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We found the IEG’s Independent Evaluation
of IFC’s Development Results 2009: Knowl-
edge for Private Sector Development (o be
an excellent and timely report. The report suc-
cessfully takes on the very challenging task of eval-
uating not only IFC’s investment operations
but also, for the first time, IFC’s advisory ser-
vices (AS). This task was made all the more chal-
lenging by two unrelated aspects. The first is that
IFC’s AS has been growing very rapidly, and that
it is only recently that IFC has begun to put in
clearer objectives and procedures to approve,
manage, monitor, and evaluate this line of bus-
iness. This has limited the coverage and the
quality of the data that can be used to assess the
wide range of AS. The second is the severe global
financial and economic crisis that has spread and
deepened, while the evaluation was being un-
dertaken, and which has not bottomed-out yet.
The authors are to be commended for begin-
ning to incorporate some of the implications of
the crisis for both IFC’s investment operations
and AS.

In this note, we will make some general com-
ments on the report, and then complement the

analysis and recommendations, particularly re-
garding AS because this is the main focus of the
report.

Comments on the Report

Overall, the report is very good, and is both detailed
and fact-based. It contains concrete and actionable
recommendations. Here we comment on the con-
ceptual framework and the methodology.

Conceptual framework: The report does a
good job of outlining the importance of knowl-
edge for development. It also emphasizes the
role of the private sector and of private sector
knowledge in development. IFC contributes to pri-
vate sector development through its investment
operations, as well as through its advisory ser-
vices. IFC transfers quite a lot of technical and or-
ganizational knowledge to individual companies
(firms, as well as financial and non-financial inter-
mediaries) as part of its regular investment op-
erations. This is recognized in the report, but is
not treated explicitly. Instead, the focus on knowl-
edge transfer in the report is explicitly on AS.
This typically consists of broader policy knowl-
edge directed primarily to government (more
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than 52 percent of IFC’s AS by value), although
it also goes to financial and non-financial inter-
mediaries, large commercial firms, and small and
medium enterprises. While the knowledge that
IFC transfers through its investment operations
may be hard to quantify, the important develop-
ment impact of that knowledge should not be
glossed over. It could be argued that this knowl-
edge transfer is as important as that transferred
through AS. In addition, there should be more
evaluation of the quality of that knowledge trans-
fer, as well as some analysis of how the value of
that transfer can be increased through more ex-
plicit attention to management of that knowl-
edge. Addressing this may be an issue for the
report next year.

Methodology: We found it very appropriate that
the report complemented the database on proj-
ect completion reports, particularly regarding AS,
with extensive internal and external interviews,
including with clients and other development
organizations. This allowed it to compensate the
still relatively new and incomplete monitoring
and assessment instruments for AS, and to over-
come some of the biases of self reporting by staff
involved in the projects being assessed. This al-
lowed the authors to provide some very impor-
tant and critical insights and to put their findings
in perspective. A few additional analyses in criti-
cal areas (e.g., pricing) would have been helpful
to understanding the crux of the issue better,
and as a result, strengthen the overall recom-
mendation. We would recommend drilling a bit
deeper into critical areas in future reports.

Performance of IFC’s Investment
Operations

The report clearly demonstrates the significant im-
provement of IFC’s investment operations over
the years and focuses on projects that reached
maturity in 2006-08. It notes that part of the
improvement has been due to the exit of a par-
ticularly weak cohort of projects that matured in
2005, more favorable conditions in the develop-
ing world (until late 2008), improving IFC ap-
praisal and structuring quality, and the move to
larger projects. It appropriately notes that the
performance of projects will likely deteriorate as

a result of the growing global financial and eco-
NOMIC Crisis.

In its recommendations, the report notes the im-
portance of managing the tension between pro-
tecting the existing portfolio and responding to
opportunities during the crisis. We fully agree and
stress that this will require careful attention. We
would emphasize that as the depth and breadth
of the crisis is expanding, IFC needs to do more
to manage the risk to its current portfolio, in-
cluding not only the balance between its current
portfolio and new investment opportunities, but
also mitigating conflict of interest that may impede
collaboration with the Bank and the IMF as noted
in the report. Furthermore, we would add that IFC
is likely to face a lot of demand for additional fi-
nancial restructuring of existing operations, given
the global liquidity constraints and the drying up
of credit markets. In addition, there will be in-
creasing demand for restructuring specialists. IFC
should begin to staff up for the expansion of this
type of work. Moreover, on the AS side, there is
also likely to be increased demand for the design
of more appropriate regulatory structures, start-
ing with finance (banking system, non-bank fi-
nancial sector, stock markets), but extending to
many sectors, as well as for financial restructuring
and consolidation of business. This has strong
implications for the type of expertise and staffing
that will be necessary. It also gets at the issue of
how much of this is to be market driven and mar-
ket priced, vs. a public-good contribution to de-
velopment of better systems.

Performance of IFC’s Advisory Services
The report examines in detail the performance of
IFC’s AS, and shows how its rapid growth is cre-
ating challenges, which need to be addressed to
ensure success and sustainability of this business
line. It also outlines four concrete recommenda-
tions: develop a global strategy for the group,
pursue more programmatic AS interventions,
improve execution of the pricing policy, and
strengthen performance measurement and in-
ternal knowledge management. We generally agree
with the thrust of the recommendations. However,
we would like to make a general observation and
then some specific suggestions.



We were surprised that the AS staff has grown by
a factor of seven since 2000, and that it now ac-
counts for roughly 45 percent of the total staff of
IFC. With AS expenditures of $245 million in fis-
cal year (FY) 2008 (roughly twice that in FYOS and
a tenfold increase since 2001), it certainly is an area
that needs explicit attention and appropriate man-
agement. The relative size of this effort is quite im-
pressive. According to the IFC FYO08 financial
statement, total IFC administrative expenses were
$549 million. It is not clear whether the expen-
diture for AS is included in this figure, since the
financial statement shows a separate expense line
of $123 for AS. In any event, the expenses for AS
are anywhere from one-third to one-half the total
administrative expenses for IFC, which is cer-
tainly a large share, whichever way it is counted.
IFC has de facto become a hybrid finance and con-
sulting organization. This is a very substantial
shift, and one that no organization that we know
of has ever done before. The closest one we can
think of that has somewhat of a similar role is
Goldman Sachs.

Many of the challenges described in the report
are typical of rapidly growing organizations—
balance between different operations, internal
and external alignment, organization and deliv-
ery of services, staffing, quality, monitoring and
evaluation (M&E), and results. What makes these
particularly challenging in the case of IFC is the
very rapid and seemingly uncontrolled growth of
AS, complex interaction between AS and invest-
ment operations, and the broad and somewhat
difficult measure of results. The last, as defined
in the IEG report, includes relevance, develop-
ment effectiveness, and additionality. All three
of these measures go beyond a clear summary
indicator such as profitability, which is the typi-
cal performance indicator in commercial enter-
prises. IFC’s three result indicators are difficult
to quantify because they include a large element
of public goods and broader social and non-
market objectives. An additional complication is
that half of the funding for advisory services
comes from donor funds, and that these are
targeted at particular development objectives
and or regions. All of this makes evaluation of
results very difficult.
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Therefore, our general comment is that in order
to have a better evaluation of results of IFC’s AS
it is necessary to have a clearer articulation of
the strategy and plan for those services. The rea-
son for this is that there are very strong inter-
dependencies between the objective and overall
strategy for IFC’s AS—how IFC is to organize and
operationalize that model, and how results are to
be measured and evaluated. Therefore, we would
like to reinforce and highlight the critical impor-
tance of the first recommendation in the IEG re-
port—that “IFC set out an overall strategy for IFC
advisory services addressing the need for a clear
vision and business framework and link with IFC’s
corporate strategy.”

There is a strong and urgent need to develop a
robust and integrated plan beyond just the strat-
egy. This plan should cover five key areas:

a. The vision/mission: What does the IFC re-
ally want to accomplish with this business?

To do this, IFC needs to sort out three dif-

ferent objectives of advisory services:

i. supporting its investment operations!

ii. providing public goods for the devel-
opment of the private sector in devel-
oping countries

iii. operating as a profitable fee-based con-
sulting service at market prices

b. The strategy

i. Which clients to focus on (e.g., gov-
ernments, investment operations clients,
others unrelated to investments)?

ii. What service lines to offer them and
how to deliver them? Where is there a
true gap? Where can the IFC be distinc-
tive? And thus, how to streamline the
current offerings?

iii. What geographical areas to prioritize?

c. The operating model

i. What key processes to put in place?

ii. How to leverage learning from other
knowledge organizations?

iii 'What partnership opportunities to pur-
sue? Who is good at what? Whom to
partner with and for what? (Here more
attention needs to be given to how to
partner more effectively with the World
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Bank, as well as with other multilateral
development organizations that pro-
vide AS, as well as with think tanks, ac-
ademic institutions, consulting firms,
and business associations.).
d. The financing model
i. What should be the combination of
donor and IFC funds for different prod-
ucts and programs?
ii. What should be the pricing model for
services to different clients?

iii. What implications does the use of donor
funds have for pricing of services tar-
geted by donors?

iv.. How big are each of the bottlenecks in
applying the agreed pricing policy?

v. How big a risk does the IFC face in en-
forcing the pricing policy?

vi. What do the financials look like under
a few different scenarios?

e. The organizational model
i. Organization structure: How to pull to-
gether the various units into a robust
organizational structure?
ii. Collaboration: internal (e.g., with the
WBG) and external organizations

iii. Staff mix: What’s the right model to
ensure sustainability in the long term?
(The current mix relies very heavily on
short-term external consultants and ap-
pears to be unsustainable and incom-
patible with high-quality services and
effective knowledge management)

iv. Skills/experience of the internal staff.

Developing this plan quite urgently is critical. IFC
should dedicate the required resources as soon as
possible. Bringing in an experienced and objective
external firm to drive this should be considered.

We would also like to highlight four critical is-
sues: pricing, knowledge management, staff mix
and skills, and M&E.

Pricing is an important issue to address, and
should be included in the plan as suggested. We
agree with the need to move to a more value-
based pricing policy over time. This could also help
attract and provide more attractive compensa-

tion to experienced consultants and help address
some of the staff mix and experience issues. How-
ever, more work needs to be done to understand
how to transition from the current free model to
the current cost-recovery pricing policy, and then
to a value-based model. Quantifying and assess-
ing the risks to the business will be a critical com-
ponent of this work stream.

This is far from an easy task because an effective
unit of analysis for working with knowledge would
have to be developed. Few organizations have
effectively de-coupled knowledge from other
parts of a consulting assignment, such as a con-
struction project, a finance system, or a market-
ing strategy. By not doing this, they can charge for
the knowledge they have developed as incorpo-
rated in their overall charges. However, to charge
just for knowledge itself may prove a difficult
thing to gain acceptance in the marketplace. All
of these things would need to be thought out and
established before any sort of value charging
could occur.

Charging for these knowledge services on a value
basis would involve the IFC in entering a mar-
ketplace that has some very established players.
While many of these players may call their offer-
ings in this area by different names, they all are
interested in this sort of work and they would
show up in any bidding situation. This would in-
clude the major management consulting firms, the
large systems integrators, and many investment
banks (when they get back on their feet) and
even law firms, foundations, as well as many other
nongovernmental organizations. This market is
very large. Depending on how it is measured,
there have been estimations of between $5 billion
and $100 billion in expenditures per annum. The
most-valued organizations are able to command
fees that are significantly higher than their costs,
and in exchange deliver multiple of these fees in
terms of value to their clients. For the IFC to ef-
fectively capture part of this market, it will need
to: (a) clearly define its focus, strategy, and com-
petitive advantage, (b) better understand the real
bottlenecks and risks in enforcing the current
pricing model, (¢) quantify the true value of its AS
to its clients, (d) agree on how much of this value



to charge as fees to clients, and (e) put in place
a robust process to transition over time to a value-
based pricing model.

Knowledge management: The IEG report notes
the very disorganized way in which AS are pro-
vided with very little interaction and sharing of
knowledge across the different regional offices, in-
sufficient blending of global best practice with
local knowledge, and lack of coordination with
other knowledge providers. The plan needs to
consider in greater detail the very different
processes that are at the heart of any knowledge-
based organization. These usually are understood
as specifically focusing on knowledge develop-
ment, knowledge retention, and knowledge trans-
fer. Each of these has particular work routines and
practices that are well understood and pretty
much universal among knowledge-intensive or-
ganizations. In order for IFC AS to be effective in
these roles, it will have to institute these processes
in 2 much more established and systematized
way than currently exists.

Strong advisory service organizations have de-
veloped very robust knowledge management
processes. As such, there is indeed a clear need
for the IFC to strengthen its internal knowledge
management. As recommended in the report,
we would encourage benchmarking of not only
other MDBs but also, and perhaps even more
importantly, of world-class commercial knowl-
edge organizations—both McKinsey & Company
and Goldman Sachs come to mind.

Organizations like McKinsey, which are based on
these processes, have knowledge-intensive cul-
tures that are overtly managed. These processes
are well integrated with the overall work processes
of the organization. There are many analyses and
descriptions of these types of cultures but they are
generally based on things like strong internal cul-
tures, incentives, social norms, management sig-
nals and symbols, and explicit and overt strategic
directions. Again, these are all significantly differ-
ent from what one would find in organizations
more focused on financial routines and opera-
tions. How do these organizations manage and
share knowledge? What is relevant for the types of
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knowledge and services provided by IFC? What
works? What lessons have they learned? These
should be analyzed as part of the integrated plan.
We recommend that IFC set up a small advisory
board (with perhaps three members) who have ex-
tensive experience in knowledge-based organiza-
tions and also have some background in finance
or with nongovernmental organizations. They
could help keep IFC AS abreast of work processes
and technology developments in knowledge man-
agement, as well as theoretical developments in
this area

Staffing and skill mix: That the current ratio
of external consultant to internal staff is roughly
one to one, and three to one in the field vs. head-
quarters, raises issues of how to ensure quality,
how to share relevant knowledge, and how to
keep IFC expertise up to date. The current model,
which relies extensively on short-term external
consultants and less-experienced internal staff,
is clearly not sustainable. There is a strong need
to upgrade skills internally; the best way to kick
start the process is to hire experienced senior
consultants from other firms, who will help put
in place the required best practices and properly
train the junior staff. There will likely be a need
to complement them with external consultants in
the short to medium term, but the medium- to
long-term aspiration should be to rely primarily
(and even almost exclusively) on experienced in-
ternal staff, while leveraging external consultants
for very specific in-depth expertise/knowledge in
critical areas. To reduce the variability in the qual-
ity of external consultants, IFC should consider en-
tering into partnerships with a few external firms/
individuals and work primarily (and if possible, ex-
clusively) with them.

Monitoring and evaluation: We fully agree with
the recommendation of the IEG report for the
need to strengthen performance measurement.
IFC introduced a new M&E system in 2006 “in-
cluding standardized project approval, supervi-
sion, and completion reports.” However, the IEG
report states that actual staff compliance in prop-
erly filling in the report was poor. This reflected poor
training, as well as constant changes in the criteria
to be used in the evaluation and too much reliance

Ixiii



INDEPENDENT EVALUATION OF IFC'S DEVELOPMENT RESULTS 2009

Ixiv

on self-assessments. The IEG report also notes
that unlike the case for investment operations, the
M&E system for advisory services does not have
targets on development impact or established M&E
indicators of impact on a programmatic level, re-
flecting the immaturity of the system. Thus, it is clear
that M&E needs to be strengthened and that it is
necessary to go beyond project completion re-
ports to independent field assessments. We would
also stress that developing an effective M&E system
also depends on having a clear fix on the purpose
and objectives of the advisory services. Hence the
importance of the need to develop a clearer over-

all vision and plan for the role of advisory services
as emphasized above.

We would like to thank IEG for giving us the op-
portunity to review the report and provide our
perspectives. As mentioned at the beginning of
this statement, we think overall the report is very
good. We would like to commend the IEG team
for a job well done. We have attempted to com-
plement the report by highlighting some of the
issues that it has raised, and making some sug-
gestions for the consideration of IFC Manage-
ment and of the Board as IFC moves forward.



