% of their intended three million beneficiaries among the rural poor.

Of the two projects not completed (about 3.4% of total invest-

ments), a mining project mostly ended in disaster, with the flooding of

the main mine, while conclusive information is not available on the

completion of an urban transport project due to political changes in the

country. Nine projects (2.9% of total investments) yielded results at

audit that arc either uncertain or unsatisfactory. These nine included

one road maintenance project, a port and a development finance company,,

project, and six agricultural projects.
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The negative return on the highway maintenance project resulted

from lack of recurrent cost finanting by government, minimal project

output, and deterioration of the road network (para. 3.100). The port

project suffered a substantial shortfall in traffic as against appraisal

estimates (para. 3.117). The operations of the DFC were slow in the

initial phases, and its finances were affected by the revaluation of its

foreign currency loans for which proper cover had not been arranged

(para. 3.211). The six agricultural projects suffered variously from

drought, deficient or overambitious project design, institutional

problems, inappropriate product pricing policies and, in one case, a

major change in the economic environment in the country (paras. 3.50-3.55

and 3.58). Five of these six projects had zero or negative return re-

estimates at audit.

In common with its predecessors, this review includes projects

which could have benefitted from better preparation and design, improved

forecasting of demand and more effective supervision, training and

institution building. It underlines the need for understanding the local

socio-economic conditions and for being sensitive to local cultures as

they affect organizational and economic behaviors. It notes the respon-

siveness of the Bank to experience. The variability and complexity of

the experience reviewed here also reflects the larger development policy

and management issues which the Bank and governments normally endeavor

to address when working together on specific projects. This material

constitutes evidence of the extent of effectiveness of this set of

development assistance relationships.
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Within such relationships, the last Review emphasized the

importance of appropriate role assignment between the Bank, the borrower,

and consultants throughout the project cycle so as to strengthen local

capability to prepare and manage projects. The present review focusses

on two aspects of the sector environment within which individual projects

are designed and implemented, and Bank-borrower interaction takes place.

These two aspects are the institutional setting and the sector policies

followed by the borrower.

A number of projects in this group failed in key objectives

either because their institutional design called for a change in the

setting to which the borrower did not feel committed, or because sector

policies in support of project objectives had not been agreed in advance

and were not forthcoming. Both types of failures, and the actions taken

by the Bank to remedy them, have been commented upon in greater detail in

Chapter IV of this review.



I. INTRODUCTION

1.01 This report is the fifth of an annual series. It reviews the

experience of 98 projects which were supported by the World Bank and

subjected to performance audit in 1978. The first of the series dealt

with the project performance audit reports (PPARs) completed prior to

March 31. 1975; the second, with the reports completed from April 1 to

December 31. 1975; the third, with those completed during 1976, and the

fourth with the reports completed in 1977. Those Reviews covered 50, 57,

70 and 109 projects respectively.

1.02 PPARs are issued by the Operations Evaluation Department (OED)

soon after completion of each project for which Bank finance has been

provided. They generally consist of an audit memorandum, prepared by the

Operations Evaluation Department, and a project completion report (PCR)

prepared by the operating department directly concerned with project

implementation. The PCR is the final report in the supervision process,

it reviews the implementation experience and the project results in the

light of the original expectations as set out at the time of appraisal.

OED's audit scrutinizes the PCR for its coverage and objectivity in light

of the review of the relevant project documents and interviews with Bank

staff and borrowers that might have been undertaken.

1-03 The audit itself varies in its approach and comprehensiveness

depending upon the judgment made by OED as to significant lessons of

experience that a completed project may hold for the Bank's future

operations- Audit memoranda may therefore be based on an abbreviated
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review of documents, or include a field visit to the country by OED staff

and extensive discussions with borrower officials concerned with the

project at all levels. The memorandum may take the form of a summary of

project experience, enlarging upon or emphasizing certain aspects of

particular relevance to current Bank practice. In other cases, espe-

cially in software sectors of agriculture, education and urban develop-

ment, or in the increasingly innovative aspects of Bank operations

in these and other sectors, project experience may be considered to have

surfaced issues or provided lessons of particular consequence; all such

cases are subjected to a country visit and a full review by OED staff.

The resulting memorandum may include comment on the technical and insti-

tutional design of the project in relation to its objectives, on the

Bank's approach to technical, sociological and institutional problems

involved, on the issue of equity where this may be relevant, and whether

the timing of the project was appropriate and its results have justified

Bank support.

1.04 In all cases the Bank's Regional and Central Projects staff and

the borrowers have had the opportunity to comment on the PPAR before it

has been issued in final form. In 57% of cases in this Review (up

from 45% in 1977), comments on the draft PPAR were received from the

borrower) in 52% of cases (up from 42%). OED staff visited the country

and the project and held extensive discussions with borrower staff. The

combined borrower input, through OED country visit or by written comment,

totaled 78% of audits completed last year. Borrower views and comments

received during OED staff visits are taken into account and reflected in



- 3 -

the conclusions of the audits; the written borrower comments on draft

PPARs are reproduced in the document in full in addition to being re-

flected in the formulation of conclusions. It is the aim of each PPAR to

record an objective evaluation of the project experience. Differences of

fact and judgment sometimes arise between OED and projects staff, and

between OED, projects staff and the borrower. Fact are reviewed and

differences resolved. As to judgment,. OED states its position and notes

where this may differ from that of the others.

1.05 This Review aims to summarize the experience with these 98

projects in a way that will indicate the principal characteristics of

their performance, note recurring patterns, and point to aspects which

merit attention in the design and implementation of future projects. In

addition to presenting overall conclusions, the Review examines the

experience in each sector separately. Project experience is viewed in

two broad contexts; that of the process and its efficiency, in which

questions of project design, appraisal and implementation are examined;

and project results, where the review might extend from economic, finan-

cial and institutional achievements and failures to comment on project

beneficiaries and the equity objectives that might have been served.

1.06 The sector emphasis was strengthened in the last Review and an

attempt made to provide a self-contained assessment for each sector.

Sub-sector and cross-country comparisons were made where warranted and,

in its conclusions and findings, the Review looked at the projects in a

continuum, from past experience to present Bank practice. However,

projects in sectors differ in their complexity, and the Bank's lending
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has been moving from the more simple to the more complex, from tradi-

tional infrastructure projects tor tegrated approaches whose components

seek to attack the sources of low productivity and income in a coordi-

nated and mutually reinforcing fashion. Sociological factors, behavioral

patterns of target groups, and institutional design and capability

acquire more importance in the new directions of Bank involvement.

1.07 In terms of their explicit objectives, projects in the present

group do not yet belong to the new style of Bank lending. A number of

them however represent early efforts in the same direction, and advantage

has been taken of this Review to underline their special characteristics

and the problems that they faced. Since these special features of

experience do not apply equally to all sectors of Bank involvement, there

is a deliberate imbalance in the treatment of sectors in this Review and,

within the sectors, in the issues that have been addressed. The agri-

cultural sector thus receives special attention, the number of projects

reviewed (28) is much larger than that reviewed last year (17),

individual subsets within the sector are larger and more amenable to

differentiated analysis as well as broader conclusions; and the Bank's

involvement in agricultural operations of greater diversity continues to

expand rapidly. Among other sectors, there would have been more comment

on education too, except that, quite fortuitously, only five completed

education projects are available for this year's review, as against

eleven last year, and OED has only recently completed a major study of

Bank operations in the education sector, covering 55 projects in 17

countries 1/. in which major sector issues have been addressed.

1/ "Reviw'of Bank Operations in the Education Sector", Operations

Ey fuation Department, December 29, 1978.
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1.08 The results of the present Review have been summarized in

Chapter II, presented on a sectoryby-sector basis in Chapter III and a

couple of broad themes elaborated in Chapter IV. The results are also

tabulated in different groupings in the five tables of Annex I,and seven

tables of Annex IE.

The__Projects Reviewed

1.09 The 98 projects are the most recently reviewed of the 384 whose

performance has been audited by OED up to December 31, 1978. The loan

and credit agreements for 93% of them were signed during fiscal years

1969 and after, and most of them were completed in the years FY75-78.

The period continued to mark the rapid expansion of Bank activities;

the proportion of first loans made to different countries in different

sectors, especially in agriculture, continues to grow. The Review pays

special attention to the experience with these firsts.

1.10 The projects represent a broad range of Bank and IDA activity.

Last year's dominance of transportation projects is shared by agriculture

in this group, the two together accounting for 57% of the projects

reviewed. The representation of education and DFCs, on the other hand,

has been practically halved, for a combined total of just over 13%.

While there is a decline in the number of projects in public utilities,

they still account for 15% of the total. The newest type of projects in

urban development, tourism and population are yet too recent to be

represented in this group; while some urban development projects have

been under way for some time, they have not reached completion for

purposes of audit. By and large the sector distribution of the projects
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reviewed in a particular year is fortuitous: it is affected by the

variations in time required for idplementation and would be representa-

tive of trends in Bank lending only over time. The strong representation

of agriculture in this group does however mark the beginning of the

shift in Bank lending. The distribution by sector, together with the

volume of lending and the costs of projects for which finance was

provided, are shown in the table below. The comparative distribution of

projects by sector, size and Region for this and the four previous

Reviews appears in Annex I, Tables 3-5.

Table 1

PROJECTS BY SECTOR

Number Amount of Re-estimated

Sector of Lending a/ Project Costs b/
ojects -------- US$ mIns-------

Public Utilities

Power 7 148.1 455.0

Telecommunications 2 58.7 309.6

Water Supply & Sewerage 6 60.9 178.2

Transportation

Highways 18 197.3 371.5

Railways 3 38.7 91.1

Ports 4 42.4 79.7

Others 3 72.4 113.3

Agriculture 28 263.5 793.7

Education 5 25.5 43.2

DFCs 8 97.5 508.2

Industy 4 82.5 303.6

PYrgram Loans 7 480.0 480.0

Technical Assistance 3 10.0 100

Total 98 1,577.5 3,737.1

a! Before cancellations.

b/ Total cost of project/program to which loan/credit contributed, some
figures quite approximate.
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1.11 Unlike last year's group, projects in this group are geographi-

cally more dispersed. Last year's group was unrepresentative in that

half the projects reviewed were located in Africa, with the largest

proportion in West Africa. The present group ranges over Latin America

and the Caribbean (highest representation), East Asia and Pacific, Europe,

Middle East and North Africa, and Western Africa; South Asia and Eastern

Africa have the smallest representation.

1.12 About 41% of the projects reviewed are the first of a series in

which subsequent loans have since been made; another 45% represent second

or subsequent loans to the same borrower and project entity. Both these

proportions are somewhat higher than those in the group reviewed last

year, pointing to the increasing Bank tendency to pursue its objectives

jointly with borrowers in a longer term. This has implications for the

respective roles of the Bank and the borrowers in project preparation,

design and implementation, and in regard to institutional development;

these implications have been borne in mind in making evaluative comment

in this Review.

II. SUMMARY OF OVERALL RESULTS

2.01 A brief description of each project reviewed and a summary of

performance experience are set out in the tables in Annex II.

ProLet Scqp e andDesh

2.02 Changes in project content or size were frequently made in the

course of implementation. The main causes included technical reasons,

faulty or incomplete original design; some change in project objectives
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such as an increase in planned capacity to meet changed estimates of

demand; and financial reasons whigh forced a reduction in the original

plan.

2.03 The broad experience with this group of projects was similar to

that reviewed last year, although the proportion of projects changed

during execution was higher. This raises certain larger questions which

are outlined in the following paragraph. Of 77 projects in this Review

with clearly defined physical content, as many as 47 have been changed in

the course of implementation, alest as many expanded (25) as reduced

(25), with three of the projects having some components which were

expanded and others that were reduced in scope. Increases in scope in 20

of the 25 projects were accompanied by increases in cost and, in several

cases, in the time taken for completion.

2.04 Last year's Review commented upon the development project as an

agent of change in the local environment. It recognized that the accept-

ance of change depends upon often hard to anticipate cultural factors,

and its pursuit has economic, social and institutional implications.

The design and implementation of many projects therefore need to provide

for appropriate flexibility in execution. Sometimes, however, changes

subsequently introduced mask deficiencies in project preparation and

design; to equate all changes with inherently desirable flexibility of

operation would be therefore erroneous. The more so since changes in

project scope are often accompanied by changes in objectives and accom-

plishments, as the discussion of projects in the agricultural sector will

show. Changes made during implementation also can and do result in
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delays which have a cost to the borrower in terms of benefits fore-

gone. Three conclusions would seem to emerge from this. First, project

preparation and design must be sufficiently thorough to minimize the need

for major changes later. Second, in agreement with the borrower, the

project should be assured a policy environment that would contribute to

its success. Third, innovative and risk-prone projects should provide

for a review during implementation so as to systematically determine any

changes that may be necessary, and their implications. And major changes

in all projects must be accompanied by a review of their implications for

project costs and benefits, and by the establishment of revised project

goals in agreement with the borrower. These points are further elaborated

in Chapter IV.

Cost Experience

2.05 Cost overruns in this Review are defined as expenditures in

excess of those visualized for the project at appraisal. There are many

reasons for cost increases (see paragraph below), some of them avoidable,

others not. Most of them generate some attempt to reduce project scope,

in many cases with reduced achievements; most cost increases that

still persist have to be financed by the borrowers: this, in turn, tends

to strain the borrower's budgetary resources and causes delays in project

implementation. Excess in project expenditures over estimates can

have beneficial effects if they buy more productive investments; they

will have deleterious effects if they do not, and if they cause other

distortions. There is therefore no simple judgment on cost overruns;

they need to be seen in terms of their own causes and effects and in

relation to the project benefits, including its rate of return.
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2.06 The expenditures on about 45% of the 78 projects for which

cost estimates have been made 1/ were either less than appraisal esti-

mates, or similar to them, or did not exceed them by more than 10%.

About 33% showed cost overruns of 25% or more, with 18% exceeding esti-

mates by 50% or more. These results show a higher proportion of projects

with cost overruns of 25% or more in comparison with the group reviewed

last year.

2.07 The major reasons for cost increases included inflation,

exchange rate fluctuations, and initial underestimation of-costs.

Inflation accounted for most of the cost increases in 15 projects, while

underestimation of unit costs at appraisal affected six. Increases in

project scope or changes in project design were major sources of cost

increases; these changes were often accompanied by delays in project

execution, aggravating the cost spiral. In quite a few cases overall

expenditure increases resulting from higher than expected unit costs have

been kept down by reductions in the original project scope. Such

projects have financed less investment than originally intended. As in

last year's group, highway projects stayed closest to original estimates,

two-thirds of them showing deviations within 10%; railway projects

however departed from last year's pattern, two out of three showing

increases of 25% or more. Experience with agricultural projects also

shows a major change from last year's group; while the latter had the

largest cost increases, in the present group only ten projects exceeded

original estimates by over 10%. Details of the cost experience for each

project appear in Annex II, Table 2.

1/ This excludes credit and DFC projects, program loans and technical

assistance credits.
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Time to Complete Projec ts

2.08 Almost 60% of the 80 projects for which physical completion is

readily measurable 1/ required over 25% more time than estimated, and, of

those, almost 42% required over 50% additional time to complete. The

additional time required for seven of the 80 projects was four years or

more. The overall experience of delays was worse than that of last

year's group, especially in respect of those requiring 50% or more

additional time. Peru San Lorenzo Land Settlement project was delayed

eight and a half years or over 300% of the original estimate (para.

3.27). Other large time overruns occurred on projects in education,

highways and ports. None of the education or ports projects was com-

pleted on schedule, delays ranging from 13% to 133% and the time for

completion in both sectors averaging around six years. This experience

of delay in education projects was similar to that noted in the last

Review and-Vas one of the findnrs--f the study mentioned in para. 147

above. As a group, the agricultural projects were implemented closest to

appraisal time estimates, five of them being completed ahead of time and

another five as scheduled.

2.09 Delays were caused by various factors, some within the control

of the Bank and borrower, some not. Some delays reflected unrealistic

scheduling or resulted from actions taken to preserve or enhance project

benefits. Others could be traced to inadequate project preparation and

deficient design; a number of technical problems which were encountered

1/ This excludes credit and DFC projects, program loans and technical

assistance credits.



- 12 -

in execution might have been foreseen and prevented if project prepara-

tion had been more thorough. The;e were also problems with procurement

and contractors, changes in specifications, and organizational problems

reflected in weak management and at times resulting from lack of borrower

experience with Bank financed projects. Delays were also caused by

political factors, changes in the economic situation which could not

have been foreseen, and unusual weather conditions. Estimated and actual

completion times, together with the main reasons for differences, are

shown for each project in Annex III, Table 3.

Beneficiaries

2.10 In recent years, the Bank has become increasingly concerned

with questions of equity and of directing its assistance to the poor and

the disadvantaged. While the audit process does not yet cover projects

of the most recent time in which these concerns have become dominant, the

present group - 67 of these 98 operations were approved in FYsl970-74 -

does begin to speak, explicitly or implicitly, to those concerns in terms

of project beneficiaries, and of the employment and income effects of

some of these projects.

2.11 Evidence of concern with beneficiaries, limited as it is,

is not confined to the agricultural sector; there is some of it also in

education, public utilities and in the Bank's industrial lending. In

agriculture, about three million rural poor were expected to benefit from

the projects reviewed in this group; probably 80% of this number was

reached. Fifteen of the agricultural projects are also seen to have

generated additional employment. Information on income effects is
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available for seventeen agricultural projects and in all of them incomes

of beneficiaries were higher at audit than before the projects were

undertaken. For thirteen projects where a comparison was made with

appraisal, income expectations were reached or exceeded in nine, while

estimated incomes were below appraisal expectations in four. In one case

net farmer incomes tripled; they doubled in another project; and were

expected to reach three times above the poverty line in a third. In four

other projects, farmers' incomes could not be compared with appraisal

expectations.

2.12 In terms of equity and access, a broader social and geographic

distribution of educational and training opportunities was achieved

in four of the five education projects. The access to project schools of

rural and poorer segments of the population was noted, and the access of

girls to educational opportunities was generally improved. In public

utilities, the Honduras power project had an explicit rural electrifica-

tion component; in Tunisia,,the water distribution system was extended

more rapidly in low-income areas than originally visualized. The crea-

tion of additional employment was a concern of Bank lending to develop-

ment finance companies. Some 16,000 jobs were estimated to have been

directly created by sub-projects financed under this group; in Mauritius,

additional jobs helped increase female participation in the work force.

Economic Returns

2.13 In assessing the value of a project, an initial estimate of the

expected returns on investment is made wherever feasible, as a summary

indicator of its overall merit. An internal rate of return is generally
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used, the rate being the discount rate which equates the present value of

the stream of benefits to that of ,the stream of costs over the project

life. The future is discounted; the early years are the most important.

The estimation of benefits varies with the type of project. It is

most straightforward where the project is intended to produce an output

which is traded and whose economic value can therefore be observed;

commercial agricultural projects are an example. Where the value of the

project lies in saving costs or creating opportunities for new economic

activity, as in transport, the estimation of benefits is less direct.

Where the price of the product is controlled by government and there is

no other ready measure of its economic value, as in public utilities

projects, the economic worth of the service is difficult to determine and

financial revenues are normally used as a minimum measure of benefits.

Finally, there is a group of projects for which benefits cannot readily

be compared with costs; their merit must therefore be judged on their

likely efficiency and effectiveness in carrying out the objectives set

for them. Education projects belong to this category.

2.14 After the project has been completed, economic returns are

reestimated. The reestimates are based upon actual investment costs and

such revisions of the streams of benefits and operating costs as the

experience since appraisal may justify. The reestimated return is thus a

measure of changed expectations for the project in the light of the

implementation experience, it may often also provide retrospective

comment on the investment decision.
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2.15 Of the 52 projects in this Review for which economic returns

were estimated at appraisal, all but ten offered reestimates of 10% or

more, one of these ten was on the margin, and information in respect of

another was not available at audit. The nine projects with reestimates

below 10% were two highway projets (Kenya Third Highway- and Congo Highway

Maintenance), one port project (Madagascar Tamatave), and six agricul-

tural projects,(Benin Zou -Borgou Cotton, Benin Hinvi Agricultural Credit,

NKger AgriculturalsCredit, Korea First Integrated Dairy Beef Development,

Malaysia Jengka Forestry and Iran Ghazvin Development). For- the Iran

-Teheran Urban Transport project some 44% of the Bank loan was canceled,

full cost information was not available at audit, and a rate of return

reestimate was not made.

2.16 Of the six agricultural projects in the above group, four

were clearly disappointing, they suffered from low rainfall, deficient or

overambitious project design, institutional problems, and unfavorable

pricing policies. The fifth project, -Korea Dairy Beef Development, has

been successful at subsidized milk prices; it offers a negative rate of

return at economic prices, however. IranPhazvin Development was unusual

in its results; a striking success in some ways and a failure in others

(paras. 3.45 and 3.54). More than half of the Bank loan for this project

was ultimately canceled.

2.17 All but three of the 23 transport projects for which rates

of return were calculated show reestimates at audit of more than 10%.

Of these three, Kenya Third Highway - the marginal project - offers a

weighted average of 9%, the components included being trunk roads, feeder
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roads and settlement roads but excluding sugar roads; the rate of return

reestimate is therefore based on Incomplete data. Reduced economic

expectations on the others are owing to either lower achievement of

objectives, lower levels of traffic materialization, or high cost over-

runs, or a combination of these. The Congo7Highway Maintenance project

is an example of a lower level of achievement. Due to the shortage of

local funds, the project output was minimal; the road network deterio-

rated, resulting in a negative economic return. The Madagascar Port

project experienced a substantial shortfall in traffic. Combined with an

initial overestimation of additional capacity requirements, it resulted

in overinvestment.

2.18 As noticed in the previous Reviews, increased oil prices and

traffic levels in excess of those anticipated at appraisal have enhanced

the savings to be realized from improved roads. Even when traffic

projections have been overoptimistic, project returns have been satis-

factory. Hydroelectric plants have also improved their economic prospects

with the increased price of fuel.

2.19 For twenty-three projects, returns were not estimated at the

time of appraisal; for twelve of them qualitative assessments were made

at audit. These twelve included five projects in education and seven in

development finance companies; the qualitative assessment of results was

considered to be satisfactory in all but one. The performance of one DFC

project (LBDI - Liberia) was assessed as being uncertain. LBDI operations
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were slow in the initial phase and profits were affected by the revalua-

tion of foreign currency loans, without sufficient coverage being pro-

vided. The project was however able to generate additional.employment at

reasonable cost.

Financial Returns

2.20 Taken as a group the revenue earning enterprises - electric

power, water supply, telecommunications, railways, ports and industry -

included in this Review showed a mixed financial performance. In about

52% of the cases (40% in last year's group) earnings met the rate of

return targets set at appraisal; in 41% of the cases (55% last year) the

self financing goals were met or exceeded. In line with the group last

year, the experience of the telecommunications and ports was the best,

while railways showed the weakest performance. Power projects did

particularly well in terms of their incremental financial rate of return,

only one (Cyprus) out of seven offering a return of less than 10%;

however, only one of the power projects achieved its self financing goal.

Deficiencies in self-financing, while meeting expected financial rates of

return, were indicative of increases in investment above the anticipated

levels.

2.21 The financial performance of power and water supply utilities

was generally affected by inflationary increases in operating costs, not

fully covered by tariff increases. Other factors contributing to inade-

quate financial performance, where this occurred, included shortfalls

against projected demand and operating problems which increased enter-

prise costs and reduced revenues. One telecommunications project offered
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a lower self financing ratio because of substantial increase in invest-

ment while continuing to maintain'satisfactory earnings performance. For

one water supply and one power project self financing was substantial

(32% and 21% respectively) even though lower than the expected levels.

The experience of each enterprise in this group is summarized in Annex

II, Table 5.

Institutional Improvement

2.22 Institutional improvement has always been an objective of Bank

lending. In its immediate concern, the Bank has looked for strong

institutional instruments to carry out the projects that it finances and,

where such instruments have not been readily available, has helped create

new institutions or strengthen existing ones with substantial injections

of expatriate assistance. The Bank has also been interested in the

larger institutional environment, reaching beyond the immediate economic

or financial objectives of its lending. The resulting institutional

efforts, both immediate and longer term, can be placed in four broad

categories; all four are represented in the group of projects under

review, with varying degrees of success.

2.23 The first category includes the establishment of new institu-

tions (Madagascar and Cyprus port authorities, and autonomous project

authority in Sierra Leone Agricultural Development project); the second,

new project units in existing ministries (almost all education pro-

jects; Honduras Livestock and Indonesia First Irrigation); third, the

reorganization of existing institutions (lndonesia First Estates;

araguay Third Livestock; Zaire Highway and Colombia HIghway); and
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fourth, strengthening existing institutions with emphasis on general

organization and management, financial management, and training (Singapore

Sewerage; Tunisia Water Supply; Colombia Bogota Water Supply; Indonesia

Highway; Mali Railway; Malaysia Jengka Triangle; Pakistn Third Agricul-

tural Credit and Afghanistan First Agricultural Credit).

2.24 Annex II, Table 6 identifies 69 projects implemented by bor-

rowers who received some kind of Bank institutional assistance. The most

common vehicle for providing this ,assistance was consultants to carry out

studies, participate in training, help supervise project execution and/or

assist or assume management functions. In a number of cases, consultants'

services were provided through parallel aid programs rather than Bank

financing.

2.25 The results in this, as in previous groups reviewed, have been

mixed. Some 44% of the efforts achieved substantial success in reaching

agreed objectives, around 33% were partially successful, and in 22% of

the cases the results were judged to have been negligible. Within the

last category were five of the projects with the lowest reestimates of

economic return at audit. Successes predominated in projects executed by

existing agencies.

2.26 The range and nature of the problems encountered were not much

different from those noted in previous years. Nor were the ingredients

of success. There were unrealistic efforts at reorganizing existing

institutions in a time-frame that was too short (1ndonesia First Estates;

Mauritania Highway Maintenance; Yemen Highways) and where staff implica-

tions of institutional reform were not fully considered in advance, nor
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provided for. Institutional improvements sought systematically and over

a longer time horizon had a larger measure of success- (Zaire Highway;

Singapore Sewerage; Uruguay.Power ; Afghanistan-Agricultural Credit). 'The

-Zaire Iproject included technical assistance which lasted for four years.

TherMea4 Highway project is another good example; commercial and ILO

consultants were used in combination to ensure continuity, and the public

works department was extensively reorganized and strengthened and a

comprehensive training program of its staff undertaken. Long range

planning backed by technical assistance and training achieved equally

gratifying results in Colombia Water Supply project.

2.27 As in the groups previously reviewed, the training and availa-

bility of local staff remained the key to lasting institutional improve-

ment. When a clear program of training was not developed and implemented,

a situation of dependency upon foreign experts resulted; when such staff

departed, the institution concerned faced weakness and possible collapse.

Dependency of another kind affected projects for whose execution special

units were created. In terms of the efficiency of implementing a parti-

cular project, a separate and autonomous unit has clear advantages. It

has narrowly defined responsibilities, often specially selected and

sometimes better paid staff, and is usually provided with substantial

expatriate assistance. However, those are also the ingredients of

institutional isolationSierra Leoie Agricultural Development); such

units are seen to be privileged entities, are frequently subject to

institutional rivalry and resentment, and seldom survive without conti-

nued Bank support. Their creation serves a longer-term purpose only if
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they are designed as the cutting edge of change, with a well-considered

plan for their ultimate absorption into a reformed, larger institutional

framework.

2.28 Two inter-related factors were common to a number of projects

in this group that ended up with negligible success in achieving their

institutional objectives. These factors included lack of commitment and

support on the part of the borrowers, and persistent differences between

the Bank, the borrowers, and expatriate consultants on institutional

objectives and the means of reaching them. In a few projects borrower

support declined due to subsequent political events or because there

were changes in key personnel. In such cases the Bank should have

reviewed the impact of new circumstances on the objectives of the proj-

ect; orderly changes in the institutional setup should have been devised,

agreed upon and enforced. In other projects - and their number was

larger - evidence suggests that borrower commitment to the proposed

institutional design was uncertain from the very beginning, and there

were reservations about the association and role of expatriate experts.

It turned out to be a mistake to have assumed effective borrower coopera-

tion in such cases, and to have pushed ahead on that basis. (See further

comments in Chapter IV.)
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III. SECTOR REVIEWS AND SUMMARY FINDINGS

3.01 In this chapter the project experience is summarized for

each sector. The focus is on what happened and why, and how the results

appear at the time of audit. For groups of projects, common experience

has been noted and problems frequently met in the design and execution of

projects have been pointed out. Subject to limitations of data, an

attempt has been made to identify beneficiary groups and to see if

projects had equity objectives and whether such objectives have been

met. Each sector review concludes with summary findings to highlight

matters which merit continuing attention. Follow-on projects in the same

series have been touched upon and evidence sought, where possible, of

responsiveness to the lessons of previous experience The comments that.

follow therefore note the feedback from experience in the process of

evaluating the present series of projects.

A. AGRICULTURE

3.02 Agricultural projects constitute by far the dominant group

in this year's review; the sector has therefore been given a more exhaus-

tive treatment than in previous Reviews. Twenty-eight audit reports

covering twenty-eight agricultural projects are included. Last year's

Review covered seventeen projects. The present group represents a wide

range of agricultural projects, in countries geographically more diverse

than those in last year's group.
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3.03 Eight different kinds of projects are included: six tree

crop projects (Benin Hinvi Development, Malaysia Jengka, Nigeria Cocoa,

Indonesia First and Second Estates, and Ivory. Coast Cocoa) and major tree

crop components in three other projects (Jamaica Agricultural Credit,

sierra Leone Agricultural Development and Korea Agricultural Credit), six

livestock projects (Korea, Paraguay, Honduras, Dominican Republic, Papua

New Guinea and Philippines) and major livestock components in two others,

-t(amaica Agricultural Credit and Korea Agricultural-Credit), four annual

crop projects (Niger Agricultural Credit, Benin Zou Borgou Cotton,

Afghanistan Agricultural Credit, Pakistan Agricultural Credit), 
and a

major annual crop component in a fifth, (ierra Leone), four irrigation

projects Clran Ghazvin,, Senegal Casamance Rice, Cameroon Semry Rice and

Indonesia First. Irrigation), two settlement projects/ (.qolombja Caqueta

and Peru San Lorenzo), one forestry project,(Malaysia Jengka), one

technical assistance project (Bangladesh Irrigation Engineering), and one

flood rehabilitation project. (Takistan). Looked at another way, twelve

of the twenty-eight projects can be classified as those for which the

direct benefits were expected to accrue predominantly to the rural

poverty target group.

3.04 Almost 90% of the present group were approved in the years

FY69 and later; twenty-three of the twenty-eight are concentrated in the

four years FY69-72. A notable feature is a steady increase in the time

taken for project implementation: an average of 4.6 years in the group

included in the Third Annual Review; 5.9 years for last year's group, and

six years for the present group.
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3.05 There was greater geographic diversification in the Bank's

support of agricultural developmegt. The projects were located in twenty-

two countries. Twenty-one were the first Bank projects in that subsector

in the country and in three cases the projects were the very first

Bank-assisted operations, representing a completely new relationship

between the Bank and the country concerned. This fact has implications

for review of project design, institutional development, problems of

implementation, and the measure of achievement of project results in this

group.

Objectives and Strategy

3.06 Although the group represented dominantly new Bank involvement

in the countries' agricultural subsectors, the approach to crop and

livestock projects was in most cases traditional. Increased value of

production was the main objective. This increase was to be obtained

through greater physical output, stated as an explicit objective for

twenty-two of twenty-six projects; for the remaining four, the objective

was described as development of a modern system of agriculture, support

to agricultural settlers or increase in rural living standards. Seven,

or one-fourth of the projects, compared with over half of last year's

group, were designed to increase the production of a single commodity

(timber, milk, beef, rice, cotton and cocoa). Eleven projects aimed at

the increased production of a small group of commodities while the

remaining eight were designed to increase production of a number of

crops. The agricultural projects audited in recent years therefore

appear to have moved from a mainly single-commodity approach toward a

more diversified, multiple-commodity design.
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3.07 Different means were adopted to achieve increased value of

production; the dominant choice in this year's group, as in that of last

year, was an expansion of area or the herd. Yield increases were however

assigned a slightly larger role in the present group and a higher crop-

ping intensity was the aim in a few.

3.08 In terms of intended beneficiaries, twenty-three of the twenty-

eight projects were aimed at reaching individual farmers, with fifteen

intended to benefit small farmers. These proportions are much higher

than those in last year's group and probably mark the beginnings of a

major shift in this respect in the direction of the Bank's lending for

agriculture. A total of around 650,000 farm families, or about three

million rural poor, were expected to benefit. Medium and larger farmers

were to be reached in eight projects, including four of the six livestock

projects, two annual crop projects mainly involving tractor subloans,

(Afghanistan and Pakistan Agricultural Credit), one settlement project,

(Peru) and one tree crop and livestock project (Jamaica). Improving

rural incomes and living standards were the explicit objectives in three

projects but were implicit in all twenty-three designed to reach indi-

vidual farmers.

3.09 Five projects reviewed this year did not attempt to reach

individual farmers: -Indonesia First and Second Estates aimed at rehabili-

tating tree crop estates; Malaysia Jengka Forestry, at utilizing timber

from land clearing for settlements; Bangladesh Irrigation Engineering1 at

preparing two irrigation projects;/ and Pakistan Flood Rehabilitation.

Agro-industrial components were included in eleven of the twenty-eight
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projects, and storage facilities in two. Concern with agro-industries,

intended to process project output, indicated a more integrated approach

toward maximizing project benefits and marked a strong shift from the

group reviewed last year.

3.10 Sixteen of the twenty-eight projects were implemented by an

existing agency. Some of these agencies had to be strengthened and one

reorganized and built up; about half the agencies were specialized in

either the main crop or a relevant activity, the other half being of a

more general character. In the remaining twelve cases new organizations

were established to carry out the projects; in eight, new project units;

in four, new government-owned corporations. Cooperatives were involved

in implementing five projects. As in previous groups, expatriate tech-

nicians played an important role in implementation; they were employed in

twenty-one of the twenty-eight projects and had management responsibili-

ties in twelve.

Preparation and Design

3.11 The Bank, the borrowers, and the Bank/FAO Cooperative Program

(CP) shared almost equally in identifying the projects; the borrowers and

the CP prepared most of the projects, a few with the help of consultants.

Probably because of the large number of first projects, the time taken in

project preparation tended to be long; ten projects took anywhere between

two and five years to reach from identification to appraisal, and six

projects took up to two years. Differences of views between the Bank and

borrowers account for some of the time taken between identification and

appraisal in thirteen cases, with disagreement over project composition
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Table 2

Production. Price Effects on ERR and Farmers Reached

Product ion 1/ Rumber of Far, Fam.1 es
Reached

More shift to Price 2/
Projec t I ERR Larger Intensive Higher Higher Higher Effect As Targeted

Audit Aroa Cropping Yield Va.:i Cros Production on ERR at Appraisal Actua

ger Agricultural Credit [ T na T Rb Ro na 100,000 0
S.arn Misulrags CuAcon CO T Rb TI Rb Ro na 41,000 26,uG 5/

3ali- a Forestry (0 T Rb - 3/ dna - forestry

-Leg~ )asry B.t <0D T RbhT R T Rb a /00 50

bipan-Gh14er Irrigation 0 T Rb T Rt Rt T Rb + 11,600 10,120

n Dpet p- u 5 T Rb Rb T Ph -3/ 4,000 3(1,0

an, .bn,,iea AgriculrurAl Credit to T Rh Rb T Rb na 140 13

t rAguk Livestok 11 T Rb I Rb - 3/ 450 630

5, Lea.hae aaquete Sett lement 13 T Rb Rb T Rb 0 4,500 1,700

oarr ta[ tock 13 T Ra T Rh T Rb 0 3/ 135 7,

mnacn.epubiec Livgniock 13 T Rb at T 9bR - 3/ 260 153

ie e r La e 16 T ka Rb Rt T R 2,770

97 4adae tlemnt 18 T Rh Rb Rb Ra T Rb + 3/ 950 3,18

a - Agi turai Deuv 20 T Ra Rb Rt T Rb It n 2,500 6/ 1,000

Panuatc serp aLivestock 21 T R T Rb na 7/ 7

torov Semry Rice 23 T Ra T Ra I t T Ra e 2,800 ait

7abvega r Casnne Rice 23 T Rb T Ra T Rb na 5,000 4,000

?1iippica Livestock 24 T Rb Rt na 1,475 1,70

Atghatstgi Agric redit 25 T Rb Rb Rb T b 7,180 8/ 1
geria Cocoa 26 T Rt T Rt T Rt + 8.000 18,230

'' ,nsiraaa First Irrigation 30 T RaT R Ra T Ra na 400,000 400

In smnvli-a Second Estates 31 T Rt Rn T Rb T Rb Rt e dna - estates

Fndvs rsrea Pirst Entaten 33 T Rt Rn T Rb T Rb Rt + dna - elr aes

ap Agricutural Credit 38 T 4/ T 4/ na 12,000 o,004

Pakistaft Agricultural Credit 40 T R T Rb T Rb Ra T Rn na 13,000 8/ 12,600 8!

ry t Cocoa 47 T Rb T Rt T Rb 24,600 I [,700

na -not available
dna: does not apply

1/ T: Target R; Result
Rb: Result substantially below target
Rt: Result at target
Rai: Result substantially above target
Rb Rt: Slightly below target
Rt Ra: Slightly above target
Rb Ro: No production increase

2/ a: positive
0: neutral
-: negative

3/ Not explicitly stated in PPAR but derived from available information.

4/ The actuAl shift was different from appraisal spectations and not physically conparable.
Whe t her higher produrc ion target was met could not be determined exactly.,

5/ Assumption; no reliable data available for good estimate.

6/ Fariliis were not proprerly defited-

7/ Only few ranchers, including Government ranchers were involveid.

B/ Number of loans '-d-
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or design occurring in ten. Four projects remained in the pipeline for

significant periods (three to five years) because of these differences.

3.12 In final appraisal, project design was changed in fourteen

cases. Six of them were reduced in scale; four were increased. The

changes involved either expanding or reducing a component, or adding or

deleting one. Of the six projects reduced in scale, four were to be

further reduced during implementation; those enlarged, however, were not

further increased in scope during implementation.

Implementation: Overview

3.13 While project implementation in many cases was not free from

difficulties, only two projects (Peru San Lorenzo Settlement and Iran

Ghazvin Irrigation) encountered especially serious problems leading to

the cancellation of a substantial part of the loan, (Peru: 42%; and Iran:

5%) in each case. Inadequate appraisal of some project components and

technical, managerial, political and budgetary problems afflicted the

peru project and prevented its successful completion. In Iran, there was

lack of compliance with the Bank's procedures for international competi-

tive bidding, and unwillingness to follow agreed land reform policies and

to provide budgetary allocations to one of the project agencies. 'The

Ivory Coast Cocoa Project was also not completed and 16% of the loan

cancelled; the uncompleted portion was however merged with and financed

by a follow-on project.

3.14 Changes in project design and scope continued during implementa-

tion in twenty-one cases. Some of the changes resulted from insufficient
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appraisals; others were caused by technical packages which proved inade-

quate during implementation; insufficient understanding of local socio-

economic conditions; and conflict between the project objectives and the

sector policy environment, either because this had not been originally

foreseen, or due to lack of firm understanding and agreement between the

Bank and the borrower, or because of changes introduced by the borrower.

Changes made in project design and composition in response to experience

appeared to reflect the kind of flexibility which, up to a point, is

desirable in risk-prone agricultural projects.

Iplementation: Developments at Farm Level

(i) Technical Package

3.15 The technical package devised at appraisal proved inadequate in

three cases (Benin Zou Borgou Cotton, Benin Hinvi Development, and

Paraguay Livestock). In Benin Zou Borgou, proedec.t farmers produced maize

instead of cotton: the Zou area is climatically more suited to maize

production; maize gave higher returns on labor input than cotton; there

were attractive markets for maize lin Benin and Nigeria. In addition to
A,

the inadequacy of the technical package, this case also underlines the

risks associated with single-crop projets./ Benin Hinvi Development of-

fered a rigid, intensive rotation system for annual crops as an alterna-

tive to shifting cultivation. The design was unsuited to farmer needs

due to excessively small area devoted to food crops, low yields from

commercial crops like groundnuts and cotton, and labor constraints, which

were later alleviated only when ox cultivation was promoted and a change

allowed in the rotation system. The yields of the main food crops were
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practically doubled as a result of ox cultivation. In 7 Paraguay Livestock,

difficulties were encountered in introducing tropical legume pastures

because of low profitability as compared to improved grass pastures.

Poor drainage of pasture lands, lack of phosphorous and other mineral

elements and high cost of improvements through phosphate fertilization

caused maintenance problems, and led to legumes being pushed back by

competing grasses within a few years after establishment.

(ii) Policy Environment and Price Incentives

3.16 Price incentives were major determinants of farmer participation

and project success. Poor economic returns normally accompanied dis-

torted commodity prices at the farmer level andBenin Zou Borgou Cotton,

in addition to adverse climatic conditions, suffered from unfavorable

pricing policies; cotton producer prices were fixed while maize prices on

the free market roughly tripled as a result of growing demand; in Benin

and neighboring Nigeria. Apparently, the benefits from higher producer

prices had not been properly analyzed, although price trends could have

been recognized in mid-term during project implementation. Other projects

in Africa dealing with annual export crops are also known to have faced

increased competition from maize in the mid-1970s. In Niger Agricultural

Credit farmers preferred to sell their products outside the country in

response to low domestic prices fixed by the government.

3.17 In Benin Hinvi Development, the official price for palm oil

was kept as low as possible because of the government's fear that higher

consumer prices would lead to a demand for increased salaries by govern-

ment employees. Despite a recent increase, this price is still below
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that of the free market, resulting in fruit theft, in a low and decreas-

ing throughput for the oil mill, pnd in loan repayment problems for the

cooperatives. In Sierra Leone, control of purchase prices for rice and

palm fruit, at 50% and 62% respectively of free local market prices,

seriously affected production. Only coffee and cocoa prices have re-

cently been increased to more nearly reflect world market conditions. In

'-Senegal Casamance, the low price fixed by the government was a major

constraint to development of rice as a cash crop. Despite good perfor-

mance in growing rice, little of total paddy production was -marketed

through official channels. The Bank endorsed a farm gate price that was

even below the levels fixed by government so that cooperatives could make

higher profits, thereby hoping to strengthen their position.

3.18 The three projects with the highest returns in this group

(Korea Agricultural Credit, Pakistan Agricultural Credit and Ivory Coast

Cocoa) illustrate similar issues; what distinguishes them from those

mentioned above is that they experienced substantial changes from ap-

praisal design in response to the farmers' perception of what would be

more advantageous economically. In Korea Agricultural Credit, appraisal

models showed apple orchard investment among the least profitable of all

subcomponents; it turned out to be highly profitable and increased

project funds were reallocated to apple production. At appraisal of

'Pakistan Agricultural Credit the Bank emphasized the complementarity of

water and power on farms; project benefits assumed adequate and timely

supply of both. This was however not made a condition of lending. In
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the event, the demand for tubewell loans was less than expected and that

for tractors more, leading to substantial reallocation of funds between

the two. In Ivory Coast, farmers used fertilizers meant for young cocoa

to treat mature plants because they received more immediate benefits

through higher yields from already producing trees. Despite this shift,

however, the young cocoa trees planted under the project are expected to

achieve their originally projected yield.

(iii) Local Constraints and Social Structures

3.19 Labor availability and requirements were not properly analyzed

in four projects and labor constraints not foreseen. The Sierra Leone

Agricultural Development appraisal assumed that adequate farm labor

would be available, while in fact it was not. The project suffered from

labor shortages resulting in delays in planting and cultivation, which,

together with low prices, were the main reasons for reducing rice acreage.

In Benin Hinvi Development, serious labor constraints faced by food crop

rotation were only removed by introducing ox cultivation. For Gameroon

Semry-Rice, the opportunity cost of family labor was assumed to be zero.

The audit found that there was no excess farm labor available for project

activities, and labor shortages during transplanting and weeding conti-

nued to plague the project despite the provision of mechanical plowing

services. In'Senegal Casamance Rice, similarly, the audit found that the

underutilization of project rice mills was not caused by abundant farm

labor for traditional milling but by unattractive government prices for

paddy delivered to the mills.
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3.20 Lack of knowledge of local conditions also led to the neglect

of the role of women in farming, marketing and decision making in the

above four projects. Women play a key role in food crop production, in

processing cash crops and in determining whether a food crop would be

used for subsistence or for sale. High levels of production, processing

and marketing could not be achieved without full support from women.

Implementation: Developments Beyond the Farm

(i) Weather and Ecology

3.21 Drought had a negative effect on production in three West

African projects,(Niger Agricultural Credit, Benin Zou Borgou Cotton,

Benin Hinvi Development). Widespread deforestation in the Colombia

Caqueta settlement area, and in areas adjacent to it, has caused serious

ecological problems, including erosion, increased flooding and siltation

of previously navigable rivers. The proposed forest reserve could not be

established under the project, thus eliminating a protective element.

(ii) Agro-Industrial Components

3.22 Inadequate preparation and appraisal of agro-industrial compo-

nents appear to have been the main reason for their weak performance. In

enin Zon Borgou Cotton and HinviDevelopment, plant sites were not

properly investigated, leading to increased costs of providing sufficient

water. No detailed studies were available at the time of appraisal for a

plywood factory elalaysiadJengka Forestry) resulting in a design unsuit-

able for tropical wood requirements. Inadequate preparation and appraisal

resulted in unsatisfactory design and factory capacities in some projects,

and in substantial constriction delays and cost overruns as in Indonesia
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Second Estates (oil mill component: 254% cost overrun). None of the

three slaughter houses under the Philippines Livestock Project were ever

constructed because it was found during implementation that smaller ones

would be more economical; in Malaysia Jengka Forestry, a project sawmill

was closed down due to financial losses; palm oil mills and rubber

processing plants were constructed under tudonesia First and Second

\Estates only after major changes from project design.

Implementation: Developments at Project Level

(i) Costs

3.23 Sixteen of the twenty-six projects, for which information

is available, were completed without cost overruns or with overruns of

less than 10%; five were in the range of 10-50%; and five exceeded 50%.

Inflation and underestimation of unit costs at appraisal affected most

projects with cost overruns. Other reasons included problems and delays

in implementation which aggravated the effects of inflation, and changes

in project scope.

3.24 Three out of five projects with the largest overruns were in

Indonesia. Indonesia First Irrigation (overrun of over 500%) was affected

by inadequate appraisal, underestimation of rehabilitation costs, subse-

quent increase in project size, and rising costs fueled by inflation.

Indonesia First and Second Estates (80% and 134% overrun, respectively)

also underwent substantial changes during implementation. The rubber

component of the first was reduced while the oil palm planting program

was greatly expanded. The costs of oil mills in the second were under-

estimated, and it was decided to provide capacities above the appraisal
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estimates in the rehabilitated processing facilities., Peru San Lorenzo

(about 100% overrun) was afflicted' by a host of problems and was delayed

eight years beyond the expected completion date. The project scope had

to be reduced and adjusted to compensate for unrealistic estimates and

inadequate preparation and to keep down costs. Physical achievements

were about 30% below appraisal expectations, and 42% of the Bank loan was

finally canceled. The original costs of Nigeria Cocoa (54% overrun) were

underestimated and the project was also affected by inflation; its scope

was however not reduced.

3.25 Projects were reduced in scope in an effort to stay within

the original cost estimates, not always with success. A few others were

expanded in scope. What seems to have been important therefore is

not the cost picture as such but the reasons for changes in costs and

whether increased costs were associated with improvements in project

design and a larger achievement. Increased and unforeseen expenditures,

however, have to be financed by the borrowers themselves and they impose

strains on their budgetary resources. In certain cases they also set up

vicious cycles of cost overruns leading to budgetary constraints and

delayed allocations, causing, in turn, delays in project implementation

and further cost increases.

(ii) Timing

3.26 Fifteen of the twenty-six projects for which information is

available were delayed during implementation; six were completed on

schedule; five were completed ahead of time. Eight projects suffered

serious delays of 50% or more against the originally planned schedule.
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These were Indonesia Second Estates (50%), Indonesia First Irrigation

Rehabilitation (52%), Bangladesh Irrigation Engineering (55%), Colombia

Caqueta Land Colonization (56%), Jamaica First Agricultural Credit (57%),

Pakistan Third Agricultural Credit (60%), Benin Zou Borgou Cotton (72%)

and Peru San Lorenzo Irrigation (340%). While the proportion of projects

that took longer to complete than expected at appraisal is close to that

observed in last year's Review, delays to individual projects in this

group are considerably higher.

3.27 Peru San Lorenzo was affected by a series of major problems, a

number of them arising from deficient project appraisal and design. The

loan became effective in 1965 but had to be renegotiated in 1968 because

of technical and budgetary problems not foreseen at appraisal. There was

serious overestimation of water availability and inadequate review of

soil characteristics at appraisal. Drainage works were designed without

the benefits of a major study; they were ill defined and implemented

without having been adequately reviewed by the Bank . Similar overopti-

mism characterized the assumptions concerning institutional and socio-

political determinants in Peru. There were problems with water alloca-

tion,btween an Lorenzo and Lower, Piura, with project management,

and with the procurement of machinery and equipment. Serious delays took

place in effecting technical assistance and major studies, apparently

because project management and the government had been unprepared for

these components. Finally, the greatly extended time schedule meant that

basic technical and socio-political assumptions had changed during

project implementation; this called for a reevaluation of the project
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which was not undertaken, and supervision was unable to cope with the

basic errors of appraisal or fun4amental changes occurring during

implementation.

3.28 In Benin Zou Borgou9 changes in government and difficult

institutional issues had caused delay in project identification and

preparation; these issues, together with institutional changes made

during appraisal, resulted in protracted negotiations and delay in the

credit becoming effective. Institutional problems however persisted and

were compounded by the conflict between project objectives and sector

policies mentioned earlier (para. 3.16). Problems with the procurement

and distribution of farm inputs contributed to project failure and poor

management led to delays in disbursements.

3.29 The Pakistan Third Agricultural Credit was closed nearly

four years after the originally visualized date. Major causes of delay

were exogenous - two foreign exchange adjustments, the Indo-Pakistan war,

tractor suppliers' delivery problems - while some were internal. The

project was hurriedly put together without sufficient attention to the

many policies and institutional issues that had already emerged in

implementing the first and second projects. In response to the higher

demand for tractors, funds were shifted to lending for tractors and, in

the absence of renewed analysis of the farmers' behavior, this meant

abandoning the appraisal design in the interests of accelerated disburse-

ments. The complementarity of water and power use needed to be much

better understood and promoted; although this point was noted at ap-

praisal, it was not followed up during implementation. The project
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entered the Bank's problem projects list in 1971 and remained there until

the credit was closed, longer thart any other project.

3.30 The Jamaica First Agricultural Credit project started slowly

due to the unfamiliarity of the program in the farming community.

Initial measures taken by the government to provide investment incentives

had little effect because no regulations were established for their

implementation; it was only after tax exemptions and other measures were

introduced and some controlled product prices adjusted to a more

realistic level that loan applications picked up. There was a shift in

demand from that originally visualized, requiring repeated reallocation

of funds and consequent delays.

3.31 In Colombia Caqueta Land Colonization, the Bank underestimated

the technical and managerial difficulties of implementing such a project

in a remote area. Halfway through the investment period planned for the

project, only 20% of the expected number of subloans had been made and

only 16% of the roads and 13% of the number of schools were completed.

Factors influencing the timing of project implementation included

deficiencies in appraisal, unexpected administrative and environmental

difficulties, and unexpected cost increases in project investments.

Difficulties were also caused by the high rainfall, unstable soils and

shortages of construction materials, technical and managerial inade-

quacies of contractors and their field supervisors, and by procurement

deficiencies.

3.32 The genesis of delays in the -Bangladesh Irrigation Engineering

project probably lay once again in the preparation and design of the
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project. There was a reluctance on the part of the government to the

inclusion of certain project components, changes were made by the Bank in

its approach to irrigation operations in Bangladesh, and the consultants

expressed some unwillingness to agree to these changes. In addition,

government officials were at the time preoccupied with internal reor-

ganization and the establishment of new institutions, and there was some

lack of initiative and administrative efficiency at various levels in the

Bangladesh Water Development Board which was responsible for the project.

3.33 Major problems were encountered in the first three years of

implementing the Indonesia First Irrigation project, These problems in-

cluded lack of familiarity on the part of the executing agency QROSIDA)

and the consultants with Bank procurement and contract procedures, delays

in clearance of imported goods through customs, the rapid expansion of

PROSIDA's program, fully extending its staff resources, and late releases

of government funds aggravated by increases in cost. Indonesia First and

Second Estates projects both had a slow start due to slow progress in

appointing management and recruiting expatriate staff. Implementation

was further delayed upon unanticipated financial distress of two rubber

groups, resulting in the deferment of the plantation program, a cutback

from the planned fertilization levels of immature stands, and recourse to

forced tapping. Technical failures in both rubber and oil palm develop-

ment in 1970-71, the deterioration of the financial position of one of

the estates, and poor management resulted in both projects being rated by

the Bank as problem projects for some years.
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3.34 Six projects were completed by the expected date and five

in less time (an average 20% lessX than estimated. Ten of these eleven

projects were however reduced in scope during implementation. First

projects in various sub-sectors performed better than average. Rural

development projects as a group performed well in respect of their

completion time; two-thirds of them were completed at or within the

original time schedule as against two-fifths for the entire group.

3.35 As with the group of projects reviewed last year, no clear

statistical association is evident between delays in project implementa-

tion and the rates of return.

Implementation: Supervision

3.36 The supervision experience with these projects has been mixed.

Audit reports note the useful advisory function performed by Bank

missions in some cases and highlight the technical assistance provided in

the course of supervision. On the other hand, deficiencies in super-

vision noted in earlier Reviews appear to have persisted; there was lack

of staff continuity and balance in the expertise represented on super-

vision missions, the timing of the missions has not been optimal in

relation to the emergence of problems, the focus of the mission's concern

in some cases appears to have been misplaced, and there has been insuf-

ficient follow up on certain project components.

3.37 It would be unrealistic to expect supervision to correct major

deficiencies of project preparation and design. Some cases of failure to

achieve major project objectives in the present group could not have been

rescued by improved supervision; there are however other projects where
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problems could have been mitigated and project results improved by a

strong supervision effort.

3.38 Time spent in the field supervising projects ranged from around

four manweeks in the case-of Bangladesh Irrigation Engineering and

Pakistan Flood Rehabilitation - both-of them projects with special

characteristics - to fifty-three manweeks for'Peru San Lorenzo Settle-

ment, The average time devoted to field supervision was about twenty-

seven manweeks and an average project remained under supervision for just

over five years. The review tends to show a connection between the

quality of supervision, as distinct from sheer manpower input, and

project performance. Projects from the two ends of the spectrum - those

that were successful and those that failed - would help illustrate this

point.

3.39 In twelve of the twenty-eight projects, supervision was good on

balance, although certain aspects of supervision in five of these could

have been better. In the Dominican Republic Livestock Project (audit

estimated ROR: 13%) supervision was regular and its frequency adequate.

An excellent working relationship developed between Bank supervision

staff and the implementing agency; according to the latter, without the

Bank's efficient assistance and competent advice, the technology transfer

realized under the project would not have been possible.

3.40 Colombia Caqueta Land Colonization was one of the Bank's first

efforts in integrated rural development; while the project as completed

is substantially smaller than originally planned, the revised goals were

met under especially trying circumstances. Regular and good quality
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supervision played an important role in ensuring this successful outcome.

In Malaysia Jengka Settlement, the Bank was dealing with a strong imple-

menting agency and the supervision design responded to this fact: for

most of the life of the project supervision missions were widely spaced

and criticism was focused on only a few issues.

3.41 4he Indonesia First Irrigation Rehabilitation project (audit

estimated ROR: 30%) was appraised without the benefit of the usual

preparatory engineering or feasibility studies. It therefore called for

special care and close and efficient supervision during implementation.

The project served as a laboratory for adapting engineering design to

local conditions, for the training of design, construction supervision,

and operational maintenance staffs, and for institutional development.

The project was highly successful in achieving its objectives. Ther

Resident Mission staff played an important role in supervision and

appropriate attention was given to the provision of agricultural support

services and inputs for efficient paddy production. The special advanta-

ges of supervision by Resident 14ission Bank staff were also apparent in

the Indonesia First and Second Estates projects (audit estimated ROR:

17-53%). Conditions for project implementation were difficult from the

beginning. Yet, Bank supervision was instrumental in persuading local

officials of the need for improving technical standards and for stream-

lining management. The Resident fission served as a bridge for contacts

among government agencies and was responsible for expediting measures

conducive to reaching project objectives.

3.42 Niger Agricultural Credit, on the other hand, suffered from a

lack of support from all parties involved. The Bank was ambivalent about
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supporting the project from the very beginning, and was instrumental in

having its scope reduced at appraipal. Project implementation ran up

against low product prices fixed by the government and the latter's

failure to give the project adequate institutional support. Bank super-

vision missions were irregular and of insufficient frequency; the Bank's

original concern for the role of farmer groups seems to have received

little attention and supervision reports make hardly any reference to the

success or failure of the cooperatives. Poor climatic conditions contri-

buted to these factors and the project offered a negative rate of return

at audit.

3.43 Benin Zou-Borgou'potton project also had a negative rate of

return and failed to reach its main objective of increasing seed cotton

production. Broader factors, over which the Bank had little control,

contributed to this failure. Since organizational problems had already

surfaced at the project's beginning, Bank supervision during implementa-

tion concentrated on institutional isues to the relative neglect of

agricultural problems. Also, while a regular schedule of supervision was

maintained, there was a lack of continuity of personnel.

3.44 Korea Dairy Beef Development and Iran Chazvin Development

(negative and zero rate of return, respectively) illustrate another

aspect of the problem. Both were complex projects, and Iran Qhazvin was

particularly risk-prone and innovative. The-Korea project had many

aspects which called for attention before and during project implementa-

tion and it became difficult for the Bank to attend sufficiently to all
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of them. Supervision called particularly for staff continuity at transi-

tion points in the project cyclet he use of various specialists, and the

intensive review of one or more important project aspects by specific

supervision missions. The project had farm and processing components;

while changes were made in the latter during implementation the Bank was

not adequately equipped to advise and its first agricultural processing

specialist was not appointed until 1972. The project continued to be

supervised by livestock specialists.

3.45 The Iran Ghazvi project underscores the consequences of

attempting to introduce sophisticated farm technology to rural popula-

tions not yet ready to accept such innovations. The introduction of

high-level technology created severe farmer dependency on project

agencies. The Bank was not sufficiently thorough in its analysis of

the reasons for the shortfall in water supply, and its supervision

reporting on the performance of innovative project components including

training, extension and monitoring and evaluation was limited. Two

supervision missions complained about the lack of farmer participation in

running project affairs but no corrective measures were recommended. The

implementing agency's efforts to improve farmer participation apparently

received only limited Bank guidance. While the impact on farm incomes in

the project seemed satisfactory at audit, insufficient technical assist-

ance limited the project accomplishments, and there has been progressive

disengagement of the project agencies from their original role of train-

ing and assisting farmers.
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3.46 Finally, Peru San Lorenzo Settlement project illustrates yet

another kind of supervision experience. The Bank recognized fairly early

the special problems of this project. As a result, the loan was renego-

tiated, but not supported by a full reappraisal to ensure that the

revised technical, social and economic feasibility was acceptable. The

revised project scope introduced changes which were never evaluated to

reestablish their relationship with project objectives. The project is

estimated to have consumed 250 manweeks of supervision time. Yet, the

problems faced by the project lay more at the sector or national level;

normal supervision procedures, further hampered by lack of staff conti-

nuity, were unable to cope with these problems.

Project Results: Overview

3.47 Project results are summarized in the table below. The

projects are listed in an ascending order of the reestimated economic

rate of return at audit. A brief discussion of project results in terms

of production, economic returns, beneficiaries reached, employment and

income effects, and institutional developments follows the table.
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TABLE 2: See Master.

K. ~ '
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Project Results: Production

3.48 On the basis of available information, ten projects came close

to or surpassed their production targets; in fifteen projects production

increases at audit were substantially below targets; in two of them

(Niger Agricultural Credit and Benin Zou Borgou Cotton) production did

not increase at all. In respect of the remaining project (Korea Agri-

cultural Credit information on production is not available, while

Bangladesh Irrigation Engineering and Pakistan Flood Rehabilitation had

no direct production objectives. Increased production came mainly from

expansion of areas or herds in twenty of the twenty-five projects, from

higher yields in twenty-one, and from more intensive cropping patterns

in six. A shift to higher value crops was a target in-Korea Agri-

cultural Credit, and it was broadly met; there was also a spontaneous

shift to higher value crops in three other projects.

3.49 In eameroon Semry Rice, paddy production substantially exceeded

appraisal estimates and production at full development is now expected to

reach twice the amount originally estimated. Reasons include a much

larger area available for cultivation, extension of on-farm works to the

entire project area, higher yields made possible by the general accept-

ance of transplanting instead of broadcasting, and the larger area now

expected to be double cropped. A noteworthy feature was the approach

of Semry management in successfully persuading the farmers to adopt new

planting techniques. In Nigeria Cocoa project, similarly, the planting

program was carried out to high technical standards and appraisal targets

for production were readily achieved. The project combines expansion of
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area and higher yields. The environment of success included full support

of government, an enterprising farmer population, well-qualified and

enthusiastic project staff, and a dependable institutional infrastruc-

ture. Production increases in Indonesia First Irrigation Project also

came from a combination of expansion of area, higher yields and more

intensive cropping. Yield increases significantly greater than those

estimated at appraisal and a boom in world market rice prices more than

offset cost overruns in the project, giving a highly satisfactory eco-

nomic rate of return. Sierra Leone Agricultural Development also

combined area and yield increases. Swamp rice planting targets have been

exceeded and rice yields were in line with appraisal estimates; cocoa and

oil palm plantings exceeded appraisal targets. The project could serve

as a model on how to achieve quick and highly satisfactory results in the

rural sector.

3.50 Of the fifteen projects in which production increases were

either substantially below appraisal targets or did not take place at

all, eleven offered yields below appraisal estimates, eleven had smaller

area increases than anticipated, and three had lower cropping intensity.

Of the projects which fell short of production objectives, Niger Agri-

cultural Credityis one of the major disappointmentA. The project

failed because appraisal objectives were too optimistic, government

pricing policies were inappropriate, institutions involved did not

perform as expected, and drought affected production in three out

of the seven project years (para. 3.42). Among other projects which

failed to achieve their production targets and offered poor reestimates
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of return at audit were Benin Zou Borgou Cotton, Malaysia Jengka

'Forestry, Korea Dairy Beef, Iran Ghazvin Irrigation and Benin Hinvi

Development.

3.51 Benin Zou Borgou/failed in reaching its production objectives

mainly due to changes in government, frequent policy revisions, and

organizational disruptions (para. 3.43). There were also however other

factors that should have received more attention during project prepara-

tion and appraisal, but did not. Organizational problems were already

evident at the project's inception and continued to affect its imple-

mentation. There was a failure to evaluate more closely the competitive

position of maize as against cotton, and the project illustrates the

inappropriateness of promoting a single annual cash crop for export or

for domestic markets in Africa without considering adequately the flexi-

bility allowed to the farmers by annual crops; project design would have

gained if it had made provision for such flexibility. As it was, the

design made no allowances for farmers to follow market trends and adjust

their cropping patterns to demands.

3.52 In Malaysia Jengka Forestry, logging yields and plywood conver-

sion rates emerged in line with appraisal expectations. Production,

however, fell short because log extraction rate was only 78% and the

capacity of plywood production only 75% of appraisal targets. Other

causes contributing to project failure included inadequate cooperation

between state and federal authorities, an attempt to encompass too many

objectives simultaneously, poor management and technical assistance, poor

marketing arrangements, and deficiencies in the original design of the
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factory. The situation started badly and got worse, underlining the

limits to effective intervention y supervision in a situation of stress.

3.53 Korea Dairy Beef Development project (para. 3.44) was another

example of an overambitious project design not properly integrated into

its contextual situation and with a number of components that failed to

move along in a coordinated fashion. The pasture establishment program

got ahead of heifer distribution at first, but the pastures degenerated

and most project farmers still stall feed. Herd growth and milk produc-

tion moved ahead of plant construction. Original plans for plant

location and product line were upset by unexpected policy shifts.

Technical assistance provided to project farmers was good but not always

timely, and the training received by technicians and farmers varied

considerably. While administered prices have ensured good financial

returns for farmers, 95% of whom were relatively small farmers, the

project offered a negative rate of return estimate at audit, although

this could improve in the future.

3.54 The results of the Iran Ghazvin Development project are in many

ways paradoxical. It has been a striking success in some ways and a

failure in others (para. 3.45). There has been large scale modernization

of the rural water supply system, cultivation standards in project fields

at audit were very good, the area cultivated and the cropping intensity

were relatively satisfactory, field crop programs, poultry production and

sheep breeding are doing well, and net income from agriculture rose

significantly for a large number of land reform beneficiaries. On the

other hand, the project suffered from inadequate water supplies that were
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overestimated at appraisal, and from the borrower's inadequate financial

support of the project agencies. The value of incremental production was

expected at audit to reach only about 25% of the appraisal target and the

rate of return was reestimated at somewhere around zero percent because

of the considerable costs involved in achieving the results and heavy

delays in project implementation.

3.55 The Banin Hinvi Agricultural project was undertaken in aware-

ness of the risks involved and because it was considered that better

investment opportunities in the agriculture sector of the country were

not then available. In the event, excellent performance in planting and

satisfactory levels of maintenance were achieved in both oil palm and

maize and the functioning of the oil mill was satisfactory. Overall

production has been however very much below estimates as a result mainly

of low rainfall.

Project Results: Economic Returns and Price Effects

3.56 As noted in last year's review, the economic return on any

proposed project is derived from estimates of future costs and benefits.

The recalculation at audit is also an estimate, although the basis for

calculation takes account of more recent data and of the project experi-

ence. Prices frequently play an important part in fluctuating estimates,

and the actual economic return cannot be calculated until after a project

has completed its life.

3.57 As a group, these projects come out better in their economic

expectations than the group reviewed last year and much better than that

reviewed two years ago. The economic rate of return estimates at audit
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average 18% compared to 14% and 13% for projects reviewed the last two

years. The larger projects, in terms of investment expenditures, yielded

higher return estimates than the smaller ones; the weighted average of

the audit estimates is thus 23% as against 15% in the Third and Fourth

Reviews. The audit reestimates were at or above the original estimates

for half the number of projects, and below for the other half; they

are significantly above 10% (up to 47%) for twenty of the twenty-six

projects for which reestimates were made, accounting for 82% of the loans

and credits and 85% of the total project expenditures. Twelve projects

were expected at audit to achieve high rates of return of 20% and above;

this is an unusually high proportion for this level of return and twice

as high as that of last year.

3.58 Six projects were estimated to yield rates of return below 10%

(Niger Agricultural Credit, Benin Zou Borgou Cotton, Malaysia Jengka

Forestry, Korea Dairy Beef Development, Iran Ghazvin Irrigation and Benin

Utnvi Development); one of these registered 5%, one showed a zero rate of

return, and four were negative. This is the first time since the Bank

evaluation system was initiated that negative reestimates of rates of

return have shown up for agricultural projects. The Korea project was

not clearly unsatisfactory; project activities were properly carried out

and proved profitable for participating farmers; this was however ob-

tained at subsidized prices and the economic rate of return at completion

at international prices was negative.

3.59 It is noteworthy that the audit rate of return estimates

exhibit an unusually wide spread. The twenty-six projects are distri-

buted evenly over a wide range, with seven of this year's group returning

medium-range estimates between 10-20%.
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3.60 In terms of types, tree crop projects and projects with tree

crop components in other projects appear to have been the most successful.

They show an average audit rate of return of 26% and include three of the

six most successful projects in the entire group. The four irrigation

projects performed well (average audit ERR of 19%), as did the eight

livestock projects and two settlement projects (average ERR reestimates

of 15% and 16%, respectively). Two of the negative rates of return occur

in annual cropping projects (Benin Zou Borgou and Niger Agricultural

Credit), one in forestry,(Malaysia Jengka), and one in dairy beef

development. (Korea).

3.61 For projects with an audit reestimate of rate of return of 13%

and below, production was substantially below appraisal targets; no

corelation was however noticed between returns above 13% and the achieve-

ment of physical production targets.

3.62 Price increases - costs and benefits - had favorable effects on

the audit rate of return in ten of the sixteen projects for which infor-

mation was available. The shortfall in physical production in seven of

these ten was more than compensated by price increases in six; these six

projects are now estimated to achieve economic rates of return higher

than anticipated at appraisal. For two projects the price effect on

returns appears to have been neutral, and for the remaining four price

effects are likely to be negative (see Table 2).

Project Results: Beneficiaries, Employment and Income

3.63 A total of about 650,000 farm families, or about three million

rural poor, were expected to benefit from the projects (para. 3.08). On

the basis of information available, it is estimated that 80% of this
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number was probably reached. These data are not unassailable and make

two major assumptions: first, that the highly successful Indonesia First

Irrigation project did reach the targeted 400,000 farm families and,

second, that the Niger)Agricultural project, which has been adjudged a

failure, did not benefit the full 100,000 intended farm families.

3.64 Excluding the above two projects, beneficiaries reached, as

percentage of the target number, are much the same for the entire group

of twenty-three projects aimed at reaching individual farmers. The

number of farm families reached by the twenty-one projects were estimated

at audit at 115,000, or about 77% of the targeted 150,000. In six of the

projects the target number of farm families was exceeded. The average

number of farm families reached per project was about 22,000 for all

twenty-three projects and 5,500 for the twenty-one projects, excluding

the two large ones, as compared to 28,300 and 7,150 projected at ap-

praisal. Inflation appeared to be the main reason for the shortfall,

compelling projects to reduce activities and hence reach fewer farm

families.

3.65 Information on employment effects is available for fifteen

projects; good information on four projects, and less good on eleven.

Quantitative data on the four projects show 1,000 jobs created in

Malaysia Jengka Forestry, another 1,000 in Jamaica Agricultural Credit,

100 in Dominican Republic Livestock and 6,500 in -Peru San Lorenzo Settle-

ment For the last three projects mentioned the jobs were for others

than direct project beneficiaries. Of the eleven projects with less good

information, nine are believed to have increased farm employment oppor-

tunities: significantly in Indonesia First Irrigation; somewhat in
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Malaysia Jengka Settlement, and in the Afghanistan and Pakistan agri-

cultural credits. Lending for trqctors in the Pakistan project led to

displacement of tenants, but also created new employment; including the

employment generated by tubewell investments, the project is believed to

have, on balance, created additional employment. In five projects,

employment creation contributed to labor shortages.(Iran Ghazvin, Benin

lHinvi, Sierra Leone Agricultural Development, Cameroon Semry Rice and

Senegal Casamance Rice). Two projects (Indonesid First and Second

'Estates) were confronted with oversized labor forces and reduced employ-

ment opportunities, although, in view of the rural unemployment, hand

weeding was used instead of chemical weeding. Thirteen projects for

which no information on employment effects was available at audit

included five livestock projects, two tree crop projects, two credit

projects, one annual crop and one settlement project, and the two non-

production projects.

3.66 Field information on income is available for seventeen projects,

and in all of them post-project incomes at audit were estimated to be

larger than pre-project ones. For thirteen projects where a comparison

was made with appraisal, expectations were exceeded in four -(Sierra Leone

Agricultural Development where a smallholder's net income from rice at

full development was estimated at US$375 in constant 1977 dollars;

Cameroon Semry Rice which was expected to have tripled net farmer incomes;

Nigeria Cocoa and Pakistan Agricultural Credit). Appraisal expectations

were, on balance, achieved in five projectsg net incomes of sub-borrowers

inicreased little in Colombia Caqueta Settlement and Dominican Republic
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Livestock; they were expected to reach three times above the poverty line

in Malaysia Jengka Settlement; and to reach projected levels in Senegal

Casamance Rice and Afghanistan Agricultural Credit. On the other hand,

estimated incomes were expected to be below appraisal expectations in

Korea Dairy Beef Development - although above expectations for larger

farmers; in Iran Ghazvin Irrigation where farmers' net incomes were

expected to double even though staying below target expectations; in

Jamaica Agricultural Credit; and in Paraguay Livestock

3.67 In four projects, farmers' incomes were not compared with

appraisal expectations but were estimated as highly satisfactory. These

projects included Peru San Lorenzo Settlement where the farmers' average

gross income of US$2,500 equivalent at audit is high by rural Peruvian

standards; Thilippines Livestock in which estimated profits on pig and

poultry investments, accounting for 94% of loan funds, appeared highly

satisfactory; Korea Agricultural Credit,; and Benin Hinvi Development.

3.68 Of the eleven projects for which no information on income

effects was available to audit, there was secondary evidence of expected

income increases having taken place in three projects: Indonesia First

Irrigation project-which showed substantial production increases by

smallholders; Ivory Coast Cocoa in which the prospects for meeting

appraisal targets appeared very favorable; and Papua New Guinea 
Live-

stock. Farm income probably did not increase as expected in -Niger

Agricultural Credit, Benin Zou Borgou Cotton and Honduras Livestock,

while no family farms were involved in the remaining five.
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Project Results: Institutional

3.69 Institutional arrangements for project implementation worked

satisfactorily in most cases and, as in the groups reviewed in the last

two years, most so in projects carried out by experienced institutions.

Existing government organizations implemented four of the six projects

which showed the highest estimated rates of return at audit, and four

of the seven in which the returns were expected to be satisfactory.

3.70 Outstanding institutional performance was observed in six

projects, and institutional improvements included in the projects were

properly carried out in most cases. Moderate to severe institutional

problems were noted in ten projects. Financial problems were by far the

most pervasive, affecting Benin Zou Borgou Cotton (weak financial manage-

ment); Malaysia Jengka Forestry and Korea Dairy Beef (project agencies

financial situation deteriorated during implementation); Iran Ghazvin

Irrigation (insufficient budgetary allocations to one of the two project

agencies); and Paraguay Livestock (executing agency not given financial

responsibility for the project). Inadequate commitment by either the

government or a major sponsoring agency hampered the implementation of

Niger Agricultural Credit, Iran Ghazvin Irrigation and Dominican Republic

hivestock. -Benin Zou Borgou and Malaysia Forestry were poorly managed

during most of the implementation period; poor original design and

institutional rivalry affected the success of Paraguay Livestock and

Sierra Leone Agricultural Development. Problems with managing consultants

or expatriates were encountered in three projects; staffing problems

affected two; and the quality of extension staff, one. Unimpressive

performance of the technical unit under Pakistan Agricultural Credit,

resulted in the agreed system for subloan appraisal being abandoned.
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3.71 Institutional problems were clearly associated with poor

project performance, further highlighting the importance of institutional

arrangements. Each of the five projects with a zero or negative rate of

return suffered from institutional deficiencies. On the other hand, of

twenty projects with rates of return above 10%, only five experienced any

major institutional problem and in only two cases did those problems have

a significant impact during implementation.

3.72 The projects reviewed this year provide some insight on the

strengths and weaknesses of new project units as compared with estab-

lished ones. In several cases (eru San Lorenzo, Sierra Leone Agri-

cUltural Development and Nigeria Cocoa) an autonomous project unit was

probably the best arrangement to successfully carry out the physical

development of the project, ensuring, in turn, a satisfactory rate of

return. In Sierra Leone, the project unit also succeeded in protecting

project autonomy and in safeguarding appraisal objectives during a period

when the government's development emphasis shifted to other regions.

-NigeriaA Cocoa project was successfully managed by a project unit with a

core of highly qualified staff and strong institutional and government

support. The agency created to implement Indonesia First Irrigation, is

reputedly among the most effective that the Bank has dealt with in that

field; Korea Dairy Beef was successfully implemented by the agency in

charge; and the executing agency for Senegal Casamance Rice performed

remarkably well.

3.73 Overall, however, projects implemented by new organizations,

whether new agencies or project units, showed less good results than
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those involving experienced agencies. They also accounted for most of

the institutional problems that o9curred; of ten projects with problems

eight were wholly or in most part implemented by new 
agencies. Problems

that are peculiar to new units include institutional isolation which

leads to precarious existence and reduced effectiveness, a theme also

touched upon in last year's Review. Peru San Lorenzo/Settlement project,

for instance, was implemented by an independent unit under the direct

control of the Office of the President, with operational autonomy and

funds. The arrangement resulted in fast implementation and-good impact,

particularly in the two years before the Bank loan was made, but made the

project vulnerable to personalities as well as to patronage, both of them

transient factors. Project management encountered political hostility

and lack of continuity in key staff positions; eventually, project

implementation had to be transferred to the Ministry 
of Agriculture. A

similar problem was encountered in Sierra LeoneAgricultural Development

aggravated in this case by dependency on expatriate staff; when such

staff departed, the weakness of the project authority became apparent and

the efficiency of the organization declined. The technical advisory unit

for PakistanAgricultural Credit suffered from isolation; and the project

unit in -Paraguay Livestock was caught in the rivalry between the two main

project-sponsoring agencies. In eight projects coordinating committees

were established; in seven of the eight, these committees proved worth-

less in practice and had little impact on project implementation.

3.74 Sixteen projects explicitly or implicitly provided for training.

In contrast with the findings of the Fourth Annual Review but in line
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with those of the Third, most training components were successfully

implemented. Minor problems occurred in two projects: in iKorea Dairy

Beef; the lack of systematic approach resulted in substantial variations

in the amount and quality of training imparted; in lvpry Coast Cocoa, a

rigorous training program gave extension workers a sound requisite

knowledge but did not provide for training of credit officers, ac-

countants, and middle level management personnel for which a crucial need

existed. In two cases (Jamaica Agricultural Credit and Afghanistan

Agricultural Credit), expatriate consultants were not able to provide

on-the-job training because most of their time was taken up in opera-

tional tasks. Four projects provided for overseas training: this was

properly built in and put into use in two, (Papua New Guinea Livestock and

-Korea-Agricultural Credit), and not utilized in two projects<(Paraguay

Livestock and Afghanistan Agricultural Credit).

Summary Findings

(i) Delays in Project Implementation

3.75 As mentioned in para. 3.04, there has been a steady increase in

the time taken for project implementation over the groups reviewed in

the last three years. It may be useful to review the age profiles of

more recent projects to see if this trend has since been arrested, and

whether certain subsets are more prone to delay than others. Country

implementation reviews, recently introduced by the Bank, will no

doubt help in identifying any patterns of delay, and in reducing their

incidence.
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(ii) Project Design and Price Effects

3.76 The percentage of projects designed to increase production of

more than one commodity has gone up in this Review as against that of

last year. There were also more projects with processing components.

These factors appear to indicate a trend towards both integration and

diversification of project activities with two possible effects: (M)

greater opportunity to spread risks against adverse conditions and

lower chances of failure, and (ii) increased institutional complexity

and the requirement for broader expertise both in the country and in the

Bank's appraisal and supervision process. Sufficient information is not

available to permit a straightforward conclusion on whether the new

design trend resulted in better and more profitable projects. This

year's batch on average does show better economic returns than last

year's and the four worst projects were mostly single commodity ones.

There are however other factors which affected this year's overall

performance. Price increases led to increased unit costs and the reduc-

tion in physical size for a large number of projects; this, in turn,

caused nonachievement of production targets and 60% of the projects fell

short of appraisal projections. On the other hand, product price in-

creases also enhanced the value of project output. Project farmers were

thus further motivated to expand their activities, and potential bene-

ficiaries to join the projects. The projects under review were exposed

to high commodity prices for the mid-1970s for almost one additional year

as compared to last year's group; since this additional year is close to

the starting point, high product prices acquired a more than propor-

tionate weight in reestimated rates of return. As between reduction in
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project size and increase in the value of output, the overall effect was

7 positive; of every seven projects that fell short of the production

target, six still achieved higher economic returns than estimated at

appraisal. If the appraisal price projections had held, twenty-one of

the twenty-six projects for which economic rate of return estimates are

available would have offered returns at audit below those originally

anticipated. Shortcomings in project design, commented upon earlier, and

farmer participation problems would also have surfaced in a more acute

form.

(iii) Policy Environment and Farmer Participation

3.77 Actual farmer participation was about 80% of that expected at

appraisal. One general reason for the shortfall was inflation which

restricted project activities; the other was the policy environment and

producer price policies established by borrowers which ran counter to

project objectives (paras. 3.16-3.19). Pricing policies are the re-

sponsibility of the borrower. It is clearly necessary for the Bank to

reach prior understanding with the borrower on sector policies, in-

cluding pricing, where such policies are critical for the project.

Additionally, an understanding of the markets on the part of the Bank and

the borrower, and greater flexibility to react promptly to changing

markets and prices, would have avoided some of the failures encountered

in this group. As it was, the Bank in one of these cases recommended

lower farm gate prices, thereby discouraging farmer participation. The

Bank is increasingly seeking prior understanding with the borrower on

sector policies, and agreement has been reached with a number of bor-

rowers on pricing studies for subsequent discussion with the Bank.
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(iv) Institutional Choice and Development

3.78 Experience with this grq~up of projects suggests that new

agencies, particularly new project units, offer some advantages over

existing agencies in the short run but at the cost of serious disadvan-

tages in the long term. A new project unit may expedite implementation

and help obtain a high rate of return; to the extent however that project

success does not involve the participation or improvement of existing

institutions, these results may not last. Thus, continuation of project

activities after the investment period was jeopardized or affected when

the project unit was dismantled (Peru) or broke up (Nigeria) or when

the expatriates leading and manning the project unit departed without

proper replacement (&ierra Leone).. A new unit or agency may be an

effective device to implement a project if it is given sufficient

autonomy in project matters, it has the clear commitment and support of

the government and sponsoring agencies, it is designed to ultimately fit

into the regular institutional setup, and phase-out arrangements are

built in from the very beginning, in order to effect a smooth transfer of

project activities to regular government institutions.

3.79 Existing government institutions do not offer the perfect

alternative. In this group they had to be reorganized and built up with

varying degrees of success; sometimes new departments had to be estab-

lished within existing agencies. They had difficulties in finding and

retaining suitable staff, in securing counterpart financing or budgetary

allocations, and in internal and external coordination with other govern-

ment agencies. With all that, projects managed by nationals in this

group tend to show a better performance (average rate of return at audit:

20%) than those managed by expatriates (15%).



- 63 -

3.80 In various groups of projects reviewed so far, institutional

improvement has proved to be a sl9w, long-term process. In the present

group, strengthening agricultural lending capabilities in the Papua New

Guinea Development Bank, building a financially viable forestry agency in

Malaysia-Jengka project, and establishing field control in Benin Zou

Borgou Cotton took much longer than had been anticipated at appraisal.

Two cases underline the lack of planning in the longer term horizon

needed for institutional development. Paraguay Livestock in the present

group is third in line of similar projects. The two previous projects

had failed to lay a proper institutional basis, and the appraisal mission

for the third devised a new institutional solution, which also failed.

The Sierra Leone Agricultural Development project unit could not be built

to a self-sustaining level within the implementation period and its

efficiency declined after project completion.

3.81 The success stories illustrate the same point. Af-ghanistan

Agricultural Credit was conceived on the basis of a concomitant UNDP

project, with the Bank as executing agency, to build up AgBank step by

step. The process is now running through the third IDA project and the

fourth phase of the UNDP project, with a new operation of each kind in

the pipeline. In Senegal Casamance Rice and Cameroon Semry Rice second-

phase projects were required to fully develop the project units, this

requirement for extended support having been anticipated from the very

beginning and systematically put into effect.

3.82 In-service training, which was planned in six projects, is a

related issue. Such training was successfully accomplished in three
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cases, but not in the other three. In Cameroon Semry Rice and Afghanistan

Agricultural Credit a separate training officer had to be employed to

resolve the problem. In Jamaica, the planned training was not achieved

and specific provision had to be made in the following project.

3.83 The lessons of institutional approach and development in this

group are not novel and are known to the Bank. It would however bear

reiteration to say that the institutional design for any project or group

of projects must fit into the larger institutional framework of the

sector or subsector, that the instrument selected or devised for project

implementation must have full government support and provide for its

longer term absorption into the surrounding institutional framework, and

that a program of systematic training of local staff should be an essen-

tial ingredient of any effort at institutional improvement.

- (v) Supervision

3.84 The experience with supervision reviewed in paras. 3.36-3.46

once again emphasizes its role in successful project implementation.

What is noteworthy in this group is not the frequency of supervision or

the manpower input as much as its quality. This quality hinges upon the

optimal timing for supervision missions, continuity of staff, and repre-

sentation of expertise on supervision missions that responds to the

nature of emerging problems from time to time. Given the fact that the

vast majority of projects underwent changes in scope and design during

implementation, the role of knowledgeable, timely and decisive super-

vision acquires special importance. The Bank has taken steps to strength-

en supervision by providing additional manpower and by diversifying the
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available expertise. A revised Operational Manual Statement (OMS-3.50)

was issued in February, 1979. It'contains a new section on supervision

planning to make the process more cost effective, and to relate it

more closely to problems of implementation. In complex and innovative

projects, the Bank's resident mission staff have an advantage in provid-

ing close and continuous supervision that is being exploited in balance

with supervision from headquarters.

(vi) Follow-on Projects

3.85 Twenty-one of the twenty-eight projects in this group were

followed by other Bank operations. In seven cases, the follow-on project

was a replication of the one precedingN(Korea Dairy Beef, Malaysia Jengka

Settlement, Sierra Leone Agricultural Development, Cameroon Semry Rice,

Indonesia First Irrigation and Indonesia First and Second Estates); what

followed in seven other cases was the continuation of the reviewed

projecty(Jamaica Agricultural Credit, Colombia Caqueta Settlement,

Honduras Livestock, Senegal Casamance Rice, Philippines Livestock,

Nigeria Cocoa and Korea Agricultural Credit). In yet another group of

seven, different though related projects were undertaken: Benin Zou

4orgou Cotton, was followed by a technical assistance project of interim

nature; the follow-on to Paraguay Livestock reflects the change in Bank

policy and provides more lending for smaller producers, as does Papua New

Guinea Livestock; Afghanistan Agricultural Credit has been followed by a

project with wider social objectives; the follow-on to Ivory Coast Cocoa

sought to group individual plantings into large blocks and to strengthen

management while providing for evaluation of the first project; Bangladesh
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Irrigation Engineering has been followed by two projects and Pakistan

Flood Rehabilitation by another rehabilitation project with greater

emphasis on the restoration of civil works. The remaining seven projects

were not followed by other Bank operations of similar or related nature.

3.86 By and large, the follow-on projects built upon the lessons

learned from those preceding. The fourteen repeater projects - replica-

tions plus continuations - came after those that were successful: in

twelve of these several improvements were incorporated resulting from the

lessons learned; in two (Honduras Livestock and Indonesia First and

Second Estates), the repeater project followed too closely upon the heels

of the earlier one and the lessons of the projects reviewed were applied

only to the project that followed the repeater project. The seven

projects which were followed by a different type also yielded lessons

which were applied to the successor projects.

3.87 The seven projects which had no follow-on were either: failures

(Niger Agricultural Credit and Malaysia Jengka Forestry); followed by a

project not assisted by the Bank- 1ran Ghazvin); not continued because

of marginal conditions for the project enterprise - oil palm-- (Benin

Hinvi-Development); not continued because the borrower was not prepared

to borrow under Bank instead of IDA terms _(Dominican Republic Livestock);

the last stage in an irrigation program-(Peru San Lorenzo); or not

continued pending the preparation of a suitable project (Pakistan Agri-

cultural Credit).
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B. TRANSPORT

3.88 The present Review covers 28 projects in transport, 18 of them

in highways. Special projects include urban transport, the first urban

development project which the Bank financed and the first one to be

audited; a sea defense project; and a multimode project for rehabilita-

tion of a war-damaged transport system. All of the loans and credits for

transport were made in fiscal year 1969 and later years and, with one

exception, the projects they financed were completed in FY75-78 as

against FY73-77 for last year's group. The projects reviewed this year

reflect considerably more recent experience of project implementation

than those covered by earlier reviews.

HIGHWAYS

3.89 Loans and credits for highway projects were made to sixteen

countries. For the first time in these annual reviews, a majority of the

highway projects represent repeater operations in a series: four were

second Bank-supported highway projects in the respective countries, four

of them were third projects and one was the fifth. Of the eighteen

highway projects, six were located in the Latin America and the Caribbean

Region; five in West Africa; three in East Africa; two in Europe, Middle

East and North Africa; and one each in the East Asia and Pacific and

South Asia Regions.

3.90 The group reviewed last year included four projects intended

solely for highway maintenance; the proportion in the present group is

larger, seven of the eighteen being road maintenance projects and four

others including important maintenance elements. One project was for
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feeder road construction while two others included feeder road components

related to agricultural developmeit.

Implementation: Time

3.91 Most highway projects in this group experienced exceptionally

long delays in implementation. This is noteworthy in view of the fact

that nine out of eighteen were repeater operations connoting an existing

Bank-Borrower relationship and the expectation of easier project imple-

mentation. Thirteen projects were completed more than one year after the

scheduled dates, of which nine suffered delays ranging between 24 months

and 58 months. Only two maintenance projects were completed on time;

their scope of work was however reduced due to late delivery of equipment

(Chad Highway Maintenance) and the shortage of local funds (Congo Highway

Maintenance) - The main reasons for delays were generally similar to those

mentioned in earlier reviews. Many of them appear to have been related

one way or another to inadequate project preparation before loans or

credits were made; some of the problems resulting in delays could have

been foreseen, others not.

3.92 The-Chile Second Highway Maintenance Projectwas implemented

over eight years instead of the originally planned three and a half.

It was beset with political problems, budgetary constraints, problems

with international bidding procedures related to equipment procurement,

temporary suspension of purchases when a bilateral source of equipment

supply became available, and delay in hiring consultants to assist in

project studies and implementation. The Venezuela Third Highway Project
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experienced a delay of 48 months due to numerous design changes result-

ing from inadequate preparatory edgineering, including soil investigation,

and right-of-way problems for the expressway. Despite its cautious

preparation, in conditions of emergency, the Zaire First Highway Project

ran into serious delays; it had a time overrun in implementation of 150%

(37 months) caused by delayed procurement of maintenance equipment and

slow road rehabilitation. Inadequate engineering preparation and diffi-

cult terrain combined to cause a delay of 39 months in implementing the

Colombia Fifth Highway Project.

3.93 Inadequate supervision was a contributory factor to the two-

year delay in the Indonesia First Highway Project, and diversion of

funds and equipment to other than road maintenance purposes affected

the Paraguay Second Road Maintenance Project.,

Implementation: Costs

3.94 With only two exceptions, the loans and credits for the present

group of projects were made in fiscal year 1973 or earlier years.

Project execution straddled the period of high inflation following the

oil crisis; cost estimates for this group, as for the one reviewed last

year, were therefore affected by circumstances that could not have been

foreseen. Despite this, the overall cost experience was not unsatisfac-

tory. Eight of the eighteen projects were completed with expenditures

within 10% of appraisal cost estimates; four had cost underruns ranging

between 2-16%. Expenditures on six projects exceeded original estimates

by over 10%, of which four had overruns of 35-58%.

3.95 The projects with the highest cost overruns were; Madagascar

Third Highway Project (58%), Kenya Third Highway Project (50%), Venezuela
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Third Highway Project (47%), and.Ne-pal First Highway Project (35%).

The cost increase for the Madagascar project was mainly due to price

increases and exchange rate changes; some 11% of the rise was due to

quantity increases. The cost increase on the Kenya project resulted

mainly from the need to raise the design standards during execution and

the prolonged implementation period. One of the trunk roads included in

this project experienced a 740% cost increase because its length was

extended and design standards raised during implementation. The large

increase in the cost of the Venezuelan project was also due 'to original

underdesign which had to be subsequently rectified. The -Nepal project

was adversely affected by inflation, compounded by the remoteness of the

country and the long delay in implementation. Two of the four projects

with the highest cost increase thus suffered from inadequate design at

appraisal.

3.96 Three of the four projects with cost underruns related to

highway maintenance; the fourth (Yemen) provided for highway engineering.

One of them (Yemen highway; underrun 5%) was a case of overestimate of

the costs for some project components; in the other two maintenance

projects (Chile; 16% and Congo; 2%) the costs actually increased and

the underrun resulted from a reduction in project size, made necessary

by the borrowers' inability to provide sufficient local funds.

3.97 As in groups previously reviewed, cost deviations from apprais-

al estimates can generally be related to inadequate project preparation

and slow implementation. Well-prepared projects had satisfactory cost

experiences. An example is the Paraguay Second Road Maintenance Project



- 71 -

which had only 2% cost overrun. The project was prepared carefully, in

close collaboration between the Bank and the Government; implementation

difficulties were anticipated and appropriate measures determined at the

preappraisal stage, with the project reduced to a realistic size during

appraisal. The approach to the Zaire First Highway Project2(2% cost

overrun) was marked by similar care. The credit was made in 1969 when

road rehabilitation was an urgent need; to offset any deficiencies caused

by rapid project preparation, a modest approach to project formulation

was adopted. A relatively small project ($9.7 million) was prepared,

with a heavy emphasis on technical assistance which comprised 40% of the

project cost and was intended to pave the way for subsequent larger

projects in 1972 and 1975.

Project Results: Economic Returns

-3.98 Of fourteen projects for which rate of return calculations were

made at appraisal, seven offered reestimated returns at audit higher than

those at appraisal, three had similar returns, while reestimated returns

for four were lower than those at appraisal. As with last year's group,

this predominantly favorable result is partly due to the sharp rise in

motor fuel costs leading, in turn, to increased unit savings in vehicle

operating costs which more than offset increases in project costs. In

other cases, the returns improved due to higher traffic volumes than

originally anticipated. Despite a cost increase of almost 50% and

somewhat lower traffic volumes, the estimated economic return on the

Venezuela Third Highway Project nearly doubled from 13% at appraisal to

25% at audit. The project financed sections of an urban expressway
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in Caracas which led to reduced congestion in thecity; the audit

reestimate took into account the resulting benefits of reduced congestion

in addition to vehicle operating cost savings on the roads financed.

3.99 The Indonesia First Highway Project gained from actual traffic

materialization much higher than the appraisal projection (12% as against

6% per annum growth). The reestimated return for the Paraguay Second

Road Maintenance Project is around 72% compared to the appraisal estimate

of 51%, due mainly to actual traffic levels much higher than those

visualized at appraisal. The Chad highway maintenance project gained

from a higher rate of price escalation in user cost savings than in

construction, nearly doubling the reestimated return to 21% from 11% at

appraisal.

3.100 Reduced economic expectations are owing to either lower achieve-

ment of objectives, lower levels of traffic materialization, or high cost

overruns, or a combination of these factors. The- Cong Highway Mainte-

nance Project is an example of a lower level of achievement. Due to the

shortage of local funds, the project output was minimal; the road network

deteriorated despite the project expenditures, resulting in a negative

economic return rather than the 20% estimated at appraisal. The feeder

roads under the Mali First Highway Project experienced a threefold cost

increase, with reestimated return on that part of the project declining

from 15% to 3% although the reestimated return on the project as a whole

still came out satisfactory at 12%. Similarly, of the fourteen feeder

roads in the Kenya Third Highway Project, nine offered reestimated

returns in the range of 3-7% because of cost increases over appraisal

expectations.
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Project Results: Institutional

3.101 The present group provides evidence of an even stronger thrust

toward institutional improvement than the group reviewed last year. While

sixteen of the twenty-five highway projects in last year's Review pro-

vided for institutional development, the latter objective was included in

all but two projects in the present group.

3.102 The Madagascar Third Highway Project did not include any

institutional components because, at the time of appraisal in 1971, the

agencies concerned with highway development were adequately staffed by

expatriate personnel. In retrospect, the omission was a mistake. With

the election of a new government in the following year, there was a

change in government policy and a rapid nationalization of public admin-

istration was implemented. In the process, the highway agencies lost

most of their expatriate experts without, in many cases, suitable

replacement by nationals. Even if one could argue that the change in

government policy in the short term could not have been foreseen, the

natural course of developments should have pointed to the need to reduce

heavy dependence on expatria s and a prog m of training of nationals to

increase their participat on in public admini tration. The Costa Rica ?

Second HIghway Project a6so did not include ny efforts at institutional

improvement. Some training on theYD resulted from construction super-

vision by the borrower; there is however no evidence that this was

systematically planned and carried out.

3.103 A good training program successfully implemented was, on the

other hand, an essential constituent of the institutional effort in a
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number of other projects. The other essential ingredients were the time

frame in which institutional change was sought, the quality and strength

of the agreement between the Bank and the borrower on the objectives and

instrumentation of such a program, and, perhaps as evidence of that

understanding, the strength of the borrower's commitment to making the

necessary institutional changes.

3.104 The Mali First Highway Project! and the Indonesia First Highway

Project are good cases in point. Of its three objectives - institutional

development, construction of feeder roads, and highway maintenance -

institution building was given prime importance in the 'Mali project. In

the event, this was also the component which succeeded best. The Public

Works Department was extensively reorganized and strengthened and a

comprehensive training program of its staff undertaken. An inter-

esting feature was the combined use of commercial and ILO consultants.

ILO was already assisting road maintenance in Mali, the Government

preferred continuity in this assistance, and the Bank wisely made a

departure from its normal practice and agreed to finance the staff of

another UN specialized agency from an IDA credit. A much strengthened

Public Works Department has been responsible for two follow-on highway

projects.

3.105 The Indonesia First Highway Project-ineiuded a strong technical

assistance component, including training activities. The latter however

was not properly planned and it was soon realized that the terms of

reference given to the consultants were not specifically oriented towards

training. The Bank and the Government agreed that a new approach was
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needed and decided to phase out the training responsibilities of the

original consultants; a new firm was subsequently retained to concentrate

on training only, financed mainly by the Third Highway Project. The

First Highway Project thus contributed to the improvement of planning and

administration of highways in Indonesia, especially at the provincial

level, and provided an important experience on which to base longer term

training efforts.

3.106 The Zaire First Highway Project included technical assistance

which lasted for four years. The technical assistance helped establish

an autonomous agency for the administration, maintenance and construction

of roads, and the preparation of a substantial on-the-job training

program. In Chad, the existing road fund was augmented to create a

self-sustaining source of funds for adequate highway maintenance and

the framework for a comprehensive training program was prepared for

execution under a subsequent project. In 'Paraguay Second Roads Pproject,

the Highway Directorate was successfully reorganized and strengthened;

among the factors motivating the borrower were the lessons of experience

gained from the earlier Bank-financed project.

3.107 Failures in institutional development resulted from unrealistic

expectations, lack of borrower commitment for various reasons, and the

Bank's own comparative neglect of institutional problems in the face of

difficulties in civil works execution. Under the Nepal First Highway

Project, the Government was unwilling to accept consultants' recommenda-

tions for improving the maintenance organization; combined with the road

agency's own lack of leadership, this resulted in insignificant achieve-

ment in institution building. Under the Chile Second Highway Maintenance
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aadColombia Fifth Highway Projects, institutional objectives were

relegated to lower priorities following changes in government. In

Colombia Fifth Highway Project, the Bank's own enthusiasm for institu-

tional efforts also subsided as difficulties with civil works mounted.

RAILWAYS

3.108 Three railway projects are included in this Review; one each in

East Asia and Pacific; Europe, Middle East and North Africa; and West

Africa Regions. The loan for one project was made in 1969 and the other

two in fiscal years 1971 and 1973; all three projects were however

completed in 1976-77.

Implementation: Time and Cost

3.109 After some start-up difficulties, the Mail Second Railway

Project was completed on schedule. However the project experienced a 71%

cost overrun, necessitating the reduction of project scope to about 75%

of that originally formulated. Worldwide inflation and unreliable

estimates at appraisal combined to cause cost increases. The completion

of the China Fourth Railway Project was delayed by 14 months due to the

Government's administrative procedures but the project as originally

envisaged was fully implemented and showed a small underrun of about 4%

in foreign exchange costs; some overrun in track material costs was more

than offset by lower expenditures on rolling stock, workshop equipment

and technical assistance. The Tunisia Railway Project was delayed 42

months due mainly to the serious floods of 1969 which caused substantial

damage to the railway system. The project experienced a 52% cost overrun

due partly to the delay in implementation and partly to initial under-

estimation of costs, especially those for rolling stock.
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Project Results: Traffic and Operational Efficiency

3.110 In two of three railway projects reviewed here, traffic develop-

ments were below expectation and the anticipated improvements in opera-

tional efficiency did not materialize. The exception was the China

Railway Project which showed good results in both traffic and operational

development. While freight traffic was slightly lower than projected,

passenger traffic exceeded expectations. The railway's operational

efficiency, which was already good at the start of the project, showed

steady gains during the project period. In the Tunisia Railway Project,

on the other hand, both freight and passenger traffic stagnated despite a

9% average growth in the economy, suggesting that much of the increased

traffic moved by road. Operational performance shows actual decline in

certain respects and the lack of significant improvement in others. On

the Mali railways, although passenger traffic grew slightly faster than

forecast, freight traffic stagnated and in 1976 the total ton-km was 32%

below appraisal estimates. The reasons included the 1973-74 drought and

insufficient cooperation between Mali and Senegal railways, a point also

noted in the last annual review. Many of the operating targets set at

appraisal of the Mali Railway Project were not met, and of particular

concern was the deteriorating locomotive availability which declined from

73% in 1975 to 52% in 1977 due to breakdowns. Available evidence points

to locomotive design not being adapted to local conditions and insuffi-

cient preventive maintenance. Audits have noted a similar problem of

locomotive design occurring in some other countries, suggesting the need

for a closer look at design specifications when tendering for bids and

for better technical evaluation before procurement takes place.
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Project Results: Economic Returns, Financial Performance, Tariffs

3.111 Traffic and operationalperformance bear directly on economic

results of the projects. Thus, it is only in the China Railway Project

that the reestimated return of 14-90% showed a substantial improvement

over the appraisal projections of 12-25%. For both the Mali and Tunisia

projects, the reestimated economic rates of return at project completion

deteriorated over appraisal estimates; the former from 18% to 15% and the

latter from 12-25% to 10%.

3.112 The financial performance of the China Railway was consistently

good; the return on net fixed assets exceeded 7% a year since 1972.

Despite the disappointing freight traffic and inability to achieve

operating targets, the Mali railway's finances improved, resulting from

substantial increases in rates and fares as well as efforts to limit

costs. With no parallel road to offer competition, the traffic carried

by this railway was less sensitive to rate increases than on railways

facing competition from road transport. At the time of project comple-

tion, the Tunisia railway showed a negative financial return of 6%

instead of the 7% positive return required by the Loan Agreement.

In addition to the disappointing traffic, the government resisted tariff

increases, citing the declining international prices for phosphate, the

railway's main freight traffic. As a consequence, and to the extent that

the absence of tariff increases helped phosphate production and exports,

the railway rather than the government subsidized the phosphate industry.

Project Results: Institutional

3.113 Management tasks for railways have additional dimensions over

those for other modes of transport. The responsibilities of highway
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departments are generally limited to building and maintaining roads;

railways operate transportation business in addition to taking care of

the infrastructure, calling for a greater emphasis on institutional and

managerial capability. Even the ports normally provide the facilities

and wait for traffic to visit; in order to stay in business, railways

must additionally perform a marketing function to seek out and promote

railway traffic in a competitive situation.

3.114 All three railway projects had institutional objectives. For

the China railway, institutional and managerial problems of the railway

itself were minimal; attention was therefore directed to the government's

capability for transport planning and coordination. The project included

technical assistance for this purpose but the results were somewhat mixed

because of what appears to have been insufficient communication between

the government and the consultants. The management of the Mali railways,

on the other hand, was completely reorganized under the project following

the recommendations of consultants. This reform was probably an important

factor in bringing about some improvements in the railway's managerial,

operating and financial performance. In Tunisia railways, the major

institutional objectives related to improving the financial position and

investment planning of the system. Four teams of consultants were

retained and their services were on the whole completed satisfactorily.

In view of the importance of road-rail coordination, the efforts at

improving investment planning should however have covered both road and

rail transport rather than be limited to the railway, as was the case.
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PORTS

Implementation: Time and Costs 7

3.115 The implementation experience of the four port projects under

review (adagascar Tamatave, FY70; Thailand Third Bangkok Port, FY71;

Cyprus Port of Limassol, FY69; and Iceland Fishing Ports Rehabilitation,

-FY74) was somewhat mixed. With the exception of the Iceland, Fishing

Harbors, the projects experienced long delays of between two and four

years in execution; as a group, however, the projects fared better than

the group reviewed last year, and some of the delays were located in

subsidiary project items. The Thailand Third Bangkok Port Project

experienced a delay of two and a half years resulting from unforeseen

technical problems and changes in project scope; it had a cost overrun of

26%, mostly in local currency expenditures due to inflation and currency

realignment. The Madagascar project was delayed 54 months by late

delivery of equipment and showed a cost overrun of 15% in US dollars

but only 3% in terms of the Malagasy franc, the value of which appreci-

ated over the US dollar. The Cyprus project had problems with the design

and construction of buildings and a cost overrun of 13%, of which 5%

was owing to exchange rate fluctuations. In the event, the delays in the

Cyprus project turned out to have been fortunate because the requirements

for buildings changed drastically as a result of the international events

affecting Cyprus in 1974. The Iceland project was reduced in scope to

contain costs; with that it had a cost overrun of 21% in terms of US

dollars and of about 100% in local currency, most of it due to inflation.

In contrast to last year's group, the cost experience of the four pro-

jects under review may be considered as good, indicating no major errors

in engineering estimates.
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Project Results: Economic Returns

3.116 The reestimated rate of return for the -yprus project was

substantially higher than the appraisal estimate while that of each of

the other three ports was lower. The actual traffic that used the Cyprus

port of Limassol in 1976 was over 200% higher than forecast. This was

largely due to the closure of 'the port of Famagusta in the northern part

of the island after 1974, and it also reflects an underestimation of the

traffic potential at the time of appraisal. The possibility of increas-

ing port productivity by means other than physical capacity-expansion

also does not appear to have received due consideration. As a result of

the larger volume of traffic, the project's estimated economic rate of

return went up from the appraisal estimate of 15% to 40% on completion.

3.117 The Madagascar port on the other hand experienced a substan-

tial shortfall in traffic; the 1976 total dry cargo traffic was about 75%

and export cargo less than 70% of the appraisal projection. Consequently,

the first-year return - no economic rate of return was calculated -

declined from 18% and 10% estimated at appraisal for the first and second

berths built, respectively, to 5% and 2% at completion. Underestimation

of the existing port capacity or, alternatively, overestimation of

additional capacity needs thus occurred, resulting in overinvestment.

The Thailand Bangkok Port Project showed a decline in the rate of return

from 20% at appraisal to a range of 10-15% when completed; underestima-

tion of the potential capacity of the existing port and lower traffic

growth again combined to cause the decline. The capacity increased

because of palletization and the use of side port vessels for both
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loading and unloading. The appraisal miscalculated in assuming no

increase in throughput per berth from operational improvements which

actually occurred; this raises some questions about the justification for

building all four berths under the project. The economic evaluation also

did not take into account the economic cost of increased urban congestion

resulting from the expansion of the port located in the center of Bangkok

City.

3.118 The reestimated return for the Iceland fishing harbors pro-

ject at 20% remains highly satisfactory although below the appraisal

projection of 28%. The sharply increased prices of fish contributed to

the satisfactory outcome. However, the reestimate does not take into

account the project's effects on cargo handling efficiency, commercial

development, etc.; if these are considered, the actual long-term return

is likely to be higher than the audit estimate.

Project Results: Financial Performance and Tariffs

3.119 Due to its emergency nature, the appraisal of the Iceland

Harbors Project did not include financial review nor were any financial

covenants agreed during negotiations. The port of Bangkok is financially

very strong; the Cyprus port is in adequate financial condition; and the

Madagascar port's financial position is weak but improving. Tariffs in

these three ports have been increased in steps, although the relationship

between tariffs and cost is not known in the case of Cyprus. For the

,Madagascar port, while traffic, and therefore revenue, did not grow as

projected, administrative expenses increased three and a half times over

the forecast level.
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3.120 It would appear that in the face of rapidly increasing costs

of operation, tariff increases al9ne cannot bring about a sound financial

position of the port. Yet, there is evidence, in the Madagascar case, as

in many other cases involving revenue earning entities, that more atten-

tion is paid by the Bank to tariffs than to measures to contain costs.

More attention is indicated to long-term efforts to reduce costs and

increase operational efficiency in addition to necessary tariff increases.

The Thailand Bangkok Port Projectillustrates another aspect of the same

problem. The port exceeded the target rate of return of 8% on net fixed

assets in most years since the beginning of the project and, during the

past few years, the rate increased to the range of 15-22%. This raises

the question of the use of accumulated financial surpluses by an auto-

nomous public agency and the larger issue of efficiency in the use of

resources. In this case the audit considered that the substantial

financial surplus may have resulted in encouraging the premature con-

struction of two more berths in -Bangkok port, in addition to the four

which were built under the project.

Project Results: Institutional

3.121 The Bank's institutional concern was again strong in this

group of projects. Three of the four port projects included specific

components for institutional improvement; the leeland project was ex-

cluded by its nature and also because a strong port organization already

existed.

3.122 In both the Cyprus and Madagascar projects the need for in-

stitutional consolidation was identified within the widely diffused
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responsibility for port administration in the government structure. In

both cases, however, the Bank misjudged the time required to achieve

institutional objectives. The establishment of an autonomous port

authority in Cyprus is still not complete. In Madagascar, not only was

the time frame too short for implementing the recommendations of con-

sultants but the recommendations themselves appear to have been flawed;

existing customs and the legal framework in Madagascar were not ade-

quately taken into consideration in designing a port authority with

features from both the British and French port systems. This has re-

sulted in a conflict of the port authority's powers and responsibilities,

as defined in the enabling legislation, with general Malagasy laws.

3.123 The port authority of Thailand was established in 1954 under

the Bank's first port project and is currently functioning efficiently.

As part of the second project under review, the port authority has

maintained tight control on hiring and succeeded in reducing somewhat the

number of port employees.

OTHER PROJECTS

3.124 The Nigeria Transport Rehabilitation Project illustrates

the problems of institutional response which the Bank faces in emer-

gencies. Because of the need to provide funds quickly, the Bank made an

exception to its normal project processing procedures and treated this

loan as a line of credit, with the appraisal mission identifying only the

broad categories of expenditures to be made. Analyses of managerial,

operational, financial and economic aspects were excluded; economic

review of individual items to be selected after appraisal was however
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required. With all that, the project took four and a half years to

completion, rendering the emergency basis of operation all but inef-

fective. The project did however contribute to the development of the

domestic contracting industry.

3.125 The Guyana Second Sea Defense Project was completed with a

three-year delay and 62% cost overrun on the appraisal estimate. The

delay in implementation resulted from difficulties in contract award,

serious sea erosion due to long neglect of the problem before the pro-

ject, and inadequate supply of material. The reestimated economic rate

of return however remains highly satisfactory in the range of 26-34%

compared with the appraisal estimate of 31%.

3.126 The main purpose of the Iran Teheran Urban Transport Project

was to improve transport conditions in the city of Teheran by improving

mass transport services, traffic engineering and urban planning. The

borrower however does not appear to have shared the Bank's sense of

urgency with which the project was to be implemented; the outstanding

balance of $18 million of the original loan amount of $42 million was

cancelled on the original closing date. The project was not completed

and no information is available on the government's own expenditures in

local currency. The results of the first urban development project to be

audited are therefore inconclusive or, at best, indicate very limited

achievement.

TRANSPORT SECTOR: SUMMARY FINDINGS

(i) Sector Policy

3.127 Unlike the group reviewed last year, the preparation of

virtually all the projects in this year's group seems to have taken
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place within their sector context. Efforts to align the project and its

sector policy frame by including elements to modify and improve the

latter, however, seem to have had very mixed results.

3.128 Under rh€ Costa Rica Highway Projectjiefforts were made

to create a transport sector planning office but the agency did not

become fully operational by the time of project completion. In -Tunisia,

the railway project was based on a multimode transport survey; this

effort to relate railway investment to overall transport development

needs did not outlive even project appraisal. In Colombia, a transport

investment survey, partially financed under a previous highway project,

was probably oversophisticated and was not followed up by the government

as being impracticable. There are examples in this group - the closure

of a railway line in Sierra Leone in connection with a highway project

and the urban congestion resulting from the Bangkok port project - which

are now recognized by the Bank as failures of "physical" coordination.

The formulation of transport projects continues to need more specific and

energetic attention to intermodal questions; perhaps equally important is

the balance of investment between primary, secondary and tertiary roads,

and the need to take cross-sectoral considerations into account, e.g.,

extension of road systems in step with transport requirements arising

from agricultural development.

(ii) Project Preparation

3.129 Inadequate project preparation continued to be a source of

problems in project implementation. Unlike the group reviewed last year,

few of the projects reviewed here were first projects and there would
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appear to have been less justification for deficiencies in project

preparation and design. The overAll cost experience was relatively good,

but time overruns were substantial, and some of the projects in the

highways subsector at least were rescued from poor rates of return by the

oil price increases and the consequently higher vehicle operating cost

savings. Notwithstanding that project preparation included detailed

engineering, as in the projects in Kenya and Venezuela, the wrong initial

choice of design standards required their upgrading during project

implementation, resulting in both large cost increases and long delays.

(iii) Traffic Forecasting

3.130 Traffic potential was more often than not underestimated

for highways and overestimated for railways and ports, representing a

continuation of the pattern observed in the group of transport projects

reviewed last year. The development of railway freight traffic was

particularly unimpressive, and three out of the four port projects

resulted in traffic levels 25-30% below appraisal projections.

3.131 In the light of wide variations between forecast and actual

traffic, last year's review pointed to the need for margins of uncer-

tainty being clearly recognized in highway design and for improving

forecasting techniques. The main reason for inaccurate projections would

appear to be the undue reliance placed on extrapolation of existing

traffic; such extrapolation tends to ignore the wider development that

might take place after project investments. Last year's suggestion

remains valid that projections of future traffic growth are probably best

attempted in the context of broader economic analyses which would provide
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the basic elements needed for determining the appropriate size and timing

of major investments in transport and in other sectors. This is increas-

ingly being done in current project preparation for highways and espe-

cially feeder roads. For railways a closer study of major traffic

categories, particularly intermodally competitive traffics, is indicated.

(iv) Estimates of Project Benefits

3.132 This group shows the limitations of present methodology in

estimating project benefits. Benefits from highway projects are normally

derived from vehicle operating cost savings; other factors like reduction

of traffic congestion are not taken into account. On the basis of

transport projects reviewed here and in previous years there would appear

to be a need for improved methodologies for estimating highway project

benefits. Such methodologies are now being generally adopted by the Bank

for rural and feeder road projects.

(v) Institutional Improvement

3.133 The last annual review concluded that efforts at institutional

improvement would have a more lasting effect if they are designed for

accomplishment over a longer time horizon, if preference is given to the

strengthening of existing institutions over the creation of new, project-

specific ones, and if such efforts are supplemented by a program of

training to improve overall efficiency. The experience with the present

group of projects reinforces those conclusions.

3.134 Systematic efforts at institutional improvement assume the

development of an institutional profile and a time-phased program of

action for effecting improvements. The absence of an analytical profile
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and of a proper program of action were closely responsible, for instance,

for deficient achievement in the Cydrus and Madagascar Port Projects.

Similar conclusions emerged from the more positive experience of the Mali

and Indonesia Highway Projects, Indonesia and Chad are also good examples

of flexibility in project implementation and of recognizing and remedying

deficiencies as they emerge; such responsiveness to an evolving situation

is nevertheless not a satisfactory substitute for a well-considered and

systematic plan of action in the first instance.

3.135 Systematic planning has another, very important aspect which

relates to training. In the Madagascar Port Project the short-term

availability of expatriate experts obscured the long-term need for the

training of national staff, with untoward consequences. Until stronger

institutions are brought into being in borrowing countries, it is nor-

mally necessary to supplement the domestically available manpower

with outside consultants. And even after institutional capabilities are

sufficiently developed, consultants may be needed for specific technical

tasks. Not infrequently, however, there is local resistance against

using expatriate consultants/(,Colombia and Nepal Highways; 
Tunisia

Railway). Much of the borrowers' resistance comes from the fact that

they remain unpersuaded of the need for expatriate assistance. 
An

institutional profile, prepared before the Bank embarks on a series of

projects in a particular sector in a country, would review the technical

manpower availability within the country in cooperation with the host

government. This might be expected to result in the identification and

employment of domestically available technical manpower, the development
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of a training program, and the identification of the residual areas which

call for the deployment of expatriate consultants. Such an exercise

would thus serve many purposes: it would result in more effective

training, might help overcome political resistance to expatriate experts,

and should enlist the borrower's commitment which is central to any

successful effort at institutional change and improvement.

(vi) Loan and Credit Covenants

3.136 Review of experience in these projects indicates that some

covenants are by their nature difficult to monitor, and that the bor-

rowers could not meet certain obligations not because they lacked the

will but the ability to do so. The-Nepal and Chad Highway Projects are

good examples of overly broad and optimistic covenants. In Mali, the

First Highway Project required the government to increase its road

maintenance expenditure by 60% in one year: an unrealistic expectation

in Mali's circumstances. In the Zaire and Paraguay Road Projects, lack

of funds and trained personnel made it practically impossible for the

borrower to comply with certain requirements under the Loan and Credit

Agreements. The Bank is now actively reviewing its position on loan and

credit covenants and ways in which their compliance can be more readily

assured so as to meet project objectives.

(vii) Operational Efficiency

3.137 It has been emphasized in previous reviews that in designing

railway and port projects operational efficiency and the potential for

its improvement should receive careful consideration. Operational

efficiency indicators are already in use in railway projects but are only
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beginning to be applied in port projects. In the present group, insuf-

ficient consideration of productivity improvements contributed to over-

estimation at appraisal of port capacity needs in;Thailand, Madagascar

and Cyprus, and subsequent productivity increases in tbe Thailand and

Cyprus ports cast some doubt on the priority and timing of some invest-

ments under these projects. The Bank accepts that the possibilities of

performance/efficiency improvements warrant closer attention in port

projects. Such an effort could be greatly helped by a careful review of

the factors that have been most important in improving productivity in

some developing country ports. In planning future projects, considera-

tion is being given to risk analysis that would take account of the

probabilities of traffic reaching different levels and of efficiency

improvements proceeding at different paces. One might also expect to

see "efficiency" consultants more often employed under Bank-financed port

projects.

(viii) Road Maintenance

3.138 Serious shortage of local funds was a major cause for the

low achievement of objectives under most road maintenance projects.

Other factors noted last year have also persisted. In the meantime, the

Bank has undertaken a major review of the highway maintenance problems.

The report 1/ concludes that economic returns from maintenance of

existing highways are extremely high, and yet establishing adequate

maintenance even for main roads has proved to be the most difficult area

1/ SecM79-283 of April 26, 1979.
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in Bank-supported highway development. The report identifies the major

causes of poor maintenance perfordance and makes recommendations for 
its

improvement. The guiding principle of Bank efforts is recognized to be

the development of local capacity for planning and executing comprehen-

sive, well-balanced programs.

C. PUBLIC UTILITIES

3.139 The Review covers fifteen public utilities projects: seven

power, six water supply and sewerage and two telecommunications projects.

The majority of the projects (seven) were in the Latin America and the

Caribbean Region, four in the Europe, Middle East and North Africa

Region, three in East Asia and one in East Africa. This is a younger

group than that reviewed last year, six of the loans and credits having

been made in FY72-74; seven in FY69-71; and two in earlier years.

Three utilities received Bank loans for the first time; of these, two

have since received a subsequent loan or credit. Of the nine others,

five were well-established Bank borrowers, having received three or more

loans or credits each previously. Public utilities often share common

institutional and financial problems and Bank lending to them frequently

has broadly similar objectives; all loans to the utilities are therefore

treated together in this section although subgroups and individual

projects are separately identified wherever necessary.

Objectives: Economic and Institutional

3.140 The main objectives for the projects were to provide new

capacity to meet the estimated growth in demand for services and to
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improve existing facilities. Most projects were parts of the long-term

development programs of the utilities concerned; in -the case of Tunisia

the two projects together represented the national water supply program

for 1968-73. Other objectives included: improving power system reli-

ability and reducing transmission and distribution losses (*alawi,

Honduras and Uruguay); reducing system costs for power generation

(Uruguay and Honduras); a reduction of system losses in water supply

Colombia and Tunisia); repair and rehabilitation of damaged water

installations caused by an earthquake (Nicaragua); preparation for

future water supply or power projects (Tunisia, Colombia, Uruguay and

-Honduras); and improving the regional balance of telecommunications

services %Malaysia).

3.141 Power projects were mainly concerned with increasing generating

capacity and the provision of associated transmission lines. In three

cases, the projects also provided for improving and extending distribu-

tion lines; the project in Honduras had an explicit rural electrification

component. In terms of institutional development, most power projects

represent the continuation of efforts under previous loans to relatively

strong borrowers. A notable exception was7 Uruguay, where the institu-

tional objectives were probably as important for Bank involvement as the

financial support. An interesting feature of 6he Malawi project was the

initiation of a study to improve the structure of power tariffs based on

marginal cost. Modest attempts to improve tariff structures also took

place in Ur-uguay and Honduras.



- 94 -

3.142 The water supply and sewerage projects fa Tunisia, Colombia

and Nicaragua and the' telecommunications projects im Yugoslavia and

Malaysia all had institution-building objectives. They sought improve-

ments in accounting practices and procedures, in financial management

systems, management and training of staff, and in the organization of the

entity concerned. In Tunisia, the Bank played an important role in

helping the government to establish the water authority and its evolution

as a well-managed and efficient organization.

Implementation: Overview

3.143 The projects were, by and large, successfully implemented

although, in the course of execution, most were changed in scope or

content. The two telecommunications projects (Yugoslavia and Malaysia)

and the sewerage project (Singapore) were significantly enlarged and

redesigned during implementation to respond to changing economic condi-

tions and to provide for more advanced technology. Substantial modifica-

tions became necessary in the Honduras Power Project, resulting from a

revision of the long-term sector program. In Brazil, certain transmis-

sion components were transferred from one project to the other, and tin

Cyprus some distribution work suspended in the north due to political

developments was offset by additional work in the south. The generation

component of the Uruguay Power Project was increased in scope and the

distribution component reduced; the production capacity of a water

treatment plant in Colombia was increased.

Implementation: Time and Costs

3.144 Several projects took longer to complete than expected; nine

projects, including five water supply projects, were delayed by more than
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twenty months each: four of these experienced delays of the order of

two to three years and three, (Yugoslavia Telecommunications and the two

Tunisia Water Supply Projects) were delayed in excess of three years, the

longest delay of 46 months occurring in the two Tunisia projects, In a

few cases a significant part of the planned facilities however became

available within about six months of the estimated time and were yielding

benefits even though the overall project took much longer to complete.

3.145 The long delay in the Tunisia Water Supply Projects was caused

by initial startup problems and problems with the performance of local

contractors. It is also clear that the original schedule of construction

for some of the project components was unrealistic. In Yugoslavia, the

increased project scope and the introduction of a new switching tech-

nology contributed to the delay in project implementation; the introduc-

tion of the new technology however represented an improvement in the

project. In Colombia, the delays resulted partly from the increase in

the capacity of the water treatment plant and partly from the withdrawal

of two of the contractors responsible for some of the complementary

works. The hydroelectric projects in Brazil were affected by serious

problems encountered with the dam and power station foundations and

delays in the shipment of equipment by suppliers.

3.146 As a whole, the time overrun experience represented in this

group of projects was somewhat better than that of the group reviewed

last year although the generalized causes of delay remain similar. The

latter include changes in project scope, late delivery of equipment,

problems with contractors and labor, unforeseen construction problems
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arising out of geological conditions which turned out to be more diffi-

cult than originally anticipated,,and land acquisition problems.

3.147 Contrary to the experience of delays, the cost overrun picture

is worse than that of the group reviewed last year. Ten of the fifteen

projects in the present group were completed with cost overruns of 28% or

more, and in four of these ten expenditures exceeded estimates by over

70%. The Brazil Volta Grande Hydroelectric Project had the highest cost

overrun (130%) followed by Malaysia Telecommunications,(81%). The

expenditures on the Thailand Power project were as estimated and the

Cyprus Power Project had a modest overrun of 4%. The two projects in

Nqicaragua were reduced in scope resulting in reduced expenditures.

3.148 Costs were affected by worldwide inflation following the

1973 oil crisis and by the realignment of currencies; delays in project

completion compounded the effects of inflation. Other reasons included

unexpectedly difficult geological conditions, significant enlargement of

project scope and other modifications of project content and, in one

case, the shift to more advanced technology.

Project Results: Operations and Output

3.149 All project facilities have been operating satisfactorily

since completion. Power system reliability has been increased in Malawi,

Uruguay and Honduras, and the projects have replaced relatively high-cost

thermal generation through the provision of new hydroelectric or rela-

tively low-cost thermal generating capacity or by extending the intercon-

nected system to areas previously served by isolated thermal units.

Despite the delay and reduction in scope of the distribution component of
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the Uruguay Power Project, the evidence suggests that transmission and

distribution losses were reduced as anticipated. Of the water supply

projects, the success of the loss-reduction program in Colombia has

exceeded expectations but the results in Tunisia have been disappointing,

the proportion of unaccounted-for water increasing instead of decreasing.

The latter result is however not conclusive insofar as the statistics at

the time of appraisal are believed to have underestimated real water

losses. The Nicaragua Earthquake Reconstruction Project has been highly

successful in repairing and rehabilitating the water supply system in

Managua.

3.150 Demand forecasting remained a problem. The downturn in

the countries' economies following the 1973 oil crisis further affected

the actual growth in demand for power. The energy sales of all electric

power utilities, with the exception of Malawi, were lower than those

projected at appraisal, although in the case of Brazil the projection

itself was revised downwards at appraisal of the second project (Violta:

Grande) and actual sales were close to the revised forecast by the time

the generating plant was fully commissioned. In Honduras, Uruguay and

Thailand actual sales fell short of appraisal projections by 18%, 9% and

6% respectively. Specific factors contributing to short materialization

of demand included difficulties in reaching agreement on a major supply

contract to fruit companies,and a hurricane in Honduras, and a large

tariff increase in Thailand. The full extent of shortfall in demand is

more difficult to establish in Uruguay where some supplies were probably

restricted to save oil in the face of adverse hydrological conditions
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affecting hydroelectric plants and the country's overall balance of

payments problems. In the special circumstances of Cyprus, demand

dropped in 1974 and did not regain the 1973 level until 1976; overall

energy sales were some 9% below appraisal estimates.

3.151 Overestimation of demand is also apparent in water supply

projects. In Colombia, the volume of water sold was about 75% of the

appraisal forecast. In Tunisia, although the number of connections

exceeded appraisal estimates the consumption per connection dropped;

water consumption appears to have been influenced by tariff increases and

by the fact that the distribution system was extended more rapidly in

low-income areas.

3.152 Overestimation of demand in power and water supply has probably

meant that a few projects were premature, despite delays in implementa-

tion. Production facilities may have been about two years early in

Colombia, rather less in Thailand and a little more in Cyprus. The delay

in Uruguay, on the other hand, combined with a period of adverse hydro-

logical conditions and efforts to reduce oil imports, led to some load

shedding and suppressed demand. The effects on industrial production

were probably not large but delay in commissioning the generating unit

financed under the project required greater use of less efficient thermal

plant.

3.153 In contrast to the other two subsectors, the demand for tele-

communications services exceeded appraisal projections in Malaysia and

Yugoslavia. In both cases, the investment programs were significantly

enlarged during the project implementation period but the number of new
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telephone connections fell slightly short of the original project objec-

tive in Malaysia and 25% short in, Yugoslavia; the waiting lists for

telephones at the end of the projects were greater than at the time of

appraisal. The provision of international facilities was however very

satisfactory in Yugoslavia and the increase in telex connections greatly

exceeded the original projections in Ealaysia. Overall, the imbalance

between demand and supply for telecommunications services caused some

congestion and the quality of service suffered as a result.

Project Results: Financial

3.154 The financial performance of the telecommunications entities

in Yugoslavia and Malaysia was satisfactory and in some respects better

than projected, both in terms of rate of return on assets and of internal

contribution towards capital expenditures. The results in 4alaysia were

especially good. The rate of return on assets significantly exceeded the

appraisal forecast and the level required in the loan covenants, and the

percentage of self-financing of investment by the entity was generally

better than expected at appraisal despite a greatly expanded investment

program. In Yugoslavia, internal cash generation was slightly higher

than the appraisal projection in absolute terms but lower as a percentage

of construction requirements because of the increased program. Net

income from telecommunications was high enough to provide subsidies to

the postal operations and accounts receivable were at a low level.

3.155 In the power and water supply and sewerage subsectors the

financial performance was uneven; overall, however, it showed a distinct

improvement over the group reviewed last year. In four out of five
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countries (Tunisia, Singapore, Malawi, Thailand and Brazil), the rate of

return on assets was generally better than or close to appraisal projec-

tions; in the fifth,(Thailand), the rate of return was lower than pro-

jected but the internal contribution to capital expenditures compared

well with estimates. The financial performance of the utilities tn

M4onduras (powerl and Colombia Awater supply) was not fully satisfactory

in relation to the rate of return on assets stipulated in the loan

covenants, mainly because tariff increases failed to keep pace with

rapidly escalating operating costs and actual sales were lower than

projected. The financial results were most disappointing in Uruguay

(power). It is difficult to quantify properly the actual results for the

project period, due to problems experienced in reorganizing the account-

ing system of the entity. The financial statements were not suitable for

audit, but the rate of return targets were clearly not achieved and the

net operating income was almost certainly negative in the last year of

the project period. Tariffs were not raised in line with increased

operating costs. Financial performance of the power company in Cyprus

was understandably affected adversely by political circumstances, and in

Nicaragua by the earthquake, but the latter is improving and at the time

of audit was actually better than forecast during the preparation of the

Earthquake Reconstruction Project.

3.156 With the exception of Thailand and Tunisia, the percentatge

of capital expenditure requirements generated by the power and water

supply and sewerage utilities from internal resources was lower than

anticipated at appraisal. In most cases, however, the utilities still
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managed to contribute more than 20% towards their capital expenditures;

for the Brazilian power sector, as ;a whole, about 56% of total capital

requirements were generated from internal resources. Investment programs

have not been affected as a result, except in Colombia and Uruguay where

low internal cash generation contributed to reductions in the investment

programs.

3.157 A matter of recurring concern in these Reviews has been the

level of accounts receivable. In this group again, the level of accounts

receivable in the water supply utilities, in most of the power utilities

and in the Malaysia telecommunications entity was undesirably high 
and

higher than projected. Public sector bodies continued to be the major

defaulters. Particularly successful efforts to keep accounts receivable

at a reasonably low level were however made in Yugoslavia, Malawi and

Brazil.

Project Results: Economic

3.158 As discussed in the last Annual Review, attempts to calculate

economic rates of return in public utilities projects are constrained by

difficulties in quantifying benefits. An incremental financial rate of

return is therefore normally calculated, using the increased revenues

accruing from the project as minimum measure of a project's benefits; in

actual fact, consumers may value the service by more than they have to

pay for it, particularly since most utility prices are controlled by

public authorities. In addition, there may be external benefits which

cannot be quantified. This type of calculation therefore provides more

information about the adequacy of prices and the economics of satisfying

future demand than about the economic value of the investment.
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3.159 Incremental financial rates of return were calculated at

audit for fourteen of the fifteenprojects in this group, using actual

costs incurred and revenues obtained. The reestimated rates of return

show a distinctly improved pattern compared with last year's group. In

all cases, the rates of return this year were either close to or above

10%. The reestimated return for the two telecommunications projects was

especially high and also higher than the appraisal estimates. In power

and water supply, eight projects had rates of return in line with those

estimated at appraisal while two were lower. Growth in sales below

expectations, increases in construction time and cost and in operating

costs coupled with inadequate tariff increases contributed to reducing

the reestimates. No rate of return was calculated at appraisal for one

power project and one water supply project although these were calcu-

lated at audit and found to be high. No rate of return has been calcu-

lated for the Singapore Sewerage Project although the project easily met

its objectives, both in terms of the number and proportion of people

served.

Project Results: Institutional

3.160 Loans and credits for this group of fifteen public utilities

projects covered twelve borrowing entities. Of these, all six utilities

in the power sector (Brazil, Thailand Honduras, Malawi, Cyprus and

Uruguay) and three (Singapore, Malaysia and Nicaragua) in the water

supply, sewerage and telecommunications sectors had all received previous

loans or credits. Unlike the group reviewed last year in which eight of

the sixteen borrowers were new, the majority of the present group com-

prised entities with which the Bank already had a continuing relationship.
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Whether new to the Bank or not, the group represents a substantial effort

at institutional support and improyement; institutional objectives

featured in all water supply, sewerage and telecommunications loans and

credits and in two of those for power.

3.161 The institutional objectives pursued by the Bank were tradi-

tional and their essential concern was to have in place an autonomous and

well-managed entity. Efforts were directed towards the strengthening of

management, improvement of financial performance and operating efficiency,

the establishment of tariff regulations and proper accounting procedures,

and the training of local staff. The results of these efforts are

considered to have been generally satisfactory with only one clear

disappointment :(Uruguay)-

3.162 The best results were probably obtained in ;Tunisia where

the Bank played an important role in helping the government establish an

autonomous water supply authority. Assistance was provided through

consultants to improve organization and financial management. On-the-job

training has greatly improved the quality of staff - although the entity

was fortunate in starting with a nucleus of well-trained personnel - and

subsequent recruitment and retention of staff have been assisted by

attractive conditions of employment. The authority is now a well-managed

and efficient entity and the implementation of projects has been quite

successful. In Colombia, the water supply authority has grown from a

small, understaffed, poorly organized and geographically fragmented

entity into a reasonably well-managed and technically competent organiza-

tion. Institutional improvements have occurred especially in procedures

relating to water leak control, billing, collection and accounting.
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A good training program has been developed and operations and financial

management improved despite a somdwhat high turnover of key staff.

3.163 Nicaragua presented the kind of difficulties encountered

in public utilities in so many developing countries: an unattractive

salary structure resulting in high staff turnover and recruitment diffi-

culties and inadequate accounting procedures and staff training.

Following a study by consultants, effective steps were taken to remedy

these deficiencies. While the explicit institutional component in

the Singapore Sewerage Project was modest, the Bank's aims of strengthen-

ing management and improving financial information systems were achieved.

The company pursues an active program of staff training, both at home and

abroad.

3.164 Both the telecommunications projects were carried out by

institutions which were already quite strong and well developed. The

utility in ialaysia operates a well-organized school of telecommunica-

tions and the caliber of its staff is high. The Bank's efforts were

aimed mainly at strengthening the utility's financial management and the

results have been generally good. The question of financial management

was also addressed in Yugoslavia, where the Bank encouraged a proper

division of accounts between the postal and telecommunications services.

Such a division has been carried out but the Bank's attempts to fix a

limit on telecommunications subsidies to postal operations was not

successful. There has been an improvement, however, in the tariff

structure for telecommunications.
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3.165 In the power sector, explicit institutional objectives were

not proposed for Malawi, Thailand, Brazil and Cyprus. These were well-

managed entities whose overall performance continued to improve during

project implementation; the utility in Cyprus suffered a setback result-

ing from the political upheaval of 1974 but its basic institutional

soundness has not been impaired and the setback is viewed as being

temporary. The loan to the power utility in Honduras envisaged an

improvement in the quality of management and accounting, the creation of

a rural electrification department, and staff training. The results have

been somewhat mixed. Progress towards improvement of accounting and

administration has been slower than expected and further measures have

been taken under subsequent loans. The training component produced good

results and has been subsequently enlarged. In view of staff shortages,

preliminary action taken to create a rural electrification department was

later reversed; it was decided that it would be more efficient to handle

rural electrification within the existing organization and the utility

has in fact successfully implemented the rural electrification component

of the project in an expanded form

3.166 The major failure lay in Uruguay,, all the more disappointing

since the Bank appears to have made careful efforts to address the

utility's institutional problems prior to appraisal and the resolution of

these problems was an important part of the justification for lending.

Comprehensive institutional objectives were devised. With all that, the

management of the entity has not been strengthened and lacks autonomy,
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tariff regulations were established but adjustments are not systematical-

ly made, financial performance has been very poor, a study to improve

operating efficiency was never undertaken and overstaffing not elimi-

nated. Numerical targets for staff training at various levels were set

and largely met under the project but without any clear beneficial

effect on staff performance. Even allowing for the deep-rooted nature of

the institutional problems and the severe political and economic diffi-

culties facing the country during the period of project implementation,

the experience In Uruguay remained disappointing. In retrospect, it

would appear that the Bank was overambitious in its objectives and that a

graduated approach to institutional change might have been more fruitful.

Project Results: Other Objectives

3.167 The telecommunications projects In Malaysia and Yugoslavia

contributed to the development of domestic manufacture of telecommunica-

tions equipment. In Tunisia, the two water supply projects have assisted

the development of local contractors and pipe manufacturers. The advan-

tage of such project spin-offs are clear in terms of helping to establish

a domestic industrial base, creating employment and saving foreign

exchange through import substitution. The experience in Yugoslavia

telecommunications also shows the potential for exports which can be

realized.

3.168 The rural electrification component of the Honduras jower

/roject was increased following loan approval and has been implemented 
so

as to extend service to several villages. Similarly, the national

telecommunications program in alaysia, of which the project was a part,

has helped rectify some of the regional imbalance in the provision of

services.
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SUMMARY FINDINGS

(i) Demand Forecasting

3.169 Demand forecasting in public utility projects continued to be

a problem; there has been consistent underestimation of demand in tele-

communications and overestimation in electric power and water supply.

The nature of the problem however varies in different sectors. In

addition to distortion in the historical data caused by suppressed

demand, facilities in telecommunications projects are usually designed to

increase supply within available resources; demand forecasts therefore

more truly represent targets to be met rather than estimates of the

market potential. It is however necessary to make clear this distinction

at the time of appraisal and attempts made at least to forecast the pat-

tern of demand insofar as this has a bearing on the least cost solution.

In respect of electric power and water supply, demand forecasts are

admittedly determined by a variety of factors in the economy, not easy to

project with precision. It can also be argued that the provision of

capacity is only one dimension of the problem as new generating capacity

would normally produce lower-cost energy than some existing plants and,

consequently, reduce overall system operating costs. Nevertheless, since

unduly optimistic forecasts of demand carry some potential for premature

investment (para. 3.152), it is necessary that the Bank analyze in some

depth the dimensions and causes of divergence from forecasts with a view

to defining how to develop a methodology which will result in more

realistic forecasts for electric power and water supply projects. In the

meantime, improved and broader-based forecasting techniques are now being
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used in water supply; in electric power projects, the Bank plans to

revise demand forecasts more freqtently and to adjust implementation

schedules to minimize the economic effects of divergence wherever

feasible.

(ii) Preparation of Hydroelectric Projects

3.170 Unexpected geological conditions have resulted in time and cost

overruns in implementing hydroelectric projects, and affected the two

Brazil power projects in this group. Feasibility studies are normally

expected to undertake sufficient geological investigation prior to

construction work on the project; nevertheless, problems persist.

It is necessary that the Bank use a geological expert on hydro project

appraisals in every case where geology is in any way suspect. Also, the

establishment of a board of consultants is usually required in hydro

projects; if established early, these could be valuable in resolving

problems as they arose and keeping to a minimum the time and cost

overruns.

(iii) Financial Performance: Covenants and Tariffs

3.171 Most of the public utilities achieved the rates of return

stipulated in the loan and credit agreements and were successful in

reaching the financial objectives set for them. A number of questions

however surround the financial covenants and their relationship with

other factors bearing on the financial situation of the entities.

The rate base on which rate of return calculations are prepared differs

from country to country; some borrowers include an allowance for working

capital, some don't. There are no generally accepted procedures for
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revaluation of fixed assets, depreciation and work-in-progress. While the

Bank has made increasing efforts to encourage the utilities to take

initiatives in tariff reform, a dialogue between the Bank, the government

and the project entity on pricing policies in the early stages of project

preparation is desirable to reach agreement on acceptable changes and to

establish a program of action on tariffs and other related matters. In

this group, Tunisia (water supply) and Malawi (power) are good examples

of clearly articulated efforts by the Bank in which tariff studies have

been required and tariff structures modified, keeping in view the

objective of charging for the incremental long-run cost of supplying

different categories of consumers. A similar study is being carried out

under a subsequent project for the power entity in Honduras.

3.172 Last year's Review commented that the incremental financial

rate of return as an indicator of performance of public utilities needs

to be placed in the context of a variety of performance indices for the

public utilities sector in different countries, and that a systematic

data collection effort was needed for this purpose. Tariff studies like

those mentioned above would probably provide a good vehicle for doing

just that, in addition to addressing the subject of tariff, structures in

the context of the long-run cost of supplying different categories of

consumers. A small group of key monitoring indices corresponding to the

particular problems and potentials of the borrowers are now identified in

appraisals for water and power projects, along with agreed year-by-year

target values, which are then actively followed up in project supervision.

Also, in electric power, sector data sheets are being prepared for each

borrowing country, and include several financial performance indicators.
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(iv) Institutional Change

3.173 Most of the borrowers in this year's Review had received

previous Bank loans or credits and were already regarded as relatively

strong institutions. In these cases, institutional objectives concen-

trated more on the process of continuing and consolidating previous

efforts rather than bringing about a basic change in approach. Super-

vision and overreliance on expatriate assistance were correspondingly not

special issues and training programs were generally adequate to maintain

progress. Where occasions arose to test the progress achieved and the

underlying resilience of the institutions - through their ability to cope

with significantly modified and expanded investment programs (Singapore,

Malaysia and Honduras), the serious effects of an earthquake (Nicaragua)

and major political disturbances JCyprus) - the results were encouraging.

3-174 The markedly different experiences with a new institution in

Tunisia and a long-established institution in Uruguay highlight in a

striking manner the basic ingredients which are important to successful

institutional performance in public utilities; they provide the most

durable lesson from the group of projects under review. In Tunisia, the

creation of a stable and autonomous institution, with clearly defined

responsibilities and government support, good working conditions and

morale and a reasonably sound financial performance led to a well-managed

and efficient entity. In contrast, the Bank resumed lending in -Uruguay

after an interruption of about fourteen years, before similar conditions

were established for the entity concerned and without satisfactory

assurances that they would be established either before or within a
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reasonable period of time after loan approval. The absence of such

conditions must be seen as being p'artly responsible for the institutional

failures which developed in Uruguay during project implementation.

D. EDUCATION

3.175 The five education projects covered by this Review - Tunisia

Il(FY67), Tanzania II (FY69), Chile II (FY70), Dominican Republic I

(FY71) and Senegal I (FY71) - were approved during the same period as the

eleven projects included in the last review. When these projects were

developed, the Bank Group's educational lending was in the transitional

stage: while there was a strong focus upon providing physical plant, by

FY69 increasing involvement was evident in financing software aspects of

educational development such as educational planning and curriculum

development, with a strong emphasis on the reform of outmoded and ir-

relevant curricula.

Objectives and Approach

3.176 All of the projects save that in the Dominican Republic in-

cluded technical/vocational education, and three (Tunisia, Tanzania,

Dominican Republic) the reform and diversification of secondary educa-

tion; the major component of the Senegal project was also originally

secondary reform and diversification but this was excluded following

appraisal when it was found that the proposals did not have high-level

government support. Two projects (Dominican Republic, Tanzania) included

teacher training. Technical assistance was provided for preparation of a

comprehensive educational plan under two projects (Tunisia, Dominican
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Republic) and for curriculum development under two I(Senegal, Dominican

Republic); fellowships were provided in only one project Dominican

Republic).

3.177 The general theme was the development of revised and more

relevant curricula; Senegal, the Dominican Republic and Tanzania speci-

fically undertook to do this. Various other actions were agreed by

borrowers: %enegal agreed to establish advisory boards including repre-

sentatives of private industry for technical and vocational schools;

Tunisia undertook to control increases in recurrent educational expendi-

tures, improve educational efficiency, and increase the time spent on

science and technology. Chile was to evaluate its training courses and

develop educational programs in cooperation with industry. The Dominican

Republic undertook to initiate the preparation of a long-range education

plan and to provide additional scholarships for students. lEnzania was

to develop agricultural, commercial and technical subjects in teacher

training colleges and secondary schools. While various, the general

thrust of these agreements was clear: emphasis on science and techno-

logical courses with control of recurrent costs. The latter concern was

also apparent in the projects included in the last Review.

Implementation: Construction Design, Time and Cost

3.178 Architectural designs in this group of projects were considered

to have been functional and economical. In one country (Tunisia), where

the Bank Group had financed architectural design studies in conjunction

with the previous project, the design of project buildings was expedi-

tiously done. As in previous projects, minor deficiencies arose from
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inadequate briefing of architects '(enegal, Tanzania, Dominican Republic)

and insufficient advance planning for some utilities (Tanzania, Dominican

Republic). The construction of project buildings was generally satisfac-

tory and, despite international competitive bidding, all construction was

done by locally based contractors. There were problems of inadequate

site supervision and consequent shortcomings in the detailing and finish-

ing of buildings, none of them critical.

3.179 The procurement of instructional equipment was done relatively

efficiently in two projects (Chile and Tunisia), where experience with

the previous project proved useful. In two cases of first projects

(Senegal, Dominican Republic) and in a second project where the recruit-

ment of a procurement officer was delayed 6Tanzania) there was ,uplica-

tion, in varying degrees, of the range of problems experienced in educa-

tion projects previously reviewed: delays in preparation of lists, the

need to readvertise bids because of poor response, the lack of adequate

storage facilities for equipment, the lack of spare parts and accessories,

and difficulties in distributing and installing equipment.

3.180 On the average, these projects took 73 months to be substan-

tially completed and 78 months to their eventual closing instead of the

average original estimates of 43 and 54 months respectively. In one case,

(Chile), extraordinary conditions of civil unrest and economic con-

straints impeded implementation. However, the delays on the whole

reflected implementation scheduling that was unrealistic; this was

particularly so in the initial startup of implementation such as mobi-

lizing project management staff, recruiting architects and experts, and
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preparing building designs. In recent years, the Bank Group has sought

to bring projects to a more advanced state of preparation by the time of

loan or credit approval.

3.181 The above delays acquire a more serious aspect considering

that all projects were reduced in scope during implementation. In Chile,

because of unforeseeable severe economic constraints, only three instead

of the intended seven project buildings were constructed. In Tunisia,

three agricultural training centers, which were subsequently considered

unnecessary, were deleted and some of the savings used to finance equip-

ment for secondary schools and technical assistance experts for planning.

In Senegal, the delays in recruiting an expert to advise on programs and

equipment for a merchant marine school resulted in deferment of the

equipping of that school to the second education project. Not all

the available manyears of technical assistance experts were utilized in

the Dominican Republic, partly because of unexpectedly high costs per

manyear and partly because of the borrower's lack of enthusiasm for the

experts. In Tanzania, in order to stay within cost estimates, less

school places were built than were originally envisaged. In no case,

however, was the overall purpose of the project defeated by such reduc-

tions.

3.182 In three projects (Senegal, Tunisia and the Dominican Republic),

despite minor reductions in scope, there were cost overruns, especially

on civil works, caused by delays and the exceptional and unforeseeable

rate of inflation in the early 1970s. In the other two projects, (Chile

and Tanzania), the reductions in project scope produced an overall cost
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underrun. In every project except Chile the expenditures and disburse-

ments on civil works were substantialy higher than appraisal 
estimates

and were compensated for by reductions in other components.

Project Results: Educational and Institutional

(i) Educational

3.183 To the extent that project items survived, they achieved

their immediate objectives; however, project schools had 
not operated for

a sufficient length of time to enable them to be thoroughly 
evaluated at

the time of audit. Enrollment targets have been achieved in some cases

and not in others. _/ The expected output of vocational training pro-

grams in one project kChile) has been exceeded by over 25%. The second-

ary school enrollment targets were achieved in Tunisia, while the short-

age of boarding facilities resulted in a slight 
enrollment shortfall in

Tamzania. In Senegal there were minor shortfalls in enrollment at one

technical institute because insufficient attention had been 
given to the

need for technical teacher training and to properly equipping secondary

technical schools as feeders to the project technical institutes - needs

/ A recent analysis done by the Central Projects Staff of the Bank

makes the interesting observation that non-university technical

training provides cause for special concern, recent project comple-

tion reports having noticed consistent under-enrollment by 32% or

more. The analysis goes on to observe that since the costs of

technical training can be seven times as much as general secondary

education, the effects of underutilization of capacity can be serious

and should be investigated. It has been suggested that the low

utilization of costly technical/vocational facilities may be due

to a lack of economic incentives for graduates. Low utilization

rates are also reported for non-formal basic education centers. On

the other hand, high rates of utilization are noted in general

university faculties and secondary schools, followed by secondary

teacher training institutions and technical, vocational, and agri-

cultural secondary schools.
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that are being addressed by the subsequent third project. Also in

Senegal there was a major enrollmept shortfall in an agricultural school

as a result of unexpectedly lower demand for its graduates. In the

Dominican Republic, the secondary schools and teacher training colleges

had not as yet built up to their full enrollment but are expected to do

so with successive new annual intakes.

3.184 In terms of equity and access, a broader social and geographic

distribution of educational and training opportunities has been achieved

by three of the projectsj(Dominican Republic, Tangania, Tunisia), while

mobile training units in a fourth (Chile) have extended training services

to rural areas. The access to project schools of poorer segments of the

population was noted in three cases.(Tunisia, Dominican Republic, and

Tanzania). The access of girls to educational opportunities was improved

in Tanzania at the lower secondary level but not at the upper secondary

level; in Tunisia, for reasons that are not clear and may derive frcm

sociological factors, only half of the enrollment target for girls was

achieved. In 3enegal, the low enrollment of girls in a technical insti-

tute was attributed to the employers' reluctance to engage female workers.

In the other two projects,(Chile, Dominican Republic), no information on

female enrollment was available.

3.185 The vocational training agency assisted under the Chile project

was considered to be operating very efficiently and competing successfully

with other training agencies for candidates and operating resources. In

the Tunisia and Tanzania secondary schools there was a good staff:student

ratio, and retention, dropout and examination pass rates were more
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favorable than the national averages. In another project, (Senegal), two

of the schools operated at very high staff:student ratios, in one case

because of a decline in enrollment without a corresponding reduction in

staff, and in the other, because of an uneconomic number of specializa-

tions being taught. In other cases it was noted that some practical work

facilities were underutilized because of insufficient equipment in the

workshops (Senegal), shortage of practical teachers (Tanzania), and the

continuation of traditional science teaching methods-(Tunisia).

(ii) Employment and External Efficiency

3.186 In two projects.(Senegal and Tunisia), agricultural education

items were included without full recognition of their manpower implica-

tions. In Senegal, the problem was not foreseeable: the government

services, for which the school produced agricultural staff, proved unable

to finance the absorption of graduates at the expected rate and the

school's enrollment declined drastically. In Tunisia, the agricultural

centers had been included without the benefit of review by a Bank econo-

mist or agricultural educator and, soon after implementation began, were

deemed by the government to be redundant.

3.187 Tracer systems were not built into these projects to follow

up project school graduates. Thus, insufficient information was available

to audit on employment of project school graduates. In two projects>

(Tanzania, Tunisia), there was some evidence of unemployment among

secondary school leavers with technical and vocational training. In two

projects concerned with technical/vocational education, (Senegal and

Chile), it was observed that employers were satisfied with the graduates

trained in the project schools and that closer ties with employers had

been developed.
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(iii) Institutional

3.188 As was usual with projects of the period, the institution

building objectives of this group of projects were limited. While in one

of the projects (Tunisia) no project implementation unit (PIU) was

required and the project was, on the whole, successfully implemented, the

four projects approved between FY69 and FY71 required the establishment

of PlUs. In two projects, (Senegal and Dominican Republic), these PIUs

were established, operated with some success, and have been useful in

implementing subsequent projects. However, the Senegal PIU was located

in the Ministry of Works and experienced problems in coordinating educa-

tional aspects of implementation. In a third project,(Tanzania), the PIU

was staffed largely by expatriates and little local expertise was de-

veloped. In the fourth case, (Chile), the PlU performed satisfactorily.

3.189 Some progress was achieved toward larger institutional objec-

tives through the strengthening of educational planning and administra-

tion. The central technical department of the training agency in the

Chile project, and the educational planning units under the amended

Tunisia project and the project in the Dominican Republic, were assisted.

However, in no case was such strengthening achieved to the extent origi-

nally anticipated: in-Chile because of forced economies; in Tunisia and

the Dominican Republic because of insufficient prior agreement between

the Bank and the borrowers on the nature of planning needed and the

function of the technical assistance experts provided under the projects;

in Tunisia also because there were basic borrower reservations about the

relevant project component.
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SUMMARY FINDINGS

(i) Approach to Lending

3.190 As noted in the two previous Annual Reviews, the Bank has

progressively modified its approach to educational lending, with software

items increasingly emphasized and a closer relationship sought between

project design and the borrower's priorities and problems. The five

projects included in the present Review illustrate this evolution, and

point to the difficulties encountered where project items were insuffi-

ciently prepared or had low priority in the borowers' view.

3.191 Projects in two countries (Chile and-Tunisia) that had previous

experience with similar education projects, were identified and prepared

principally by local staff. In each case the Bank Group invested only 16

manweeks in the field during the project generation period of less than

two years. The project in Tunisia was also well implemented, except in

regard to two components: agricultural training centers which were

deleted on grounds of redundancy, and educational planning which encoun-

tered severe difficulties. In Chile, the implementation difficulties

were principally economic and of a type that could not have been antici-

pated at the design stage.

3.192 On the other hand, in three other projects (Tanzania, Dominican

Republic, Senegal) the countries' role in project generation was substan-

tially less and the Bank Group invested an average of 56 manweeks in

the field over a high average project generation period of four years per

project. The problem in the Dominican Republic and Senegal was partly

due to the Bank's interest in financing educational refonns that the
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countries were still considering; in theDominican Republic these reforms

took a long time to crystallize, and in Senegal they were not finalized

in time to be included in the project. In Senegal and Tanzania, the Bank

also sought to save time by substituting brief reconnaissance missions

for regular project identification and preparation missions; in the long

run, this proved inefficient because it did not facilitate mutual under-

standing of the projects and thorough project preparation

3.193 The Bank reinforced several of the initiatives in its subsequent

lending. In Senegal, the second project financed elements of a reform

of secondary education which had been discussed but were not ready for

financing under the first project, and also the equipment of a merchant

marine school whose programs had been reviewed at the first project

appraisal. The third project in -Tunisia provided further support for

educational planning; it also provided for agricultural education at the

primary level instead of leaving it entirely to the government to provide

as had occurred in the second project. The follow-on project in the

Dominican Republic, while being more oriented towards basic education

than the first, included equipping of lower secondary schools. In

Tanzania, subsequent projects have provided for continued improvement of

secondary schools (Tanzania IV) and for evaluating the use of the physi-

cal plant in secondary schools -(Tanzania).

(ii) Technical Assistance

3.194 Once again, the projects in this group reflected insufficient

understanding between the Bank and the borrower on technical assistance

and its management. These considerations applied both to the Tunisia and
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Dominican Republic projects and were compounded in each case by what the

borrower perceived to be inadequacies in the technical assistance teams.

At the time of approval of these projects the Bank generally underesti-

mated the difficulties in attracting well-qualified experts to serve for

medium-term periods, and the problems of establishing harmonious working

relations between experts and local staff who are paid much less than

expatriates. Added to the intrinsic difficulties of judging the needs

for such assistance, this lack of understanding appears to have been at

the root of the problems encountered. The Bank is now more aware of the

problems which must be overcome before technical assistance is successful

and gives more attention to specifying the tasks to be performed, and to

the possibility of using local experts and/or the use of high-level

foreign experts only on short-term assignments.

(iii) Procurement

3.195 Civil works procurement in this group of projects was reasonably

efficient. The Bank is increasingly recognizing that schools with their

dispersed locations and comparatively simple demands on construction

contractors, are in most cases particularly suitable for construction by

local contractors. However, despite recent corrective efforts, the

problems of efficient procurement and utilization of equipment are far

from having been solved. The problem becomes more acute when, as often

happens, the original equipment lists have to be scaled down to offset

cost overruns in civil works. With one exception.(Chile), problems of

equipment procurement and utilization afflicted all projects in this

group and were especially acute in the Tanzania project. The Fourth
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Annual Review suggested a strong case exists for greater recourse to

local competitive bidding I/ and soopping and for a reconsideration of7r

the Bank's own capacity and procedures to review adequately detailed

equipment lists in the various disciplines and at the various levels

included in education projects. Also, equipment lists should be compiled

during the process of curriculum development. At present, the lists are

generally drawn up well after the curriculum has been developed, and the

discipline that their compilation would bring to the curriculum develop-

ment process is lost.

(iv) Supervision

3.196 The supervision efforts of Bank staff proved valuable in

the implementation of these projects, particularly in the scrutiny of

building designs and equipment lists. In one project, the Bank provided

valuable assistance to the borrower in reducing the scope of the project

in the light of adverse economic trends without compromising project

objectives. However, some of the supervision problems noted in previous

Reviews did recur in this group, including (a) insufficient use of

educators on supervision, (b) lack of continuity, (c) absence of country

visits during crucial phases of implementation, and (d) insufficient

assistance during early stages of implementation. The importance of Bank

supervision of the educational aspects of projects has been highlighted

once again, though there is some evidence of improvement in this respect.

Operational Manual Statement No. 2.40 of April, 1979 provides for
competitive bidding in accordance with local procedures, which is
being increasingly used where appropriate in Bank-financed education
projects.
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There remain areas of supervision that need to be strengthened, including

assistance with procurement problems and the use of educators in the

specializations demanded by the circumstances.

(v) Impact Evaluation

3.197 Experience with this group underlines the difficulty of evaluat-

ing at audit the impact of education projects, also brought out in last

year's Review. Audit reports note the difficulty of evaluating educa-

tional achievements shortly after physical plant has been provided; the

lack of built-in evaluation measures has been a particular handicap in

the past. The subsequent lending operations of the Bank in the bulk of

these countries as well as in others have aimed at establishing machinery

for monitoring and evaluating the projects and the education systems or

subsectors. These evaluations can best be carried out by the borrowers

themselves, with varying amounts of expert assistance depending upon the

circumstances. However, there are problems of relatively high cost, and

some lack of soaftsion about their objectives. As was mentioned in the

Fourth Review, the Bank is aware of the difficulties and continues to

experiment with various approaches, without having yet found a wholly

satisfactory conclusion.

E. DFCs AND INDUSTRY

DFCs

3.198 This Review covers eight loans and credits to development

finance companies (DFCs) in seven countries. Six of the operations are

relatively recent, having been approved in FY72-75, and one each in FY71
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and FY69. This group is marked by three special features: (i) all of

the DFCs, except Pakistan, receivedBank support for the first time; (ii)

the operations represented a change in Bank policy in that government-

owned DFCs were financed; and (iii) financing was provided for special-

ized operations. These new departures in Bank policy had a bearing on

institutional objectives and their attainment, in addition to the pattern

of industrial development sought.

Objectives and Achievements

3.199 The operations had industrial and institutional development

objectives. In recognition of local conditions and the role of the

government as owner in providing domestic currency resources to them, the

Bank did not set resource mobilization as a specific objective in

Ethiopia, Iran, Liberia and Trinidad and Tobago. On the other hand,

there were some specific objectives and expectations: in Ethiopia,

greater autonomy for the DFC was sought; in Iran, the objective was to

reach smaller scale industries; in Mauritius, broader economic objectives

were sought relating to the diversification of the industrial base and

the creation of additional employment; in -Morocco the Bank expected to

help define the DFC's investment policy in financing hotels.

I. Investment Objectives

(i) Implications of the New Approach

3.200 Of the seven DFCs, six were first-time recipients of Bank

finance; of these six, three (Ethiopia, Mauritius, Morocco) were sub-

sector specialized or multipurpose DFCs (agricultural and industrial

financing in Ethiopia and Mauritiua; hotel financing In Morocco). Four
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of the DFCs (Ethiopia, Iran , Mauritius, Trinidad and Tobago) were

publicly-owned and one (Morocco) had only a nominal majority private

shareholding. These characteristics affected the Bank's approach and

highlighted certain issues. The time needed to scrutinize the organiza-

tion and operational procedures of the DFCs, and to reach agreement on

operational and institutional issues, was on the whole especially long.

The interest rate to be charged by the DFCs was a special issue; it

involved major government policy in which considerations relating to the

DFCs were seen as being of minor importance. The government-owned DFCs,

forming a small part of the financial sector, had little latitude in

determining interest rate policies and, since the governments were

agreeable to provide or allocate the required local currency resources,

the role of interest rate as an instrument for mobilizing resources for

the DFCs was of little significance. DFC operations proved an ineffective

vehicle for discussing interest rate issues, and the timings of the

operations were victims of differences in approach between the govern-

ments concerned and the Bank, over which the DFCs had little control.

(ii) Commitment and Disbursement

3.201 As with the group reviewed last year, loan proceeds in this

group were invested in industrial development at a slower pace than

envisaged at appraisal. Bank loans and credits are normally intended to

meet the commitment requirements of DFCs for approximately two years,

shorter periods of less than 18 months having been allowed in Morocco and

Liberia in this group. With te exception of Iran, which was committed

ahead of schedule, the commitment of Bank funds took anywhere between 20
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months and 54 months. Disbursements to borrowers took an average of 54

months instead of the estimated 4 ; this was substantially less average

delay (20%) than in the group reviewed last year (44%). In Iran, faster

commitment and disbursement resulted mainly from the use of funds for

subprojects larger than planned at appraisal; more rapid transfer was

thus achieved at the cost of the primary objective of reaching smaller

subprojects. The longest time was required by PCIC-Pakistan whose

disbursements stretched to more than six years mainly because of the

special conditions resulting from the creation of Bangladesh.

(iii) Industrial Objectives and Employment

3.202 The geographic and sectoral dispersion of subprojects financed

generally continued to reflect the prevailing pattern in each country,

with the exception of hotel financing in Morocco. Most of the AIDB-

Ethiopia's operations were located in Addis Ababa and Asmara and were

concentrated in the textile sector. The same was true of VICIC's opera-

tions with respect to industrial concentration in the Karachi area and in

the textile sector. Geographic concentration was also acute in the case,

of ICB-Iran,_ which allocated 74% of the loan amount to subprojects in the

-Teheran metropolitan area. Half of the loan to LDI-Liberia went to a

foreign-owned forestry enclave project, characteristic of enclave opera-

tions which accounted for 85% of the country's GDP. The subprojects

financed were thus essentially in traditional sectors and in or near

metropolitan areas. In Mauritius and Trinidad and Tobago, however, the

sector distribution of subprojects was wider, reflecting the aims of

these countries to broaden the industrial structure and give it an export
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orientation. The Bank provided finance to a DFC in -Iran which was

involved at the time in relatively, small-scale industry financing; in the

event, the financing went to larger enterprises, partly because of

a change in the environment which increased the demand for funds from

large enterprises, and partly because the Bank itself did not make any

requirement in respect of the scale of enterprises to be financed out of

Bank funds.

3.203 Data on six of the seven DFCs (excluding ICB-Iran), show

that Bank financing helped job creation; the number of jobs directly

created by subprojects under this group are expected to exceed 16,000.

In Mauritius additional jobs helped increase female participation in the

work force. The table below indicates the average size of subprojects

financed, the proportion of World Bank finance in total investment costs,

and investment costs per job created.

Table 3

Average Size Ratio of Loan/ Investment
of Project Credit Amount to Cost per

Total Job
Investment Created

(US$ million) %)US

Ethiopia - AIDB I 0.6 50 11,000
M4uritius - DBM I 1.9 11 9,000
Liberia - LBDI 1 0.3 1/ 32 9,600

Iran - ICB 8.2 8 n.a.

Pakistan - PICIC VIII 1.2 41 9,000
Morocco - CIH 2.8 13 23,000 2/

Trinidad &
Tobago ,- TTDFC I & II 0.4 14 15,000 3/

I/ One project amounting to US$2.15 million received 50% of the loan
amount.

2/ "A" projects only (which received 98% of the loan amount).
3/ Ratio of sub-borrowers' total employment to their total assets.
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3.204 The investment per job created in Trinidad and Tobago was

low because the DFC was highly promotional in its orientation and pro-

vided funds to subprojects in light and export industries. In -Mauritius,

similarly, the focus of operations was on export and light industries, in

addition to tourism.

(iii) Financial Performance of Subprojects

3.205 Data on the financial performance of subprojects is available

for six of the seven DFCs ,(the exception being Iran), but only for the

early years of operation, usually the second year. Data are thus availa-

ble on early operations for 100 subprojects out of 191 financed from Bank

funds. The information indicates that around 60% of these subprojects

had earned a positive net return on equity. For 37 subprojects for which

data are available on projected and actual profits it was found that

actual profit was higher than projected for 15, lower for 21, and the

same as projected for 1. Given that these results reflect very early

years of operation when profitability is generally not achieved, they

speak well of the decision-making process in these DFCs.

3.206 On the basis of the above limited information, the profitability

was satisfactory for most DFCs, and subprojects financed and completed

were, on the whole, financially viable. Partial economic indicators,

such as jobs created and investment per job, were usually satisfactory.

These conclusions must however remain tentative. More comprehensive

information for a representative sample extending over a period of years

would be needed to enable a considered judgment being reached on the

performance of subprojects. Systematic collection of data on sub-projects

has now been instituted by the Bank.
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II. Institutional Objectives

(i) Management and Organizaion

3.207 Considerable progress was made in improving the management

and organization of these DFCs. In i beria and Mauritius, Bank initia-

tives led to changes in management which improved the functioning of the

DFCs in these countries; in Mauritius, a whole set of organizational and

policy changes were brought about before the Bank loan was approved.

Many DFCs, like ICB-Iran, improved their financial management practices

and introduced forward planning operations. In Morocco, the maturity

structure of the subloans was longer than that of the DFC's borrowings;

on expression of concern by the Bank, the DFC took steps to lengthen the

maturity structure of its borrowings, though not to the full extent

required. In Trinidad and Tobago, despite initial Bank reservations, the

management of the DFC was found to be competent.

3.208 A major objective of Bank financial assistance to DFCs has

traditionally been to ensure their autonomy in policies and financing

decisions. As the Bank began to get involved with government-owned DFCs,

which predominated in the present group, its concern about institutional

autonomy increased and it sought to introduce mechanisms, including

policy statements and operational criteria, to ensure such autonomy for

the DFCs.

3.209 On the whole, the experience with this set of projects turned

out to be satisfactory in respect of both the government-owned and the

privately-owned DFCs. In Mauritius and Trinidad and Tobago the DFCs

showed considerable autonomy in their decision-making process and the
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government exhibited respect for DFC decisions. In Ethiopia, while

government control ostensibly increased as a result of the nationaliza-

tion of the DFC after the revolution, the DFC was able to reject a number

of government-sponsored projects on viability grounds. In Liberia, the

Board of Directors helped to insulate the privately-owned DFC from

outside interference and to maintain its autonomy. The autonomy of

CIR-Morocco, which was nominally privately owned, appears to have been

abridged by the government clearance system and, at least during the

period covered by the project under review, it exercised little independ-

ence in its financing decisions on projects.

3.210 What emerges from this experience is that neither the nature

of ownership nor procedural devices ensure autonomy in DFC operations.

It is far more a function of the government's confidence in the quality

and integrity of the DFC's judgment, government restraint, and the

respect the management of the DFC builds up in the economy. In this

respect, the present group was fortunate in having a set of circumstances

which made for the autonomous functioning of the DFCs; the Bank contri-

buted to the outcome by helping to strengthen organizations and proce-

dures which made it possible for the DFCs to operate efficiently.

(ii) Financial Position of the DFCs

3.211 Generally the financial position of the DFCs was satisfactory.

The return on net worth of three (Morocco, Pakistan and Liberia) was

above 10%, and in all cases except PakistAn and Morocco the actual return

was higher than projected. The DFC in+Mauritius had higher approvals,

commitments and disbursements than projected and thus showed better
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financial results. The operations of LBDI-Liberia were slow in the

initial phase and its profits affected by the revaluation of certain of

its foreign currency loans for which no cover had been properly arranged.

Overall operations of PICIC-Pakistanswere seriously affected by political

changes and the economic climate, including devaluation of the Pakistan

rupee, the oil crisis and international recession. None of the DFCs had

a serious arrears problem although some increases were noted, reflecting

mainly the short-term difficulties of sub-borrowers in the aftermath of

the oil crisis.

(iii) Appraisal and Supervision of Subproiects

3.212 The build-up of appraisal and follow-up capabilities is a

continuous process: in the case of new DFCs, it involves the introduc-

tion of techniques for financial, technical and market analysis of

projects; for established DFCs, it calls for greater sophistication in

such analysis, including the use of economic analysis.

3.213 The Bank's objectives and expectations in this respect were

achieved with varying success in this group. Appraisal procedures were

improved, though some DFCs had reservations about and were therefore

reluctant to carry out calculations of economic rates of return. DBM-

Mauritius achieved respect in the local financial community for the high

quality of its appraisal standards; PIGiC-Pakistan maintained its already

high appraisal and follow-up standards despite some loss of experienced

staff. DFCs in Ethiopia and Trinidad and Tobago concentrated their

attention on making financial appraisals while continuing to be reluctant

to undertake economic analyses; this was also the case in Iran and
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Morocco. Even in countries where economic rates of return were calcu-

lated, this was done to meet Bank requirements rather than as an instru-

ment to guide decision making; economic rates of return were often

calculated at the end of the project cycle to confirm an earlier decision

to finance the project on other criteria. DFCs also found it difficult

to obtain the required data; and some of them felt that distortions in

the economy were not serious enough to warrant calculation of economic

rates of return. In Liberia. there was inadequate assessment of organiza-

tional and management aspects of subprojects and insufficient market

analysis; adequate appraisal of these aspects would have led to a recog-

nition of the need to nurture the entrepreneurs through the earlier

phases of the projects and to strengthen supervision efforts by the DFC.

-IC0-Iran, LBD-Liberia, and CIh-Morocco did not undertake adequate

analysis of the technical aspects of subprojects. In +Iorocco, 4 the main

influence of the DFC appears to have been limited to the design and

organization of subprojects, effective decisions being made outside the

DFC.

3.214 The main objective of effective supervision is to provide a

first alert to a DFC on problem projects and to provide feedback on

project experience for realistic appraisal. Achievements in improving

supervision procedures in this group were severely limited. TTDFC-

Trinidad and-Tobago and AIDB-Ethiopia set up comprehensive and effective

supervision procedures. In Mauritius, staff constraints left scope for

improvement. In Iran, supervision was confined to technical matters and,

in both Iran and iforocco related mainly to the construction phase of the
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subprojects. There was little progress in supervision in Liberia and

limited attempts made to identify Por deal with problem projects.

(iv) Promotional Activities

3.215 A major consideration in the Bank financing of DFCs has been

to induce them to play an active role in promoting industrial growth in

their respective countries. The performance of the DFCs in this group,

whether publicly or privately owned, was highly satisfactory in this

respect.

3.216 The promotional activities of'ICB-Iran in project Identifica-

tion, organization of joint ventures and in undertaking share underwrit-

ing, were an important element in the Bank decision to provide funds

through a second DFC in that country. Starting out as a wholly government-

owned enterprise, TTDFC-Trinidad and Tobago proved highly promotional in

its orientation by providing active assistance to new entrepreneurs.

AIDg-Ethiopia ,was similarly active in promoting new enterprises, and

CIH-Morocco specialized in housing and hotel finance, setting up a number

of subsidiaries to support and extend its hotel financing activities. In

-Liberia, on the other hand, it was expected that a government agency

would play an active promotional role, with the DFC concentrating on

providing finance; promotion at government level was weak and the DFC did

not have the resources to undertake promotion on its own.

III. Role of DFCs in the Capital Market

3.217 As previously mentioned, many DFCs in this group were government

owned. The others, with the exception of Liberia, operated in the

context of state control in respect of access to the capital market;
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Liberia, with a free economy, had no control on the movement of capital.

In such environments, the role of DFCs in developing the domestic capital

market was limited. In all these countries, the rate of interest was

formally set, and the interest charged by the DFCs on local currency was

lower than that charged by commercial banks (usually for shorter maturi-

ties); as a result the DFCs were not in a position to raise funds on the

market.

3.218 No quantitative targets were laid down for resource mobilization

by the DFCs; it was expected that they would raise the required local

currency resources and diversify their sources of foreign currency funds.

The DFCs were generally able to raise the domestic currency resources;

however these were obtained from the government (Trinidad and Tobago,

Iran, Mauritius and Ethiopia); 6IH-Morocco obtained such resources from

its shareholders and government institutions; 'PICIC-Pakistan issued

debentures with tacit government backing. On the other hand, LBDI-Liberia

was not able to raise local currency resources and sought, and obtained,

Bank consent to use a part of Bank funds from a subsequent loan for its

local currency operations.7 None of the DFCs,, except Iran, was able to

raise foreign currency resources other than from the Bank.

SUMMARY FINDINGS

(i) Perspective for DFC Lending

3.219 The group of DFCs covered by this Review differs from those

in earlier Reviews: most of the DFCs represented are government owned,

with multi-sector or specialized operations. The experience raised

questions of the DFCs' organizational structure and autonomy of opera-

tions, and of industrial sector and interest rate policies in reference

to Bank lending.
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3.220 The first question appears to have been addressed with reason-

able degree of success. Since several of these operations represented

the inception of the Bank's relationship with the DFC concerned, the Bank

acted wisely in establishing a close relationship with the DFCs prior to

loan approval and to ensure that essential changes in the organizational

structures were made. The Bank also helped strengthen the capability

for efficient decision making by the DFCs. And although the Bank did not

seek explicit understandings in respect of their autonomy, this demon-

strated capability encouraged restraint on the part of the governments

(para. 3.210), thus effectively assuring autonomy for all DFCs in this

group except CIH-Morocco.

3.221 On industrial policy objectives the Bank appears to have

gone along with the role assigned to these DFCs in the economies con-

cerned. There was apparently little effort at deconcentration of in-

dustry, and in one case where the Bank tried to reach small-scale in-

dustries (1CB-Iran), the mechanics of reaching this objective were not

laid down, the scale of enterprises to be financed out of the Bank funds

was not specified, and the operation ended up financing much larger

enterprises. There was some diversification in the projects financed in

Mauritius and Trinidad and Tobago in line with the aims of these econo-

mies. This group of operations was not used to consciously seek certain

industrial policy objectives. The experience highlights the need for

policy statements and operational criteria agreed in advance between the

Bank and the borrower if DFC lending is to serve as an instrument to

effect changes in industrial policy. Such policy statements will natu-

rally need to take into account the sector context of DFC operations and

the larger economic objectives of the country concerned.
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3.222 The other issue concerns interest rates and the resource

mobilization and allocation role of the DFC. In all the countries in

this group, DFC lending rates, being promotional, were lower than com-

mercial bank lending rates. This effectively inhibited the DFCs from

raising funds on the market for their operations; they obtained their

local resources from the government or through captive sources controlled

by the government; only IEB-Iran was able to raise resources abroad. The

Bank did seek to encourage the DFCs to raise their lending rates as an

instrument to strengthen their allocative function; larger issues were

however involved and DFC lending proved to be a poor instrument for

setting interest rates in consonance with larger country objectives. A

dialogue on interest rates, in order to be meaningful, is therefore to be

carried on with the government in a macro-economic context. In more

recent times, in channeling funds for small-scale industries through

DFCs, the Bank has placed emphasis on technical assistance, promotion and

allocative efficiency rather than on financial intermediation to develop

the capital market. The role of the ultimate users of funds is also

being emphasized, often requiring Bank funds to be used for specific

purposes like export promotion or employment generation.

(ii) Appraisal and Supervision

3.223 The Bank's efforts in the above areas were clear and consistent

but had mixed results. The monitoring of appraisals, by setting low free

limits above which Bank approval is required for subprojects, involved

considerable communication between the DFCs and the Bank. Appraisal

procedures were improved although the DFCs remained unpersuaded of the
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need to carry out analysis of the economic rates of return; even where

such analysis was attempted it was done in a pro-forma fashion to

meet Bank requirements rather than as an instrument to guide decision

making. And yet, economic analysis remains crucial in countries where

distortions are caused by economic interventions, and if less favored

borrowers are to be reached through DFC operations and other industrial

objectives achieved. Achievements in improving supervision procedures

were even more limited, with only TTDFC-Trinidad and Tobago and AIDB-

Ethiopia in this group setting up comprehensive and effective supervision

procedures.

INDUSTRY

3.224 Four industrial projects were audited during the period of

this Review; two loans were made in FY74 and one each in FY71 and FY62.

The first two loans financed tugioslav casting and engineering enterprises;

the third was made to a fertilizer company in Indonesia; and the fourth to

a captive coal mining unit of a steel plant in India.

3.225 Three of the projects were efficiently implemented: the two

projects in Yugoslavia close to the original schedule, and the fertilizer

project in Indonesia within the time span projected at appraisal. The

cost overruns in these three range between 5-32%, mainly due to exchange

rate changes. Efficient implementation was effected by special project

management arrangements which were made in Indonesia and Yugoslavia.

3.226 Production capacity as planned was built up and even exceeded in

in the :two projects in Yugoslavia and dne in Indonesia; their reestimated

economic rates of return at audit were high, in the range of 18-25%. The
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Bank played a useful role in helping the borrowers in procurement and in

providing efficient supervision of project implementation. The Bank also

introduced the two Yugoslav borrowers to improved systems of financial

management including long-term projections of operations. However, the

$ugosLav borrowers found the loan covenants on external audit and the

allocation of profits, onerous and insensitive to the needs of the local

situation. Subsequent developments in Indonesia showed the Bank to have

been overcautious in its judgment of the size of the fertilizer project

it was willing to finance.

3.227 The colliery project in India (FY62) was never completed.

A delay of seven years in the actual work done was caused by design

changes during implementation, the requirements for additional drilling,

and inadequate management. Management for project implementation was

divided between the consultant and the company and, within the latter,

concentrated at its headquarters; it was almost six years after loan

approval that, at the suggestion of the Bank, project management respon-

sibilities were centralized and more efficient arrangements introduced.

The cost overrun on the work done was about 50%.

3.228 The project was the first colliery project handled by the Bank.

The Bank at that time did not have in-house capacity to assess the

project and had to depend upon help from outside consultants. The project

subsequently underwent substantial design changes. Supervision was

inadequate and failed to identify the problems in slow implementation;

specialized expertise was brought in only after the project had got

delayed and then had little significant influence on its implementation.
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While the additional facilities and production capacity were ultimately

built, flooding at one of the collieries led to the closing of the
7

related mine. The additional coal was also not needed because of a fall

in the production of steel.

F. PROGRAM LOANS

3.229 The exceptional set of circumstances following the oil price

rise in 1973 - strong inflationary conditions, a recession in the de-

veloped countries, deterioration in the terms of trade and sharp in-

creases in the balance of payments pressures in developing countries -

provided the justification for most of the program loans reviewed.

The main objective of such lending was to furnish quick disbursing

assistance to countries facing balance of payments difficulties and to

support corrective policy measures to help safeguard the development

process.

3.230 Of the seven program loans and credits in this group, made

during the period FY73-77, six were repeat operations (Zambia, Korea,

1Bangladesh, India), the seventh being the first of the series in

Bangladesh. The loan to Zambia was made to alleviate foreign exchange

shortages resulting from the continuing low prices of a single export

product (copper), to enable the import of essential goods and to support

an appropriate investment program. The first credit to Bangladesh was

intended to serve reconstruction needs following a cyclone; the two

subsequent credits were aimed at supplying the needs of priority in-

dustries and increasing their capacity utilization. In Korea, Pakistan

and India, there were continuing foreign exchange deficits resulting



-140-

from the conditions mentioned above. The credit to India was one of a

continuing series for industrial material imports needed for established

production capacity in capital goods industries. In Zambia, Korea

And Pakistan, counterpart funds were earmarked for specified investment

programs of the governments. While the audit reports found the funds to

have been so used, the overall allocation of internal resources did not

appear to have been altered by this earmarking.

Objectives and Achievements

(i) Resource Transfers

3.231 Rapid disbursements were effected in Pakistan, Korea, Zambia

and India where the credits were used up in less than one year. The

first credit to Bangladesh, on the other hand, was very slow to disburse

due to rigidity in internal licensing procedures and to lack of famili-

arity with the Bank's disbursement system; the pace of disbursement

improved for the subsequent credits but was still slower than projected.

The program operations enabled an increase in imports in all countries,

and in India, Pakistan and Bangladesh they improved capacity utilization

in the specific sectors for which the imports were obtained. In some

industries in Bangladesh, however, the constraint on increased output and

capacity utilization was found to have been not so much the limitation of

imports but of markets.

(ii) Policy Objectives

3.232 The operations were accompanied by understandings on policy

changes whose implementation, it was expected, would be facilitated by

the program funds. The agreements with the governments related to
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macro-economic policy, to investment policy, and to studies of specific

issues related to problems of economic efficiency and growth.

3.233 In Pakistan and Korea, policy understandings related to in-

creased resource mobilization by the governments, actions to curb price

inflation and to promote exports. Generally, the agreed measures were

carried out. In Korea, they also achieved the expected results. An

inability to control public expenditures and a recession in export

markets intervened in Pakistan to defeat export promotion and resource

mobilization efforts. In Pakistan and Zambia, it was expected that the

governments would take measures to strengthen agriculture. In Pakistan,

budgetary measures to improve agriculture were taken but the required

institutional improvements were not brought about; in Zambia, producer

prices were increased, but neither adequately nor in time to signifi-

cantly influence agricultural output. In india and in Bangladesh studies

on specific industries and on import procedures respectively were

undertaken.

Comment

3.234 Experience with the present group of program loans reinforces

the two points made in last year's Review. First, timeliness is clearly

an essential ingredient in program lending. In the present group, both

loan approval and the disbursement of funds were timely. The one excep-

tion was the program loan to Zambia,,which was delayed by difficulties in

Zambia reaching agreement with the IMF on issues which were also of

substantive concern for the Bank program. In Bangladesh, delays in

disbursement of funds were caused by administrative problems, partially

defeating the purpose of program lending.
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3.235 The second point relates to the specificity of agreed policy

measures and the monitoring of their implementation and impact on eco-

nomic performance. The Bank required that a program of specific measures

be developed at the time of the first program loans to Korea, Pakistan

and Zambia; the subsequent loans in this group required such policies to

continue. Positive results were observed in -Korea after its second

program loan. Although both Zambia and -Pakistan implemented some of

the measures agreed with the Bank, at the time of audit their impact on

the countries' balance of payments was not discernible. Recent program

loans have been tranched as a device to permit more effective response to

observed performance during the disbursement period.

G. TECHNICAL ASSISTANCE

3.236 This Review covers three technical assistance credits, all of

them to Indonesia during fiscal years 1969-72. The credits were intended

to help finance the services of consultants with a twofold objective: to

undertake preinvestment and feasibility studies, and to perform advisory

services of various kinds. It was intended that the preparation of

projects for financing should be accelerated, and domestic capability

built to sustain the flow of projects in the long run. The sub-projects

to be financed were not defined at the time the credits were made but

were to be agreed between the country and the Bank's resident mission.

3.237 In all, fifty sub-projects were financed. A substantial pro-

portion of the feasibility studies prepared under the credits led to

projects which were later financed by the Bank or other financing agen-

cies. Results in respect of advisory services were mixed.
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3.238 The experience of these credits provides two lessons. First,

the flexibility built into the credits for the selection of priority

sub-projects was appropriate and well used, as indicated by the high

proportion of sub-projects which led to subsequent financing. Second,

advisory services are likely to be more effective if the deployment

and the work of advisors is guided and monitored by a high-level local

steering committee which would have an overview of the economy's priority

needs and how best they can be met.

IV. CONCLUDING COMMENTS

Experience and Response

4.01 In discussing projects in each sector, an effort has been

made in this Review to relate lessons of experience with current Bank

practice. In most sectors, a quick look has been taken at the projects

immediately following the ones reviewed here. Most of these follow-on

projects carry evidence of the Bank's sensitivity to lessons of experi-

ence; in some other cases, policies and procedures have been subsequently

modified in response to broader patterns of deficiencies.

4.02 In agriculture, deficiencies of preparation and design

affected a number of projects in this group, as they did in the ones

reviewed earlier; the follow-on projects built upon the lessons learned

from those preceding. The effect of the most recent Bank instruc-

tions, which lay down criteria for the desirable level of preparation for

different types of projects, can only become visible in the future. Last

year's Review noted wide variations between demand forecasts and actual
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materialization in transport and public utilities projects. It was then

emphasized that projections of future traffic growth should be attempted

in the context of broader economic analyses. Although the present group

shows similar deficiencies in demand forecasting, broader economic

analysis is being undertaken in current project preparation for highways,

especially for feeder roads. A closer study of major traffic categories

which would be sensitive to intermodal competition is still indicated

in railway projects, and is being considered. In respect of electric

power and water supply, demand forecasts are admittedly determined by a

variety of factors in the economy not easy to project with precision.

Nevertheless, improved and broader-based forecasting techniques are now

being used in water supply. In electric power projects, the Bank plans

to revise the forecasts more frequently and to adjust implementation

schedules to minimize the effects of divergence where feasible.

4.03 Previous Reviews have emphasized that in designing projects for

revenue earning enterprises, due attention should be given to the poten-

tial for improving operational efficiency. Insufficient consideration of

productivity improvements, especially in port projects, has also surfaced

in the present group. Operational efficiency indicators are now in use

in railway projects and are beginning to be applied in port projects. In

planning transport projects, consideration is also being given to risk

analysis that would take account of the probabilities of traffic reaching

different levels and of efficiency improvements proceeding at different

paces. Key monitoring indices are also being developed for borrowers in

public utilities.
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4.04 The review of the present group has been designed to highlight

a few other lessons. One of theseiconcerns project supervision. The

projects reviewed continue to bear out the relationship between the

quality of Bank supervision and acceptable results in many projects. Not

all problems are susceptible to correction during supervision; a surpris-

ingly large number are, and others can result from or not be recognized

in time for correction due to deficient supervision. What is noteworthy

in this group is not the frequency of supervision or the manpower input

as much as its variable quality (paras. 3.36-3.46, 3.196). The Bank

has taken steps to strengthen supervision by providing additional man-

power and by diversifying the available expertise. The supervision

experience is being monitored by senior management through the Problem

Projects Reviews and in annual papers prepared by the Central Projects

Staff and reviewed by the Executive Directors. A revised Operational

Manual Statement (OMS 3450) was issued in February, 1979 and is aimed at

making the process more efficient and cost effective. Increasing use is

also being made of the Bank's resident mission staff to provide close and

continuous supervision, especially of risk-prone projects in which such

staff have a clear advantage.

4.05 A second lesson that deserves special attention is the high

proportion of projects changed during implementation (para. 2.03), and

the related cost and time overruns (paras. 2.06, 2.08). The proportion

of projects with clearly defined physical content which were changed

during implementation was 61% in this group, up from 56% last year.

Sometimes the changes effected were relatively minor; quite often they
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represented a welcome flexibility in response to changing circumstances.

In other cases, they resulted frop deficient initial project preparation

and design. Whatever the reason, subsequent changes in project design

and scope are often accompanied by changes in objectives and accomplish-

ments, and there are usually cost implications. While a procedure exists

in the Bank for reviewing proposed changes in project design and content

during implementation, the high incidence of such alterations suggests

the need for a study to identify their major causes and costs, and the

potential for minimizing them. It is also suggested that innovative and

risk-prone projects should invariably provide for a special mid-term

review during implementation so as to systematically determine any

changes that may be necessary, and their implications for project costs

and benefits. The Bank now provides for mid-term reviews in some but not

yet in all such projects.

Sector Environment

4.06 This review underlines once again the importance of the sector

context in which projects are designed and implemented. This applies as

much to the institutional context as to the framework of sector policies.

4.07 A repeated cause of failure to realize the institutional change

and improvement incorporated in a project appears to have been the

lack of borrower's readiness to undertake the effort and to give it full

support. Borrower commitment can of course fall victim to political

change, or a change in the key personnel involved, or become eroded by

inter-agency rivalries. In a number of cases, however, there is evidence

that borrower commitment was lacking from the beginning; being unper-

suaded of the need for the proposed institutional change, or for the



- 147 -

expatriate consultants who most frequently provided the instrument of

such change, borrower support remained half-hearted, and the resulting

institutional improvement, marginal.

4.08 More effort by the Bank seems indicated to enlist full borrower

understanding and support for the institutional components of projects.

Systematic efforts at institutional improvement could be improved by the

Bank and borrower jointly developing an institutional profile of the

sector and a time-phased program of action. The institutional profile

would review the technical manpower availability within the country and

the sector. It would analyze the existing institutional framework in the

sector, define its capabilities, identify areas that might need change

and strengthening, and clarify the potential for local staff to carry out

project activities. It would define the needs for training and develop

a training program to be implemented over time. It would also identify

interim requirements of expatriate consultants.

4.09 An institutional analysis of this type is all the more neces-

sary when, on the evidence of this review, over 80% of the Bank's opera-

tions are one of a series in the country and sector concerned. The

sector profile could, in the circumstances, provide a frame of reference

for designing the Bank's support for strengthening domestic capability

over time. A joint exercise of this kind might help overcome political

resistance to expatriate experts, where needed; it should also enlist the

borrower's commitment to an agreed institutional effort. At least one

Region in the Bank has recently undertaken an analysis of the adminis-

trative framework in a country and proposes to follow this up with
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more detailed institutional analysis. This is an initiative to be

encouraged and, directed specifically at sectors of substantial Bank

involvement in a country, should provide a systematic basis for institu-

tional development.

4.10 Similar comments could be made about the other aspect of the

sector context mentioned above. An important cause of the lack of

success in a number of agricultural projects in this group as well as in

those reviewed earlier was the policy environment which ran counter to

project objectives. Inappropriate producer price policies,-for instance,

either did not provide the required incentives for increased production

or pointed to an economic response from the farmer which was at variance

with the project goals. The result was a shift to crops other than those

promoted by the project, and a failure to attain production objectives.

4.11 Supportive sector policies are the responsibility of the

borrower. To the extent that the Bank makes series of loans in any

sector, the policy environment becomes crucial to the attainment of

longer-term sector objectives. Sufficient sector analyses are thus

essential to establish a basis for reaching prior understanding with the

borrower on sector policies and keep them under frequent review there-

after. This applies to operations in the industrial and DFC sectors as

it does in agriculture and education.

4.12 A variety of efforts are now being undertaken by the Bank

to relate sector and project objectives more closely and to provide the

strategic underpinning for its lending. An important development in

recent years has been a substantial increase in the use of country sector
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memoranda; these are intended to provide a brief synthesis of sector

knowledge and summarize the Bank'p strategy in the sector in terms of

policies and projects. A recent (July, 1979) staff review of the Project

Brief System, introduced by the Bank in 1977, also indicates that,

together with the sector memoranda, this may evolve into a suitable

instrument for more effectively defining project objectives in a sector

context. The success achieved in establishing and sustaining such

coherence between project and sector objectives will only be evident over

time.
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ANNEX I

Page 1 of 7

Classification of the Projects Covered by

Reviews I - V

The group of 98 projects under review is part of the 384 whose

performance has been audited by OED up to December 31, 1978. 1/ Table 1

indicates the coverage of the 384 in terms of the year in which the loans

or credits were fully disbursed, and Table 2 the year in which they were

signed. This Annex shows the projects included in each of the five

Reviews to date under different classifications.

Table 2 shows the distribution of projects covered in each of

the five Reviews by the year in which the loan or credit agreement was

reached. Some 93% of the loans in the present group were signed in

fiscal year 1969 or later. The proportions for the same period in the

First, Second, Third and Fourth Reviews were 26%, 57%, 74% and 88%

respectively. Classification of projects in terms of the date when

disbursements are completed, and project performance audits undertaken,

groups together projects of differing ages. There is a wide variation in

the period required for execution of individual projects deriving from

the nature of the project, the experience of the borrower and, in the

newer fields of operation, the experience of both Bank and borrower.

1/ Another 71 projects were the subject of performance audit in the

first six months of calendar year 1979.
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ANNEX I

Page 2 of 7

Taken as a group, however, these projects belong to a generation younger

than those previously reviewed, and some of the more recent policy shifts

in the Bank's lending are beginning to surface in their results.

The distribution by sector is shown in Table 3, where the

current group is compared with those previously reviewed. The distribu-

tion by sector and Region, and by sector and size, appears in Tables 4

and 5. In each case, summary figures have been provided for the four

earlier Reviews.

Taken together the tables in this Annex provide a quick

reference to the nature and scope of operations covered by the project

performance audit review system through December 31, 1978. A more

complete reference appears in the "Concordance to Project Performance

Audit Reports Issued by the Operations Evaluation Department", Qf May 15,

1979.


