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Abstract

This paper uses regression analysis to identify which
country context, reform content, process, and project
management variables predict the performance of
public sector management projects, as measured by

the Independent Evaluation Group’s project outcome
ratings. The paper draws on data from a large sample of
World Bank public sector management projects that were
approved between 1990 and 2013. It contributes to an
emerging literature that uses cross-country regressions
to analyze public sector management reform patterns.
The findings suggest that political context factors have

a greater impact on the performance of public sector

management projects than on other projects. Specifically,
public sector management projects perform better in
countries with democratic regimes than autocratic ones.
They fare better in the presence of programmatic political
parties and in more aid-dependent countries. Project
managers subjective risk assessments predict performance
in public sector management operations better than
objective risk indicators. These findings suggest that the
performance of public sector management projects would
benefit from a better alignment of project design with
political context and from a more open dialogue about
risk between task team leaders and management.
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1 INTRODUCTION

What factors predict the performance of public sector management (PSM) projects? This paper explores
this question through an econometric analysis of the World Bank’s investment lending project portfolios
approved between 1990 and 2013. It identifies observable data on country contexts, reform content and
processes, and project management variables that predict the performance of PSM projects, as rated by
the World Bank’s Independent Evaluation Group (IEG).

The paper has two main objectives: first, to inform the broader debate on what works and why in PSM
reforms; second, to manage uncertainty in PSM projects. For example, do tough PSM reforms fare better
under autocratic rule—as in China, Rwanda, and Singapore—or under the incentives provided by
inclusive political institutions? These and other questions are investigated. The resulting analysis may
help manage uncertainty in PSM projects, by guiding the allocation of managerial attention and Bank

budgets. It may also help to adjust risk in the Bank’s PSM lending portfolio to its risk appetite.

The paper uses ordered probit regression estimates to identify performance predictors, employing a
project sample of 1,097 PSM projects. It then compares these against a sample of 2,105 non-PSM
projects, to ask if country characteristics affect PSM project performance to a greater or lesser extent than
other World Bank projects. This difference is identified, among other ways, based on nearest-neighbor
and subclassification matching estimators that match PSM projects with similar non-PSM projects in the

same country.

The paper contributes to a small but growing set of studies that employ cross-country regression analysis
to better understand PSM reform patterns. Such analysis has been constrained by lack of reliable
comparative data on public management system properties. Among the few cross-country regression
studies on PSM reform, that of Evans and Rauch (1999) on Weberianism and growth is a famous early
example. More recently, a number of researchers have used the Public Expenditure and Financial
Accountability (PEFA) data set (for example, Andrews 2009) or have coded particular finance
management system properties, such as medium-term expenditure frameworks (MTEFs) (World Bank
2012a). This paper focuses on the corporate performance of World Bank PSM projects, and thus cannot
be used to generalize about PSM reforms overall.

The remainder of this paper is structured as follows. Section 2 situates it within the existing literature on
PSM reform. Section 3 sets out the theoretical questions and hypotheses that underlie the choice of
variables included in the review. Section 4 presents underlying data; section 5 sets out identification
strategies; and section 6 provides descriptive statistics, comparing the nature and targeting of PSM and

non-PSM projects. Section 7 summarizes the major estimation results regarding the predicators of PSM



project performance and interprets them in the light of theoretical expectations. Section 8 concludes. The

annex contains descriptive statistics and estimation results.

2 RELATED LITERATURE

This paper relates to three strands of research. In terms of substance, it contributes to (i) literature on PSM
reform in developing countries and draws on (ii) broader political economy literature. By way of its
methodology and empirical basis, it is part of (iii) a small but growing number of econometric studies that

employ IEG outcome ratings of World Bank projects as their dependent variable.

The extensive literature on PSM reform in developing countries is dominated by qualitative work on
public administration reform trajectories.' By contrast, few studies conduct cross-country regression
analysis or evaluate the impact® of specific PSM reforms. Such analysis has been constrained both by a
lack of consensus® on how to measure the performance of public administrations and by a lack of
comparative data. Over the past decade, international organizations have made significant progress in
generating such data: for example, the “Government at a Glance” of the Organisation for Economic Co-
operation and Development (OECD, 2013), and the PEFA data," which measure public financial
management (PFM) arrangements in relation to an agreed normative framework in over 100 countries.
These data sets have enabled pioneering research, such as that of Andrews (2010), who tests whether
empirical PFM reform patterns are consistent with isomorphism theory. Despite these advances,

comparative data on PSM systems remain patchy in terms of substance and geographic coverage.’

This paper contributes toward filling the gap in cross-country regression research on PSM reforms by
relying on IEG outcome ratings of Bank PSM projects as the dependent variable. IEG ratings are
available for a large number of PSM projects and countries, thanks to the World Bank’s role as a leading
financier of PSM reforms. Further, they do not imply a universal definition of a “good” PSM reform

result. They measure how PSM projects perform relative to their pre-set objectives, not against an

Examples of comparative qualitative studies include Pollitt and Bouckaert (2004) and Levy and Fukuyama (2010).

Early examples of impact evaluations of public administration include Bandiera and others (2009) on a natural procurement experiment in
Italy, Faguet (2004) on decentralization in Bolivia, as well as Dal Bo and others (2013) and Rasul and Rogger (2013) on civil service
management questions.

Achieving consensus on how to measure the performance of public administrations is challenging for three reasons. First, public bureaucracies
serve a range of functions, and there is no single “good” model for the scope and prioritization of these functions. For example, the size and
responsibilities of the public sector vary enormously across both the OECD and developing countries. As Isham, Kaufmann, and Pritchett
(1995) point out, “deep conceptual differences about what governments ought to do [. . .] imply that efficacy cannot be inferred from the
success and failure of achieving measured aggregate outcomes.” Second, changes in broad, less controversial government performance
measures—such as child mortality (Andrews, Hay, and Myers, 2010)—are typically hard to attribute to specific reforms and thus of limited
use. Third, broad governance measures, such as the World Governance Indicators (WGI), have frequently been criticized for being loaded with
(unfounded) assumptions about the institutional forms governments should take (see, for example, Andrews, Hay, and Myers 2010). The
World Bank’s own Country Policy and Institutional Assessment (CPIA) ratings (available since 1999) are among the few data sets that reflect
some degree of consensus (at least among donors) and include ratings of public administration issues (CPIA scores 12 to 16).

* The OECD’s International Budget Practices and Procedures Database is a second example of such a data set
(http://www.oecd.org/gov/budget/database).

The World Bank is currently launching a multidonor effort to expand the scope of comparative “Indicators of the Strength of Public Sector
Management Systems™; http://go.worldbank.org/SGO4LFRSS0.
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absolute performance standard. But they also have a major downside: a narrow focus on the World
Bank’s PSM projects and their performance from a corporate perspective. The contribution of this review
to the literature on PSM reform is thus within a niche—it tests whether theoretical claims emerging from
the broader literature on PSM reform can explain performance patterns in PSM projects—but its findings

need not have external validity for government PSM reforms.

Second, this paper applies basic concepts from the political economy literature to predict PSM reform
patters. It looks at how “inclusive” or “extractive” political (and economic) institutions (Acemoglu and
Robinson 2012) or, similarly, “open-access” and “limited-access orders” (North, Wallis, and Weingast
2009) affect PSM projects. More specifically, it looks at the role of aid and natural resource rents in
undermining the accountability relationship between the state and its citizens as taxpayers (see, for
example, Bates 1992 and Knack 2002). The paper also considers political market imperfections (see Cruz
and Keefer 2010), in particular the absence or existence of programmatic political parties as a potential

determinant of PSM project performance.

Third, the paper adds to previous studies that employ IEG outcome measures by (i) exploring the
performance determinants of public sector projects as a specific subset of the Bank’s larger project
portfolio; and (ii) by comparing performance determinants for PSM projects to performance determinants

for the broader universe of Bank investment lending projects.

It closely relates to recent work by Denizer, Kaufmann, and Kraay (2011), who employ a large sample of
World Bank—supported projects across sectors to identify “macro- [that is, country context] and micro-
[that is, project management] correlates of World Bank project performance.” Earlier work in this
direction includes Dollar and Levin’s (2005) review of “institutional quality and project outcomes in
developing countries,” which explores World Bank—supported projects across sectors and countries. Two
studies stand out for their similarity to this review. Cruz and Keefer (2010) employ performance data on
World Bank—supported public sector projects to test the theoretical prediction that the existence of
programmatic political parties positively influences politicians’ incentives for developing a well-
performing public administration. An early paper by Isham, Kaufmann, and Pritchett (1995) closely
relates to this paper in that it explores the impact of civil liberties and democracy (as measured by
Freedom House indicators) on the performance of World Bank—supported projects (but takes no specific

interest in the performance of public sector projects).

In sum, this paper contributes to the mostly qualitative literature on PSM reform by testing whether
theory can help explain the performance ratings of World Bank PSM projects. Within this niche, it
contributes to filling a gap of cross-country empirical research on the determinants of PSM reform



outcomes. It complements related studies that draw on similar data sets but pursue different sets of

guestions.

3 RESEARCH QUESTIONS

This review pursues three guiding research questions:

o Question 1 (Q1). Which key country context, reform content, process, and project management

characteristics predict the performance of PSM projects?

e Question 2 (Q,). Do PSM projects perform differently from other World Bank projects in similar

countries?

e Question 3 (Qs). Do certain country characteristics affect PSM project performance to a greater or

lesser extent than they affect the performance of other World Bank projects?

This section identifies observable factors expected to predict IEG ratings (Y): country context (5), reform

content (13), reform process (P_))6 and project management (M) (see figure 1). Whether a particular factor
is conducive or detrimental to PSM project performance is often debated, without consensus; this section
summarizes the key causal arguments in both directions. Figure 1 provides an overview of observed
factors included in the analysis and indicates which of three main research questions (Q1, Q2, and Q3)

this review tests for each factor.

It is important to note up front that many factors that may influence PSM project performance cannot be
observed in this study and may cause bias. This is also reflected in the fact that observed factors only
predict a small share of the variation in PSM project performance (see section 5.5 for validity threats).
Figure 1 points to examples of such unobserved factors, such as the specific MDA context, the
engagement process with reform stakeholders, specific reform content, and project implementation
arrangements. The correlates of PSM project performance identified should therefore be interpreted

causally only with great caution.

® The use of content, context, and process as useful categories for considering any type of change process is based on Armenakis and Bedeian
(1999).



Figure 1. Overview of Observed and Unobserved PSM Project Performance Predictors

oty Conest Factors () | o [ [ o [l retoom oces Facon B) NSNS

Observed Observed (during the first half of project implementation)

Political and Civil Liberties N Y A * Recorded changesin Project Design 4
(« restructuring » or « upgrading »)

Dependency on revenues from aid and ‘ [

natural resources * Risk-Indicators (gathered during first half of

.. . Y = some
projectimplementation)

Presence of Programmatic Political Parties

N u v Unobserved (examples)
Income, Growth and Human Development : ‘ * Engagement Processwith Government
Indicators \ A B Counterparts in Project Preparation and
Implementation
Administrative Capacity v v

* Reform Winners and Losers and their Strategic
Unobserved (examples) Moves
“Meso” institutional context of the

* Project Adaprtation during Implementation
implementing MDA

(short of « restructuring » or « upgrading »)
- = —

E[v|C,R,P,M]| = f(C, R.P,M

Reform Contents Factors (ﬁ ) “ Project Management Factors (ﬂ_i ) “

Observed Observed (at approval / appraisal stage)

Jo—!

Broad type of PSM reform supported
(PFM, CSR, Decentralisation, Tax)

* Lending Volume & preparation costs v

* Time required until Project Approval and

Unobserved (examples) effectiveness
Specific reform content - - - Unobserved (examples)
Sequencing with prior reforms = = = * Preparing Bank Team

* ProjectImplementation Arrangements

Source: Author’s own compilation.
Note: Check-marks indicate which of three research questions is considered in relation to a given factor.

3.1 Country Context: Political and Civil Liberties

There is a compelling political economy argument that government accountability is conducive to the
performance of PSM reform projects (research question 1).” Where citizens and firms are able to hold the
government to account, they can shift political elites’ incentives from *“taking” (rent-seeking) to “making”
(provision of broad public goods). In Hirschman’s evocative statement, “while markets create managerial
discipline and induce efficacy through the exercise of choice, governments are principally disciplined

through the exercise of voice.”®

World Bank PSM projects typically seek to strengthen PSM institutions that facilitate “making”
(concentrated costs, dispersed benefits)® and hinder “taking” (concentrated benefits, dispersed costs).
Civil service projects often seek to strengthen meritocracy and reduce patronage. PFM projects seek to

build systems that ensure that public money is used transparently and accountably and seek to limit

”In the World Development Report 2004 (World Bank 2004) on public service delivery, for example, this argument is reflected in the concept of
“long route accountability.”

8 Cited after Isham, Kaufmann, and Pritchett (1995).

® For an argument why the cost-benefit incidence of PSM reforms tends to be entrepreneurial, see Blum and Manning (2011).



discretion. One would thus expect more accountable governments to be more supportive of World Bank

PSM projects, and these projects to perform better in the contexts of such governments.

But there are also powerful arguments that nonaccountable, authoritarian rule enables governments to
push through tough PSM reforms. Empirically, it is possible to point to a humber of “developmental
states” with authoritarian governments that have been able to build well-performing administrations—
such as China, Rwanda, and Singapore. One theoretical argument supporting this claim is that PSM
reforms have a cost-benefit incidence that is particularly misaligned with electoral cycles—they tend to
produce relatively certain short-term costs and uncertain long-term benefits (Schneider and Heredia
2003). Based on data from U.S. state governments, Moynihan (2008), for example, argues that
democratically accountable state governments like to announce PSM reforms but tend to shy away from
implementing them in full, which is costly. In brief, tough PSM reforms might be harder to do in systems

with stronger checks and balances.

Levy and Fukuyama (2010) relate both arguments by arguing that the transformation of political
institutions can but need not precede state capacity building. They contrast “transformational governance”
with a “developmental state” trajectory. In the former, “political transformation has the potential to
radically improve both the incentives and the means for state capacity building.” The latter begins with
state capacity building, while the route to the “transformation of political institutions [. . .] is a long-term
and indirect one.” Overall, the influence of political regimes on PSM project performance is

controversial.

Arguably, PSM reform projects might be more difficult than non-PSM projects in contexts where voice
mechanisms do not (or only weakly) check rent-seeking behavior (research question 3). One possible
reason for this is that rent opportunities abound in the public sector (in the form of public money,
contracts, jobs, and so on) and that PSM reforms are precisely about changing the rules (or the
“government systems”) that determine the allocation of these rents. Whereas public sector jobs and
money are under the direct control of political elites, non-PSM projects may be easier to insulate from the

influence of adverse political “taking” incentives.

Compare for example a (non-PSM) road construction project and a (PSM) procurement reform project in
a country marked by the rent-seeking behavior of political elites. The procurement of Bank-funded roads
would be tightly monitored, limiting rent-seeking opportunities. But this would not interfere with how the
government awards contracts for roads financed from the national budget. Indeed, the resulting
coexistence of (at least on the surface) very different parallel procurement systems—a discretionary one
for government-financed projects and a competitive one for donor-financed projects—is typical in such

contexts. By contrast, the ambition of a typical PSM procurement project is very different: to change the

10



client government’s own procurement processes. Such a project explicitly seeks to introduce transparency
and competition beyond “islands” of donor influence—and thus runs directly counter to rent-seeking

interests that have a stake in preserving opacity and discretion in how contracts are awarded.

Arguments for why PSM projects should perform better than non-PSM projects in countries with weaker
political and civic liberties are less obvious. One might simply be that PSM projects typically have much
lower financing volumes (see annex table A.6) than non-PSM projects and thus are less attractive targets

for rent-seeking.

That voice and accountability affect politicians’ incentives to support PSM reform is a very “broad brush”
claim. Both autocracies and democracies are heterogeneous, as are politicians’ incentives to undertake
PSM reform.*® This paper covers two sets of more specific political economy factors—rentier-state-type

hypotheses and the role of programmatic political parties.

3.2 Country Context: Dependence on Resource Revenues and Aid

The rentier-state argument suggests that resource revenues tend to reduce political pressures for
administrative reform (research question 1). For example, politicians may be less accountable for how
they spend oil revenues than they are for tax revenues. In addition, if resource revenues compose a large
portion of total gross domestic product (GDP), the government may be able to afford inefficient financial

management systems and an overstaffed or overpaid public service.

Whether aid dependence strengthens or weakens political incentives for PSM reform is contested
(research question 1). On the one hand, donors may have more bargaining power with aid-dependent
client governments, enabling them to push harder for PSM reform demands. Indeed, PSM reforms have
historically been core to donor conditions. For example, development policy loans (DPLs) often involve
PSM-related “prior actions”—a trend that has strengthened over the past two decades (see figure 2 for
1990-2011). Besides providing such an incentive for reform, aid may simply facilitate more useful
information flows between donors and governments. High aid flows may entail more donor-government

interaction and increase government exposure to exogenously “imported” reform ideas.

%0 See Blum and Manning (2011) for a more detailed discussion.
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Figure 2. Public Sector Reforms as a Prerequisite for Development Policy Loans, 1990-2011
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Source: World Bank DPL Prior Actions Database.

Note: “Prior actions” as reported here comprise both “prior actions” and “prior actions for future tranches,” drawing on the DPL Prior Actions
database as available on the World Bank’s Web site. Consistent with the definition of PSM projects employed in this review, prior actions were
identified as “PSM prior actions” if they were coded with theme codes 25 to 30 or sector codes “BC,” “BH,” or “BZ.”

But large aid flows can also undermine PSM project performance. First, it may be wrong to assume that
aid dependence necessarily strengthens donor bargaining power. If politicians in aid-dependent countries
can expect that aid will continue flowing regardless of what they do, the threat of cutting aid loses
credibility. Despite poor reform progress, donors may hesitate to cut aid exactly because the client
country is needy. Or disparate, often competing donors may fail to coordinate in cutting aid. Second, even
where implemented, reforms may not have lasting value; as Andrews (2009) argues, donor pressures may
motivate governments to “mimic” the institutions donors would like to see—rather than actually
improving government performance.™ Meanwhile, aid rents, similar to resource rents, can weaken the
incentive to reform because they undermine government dependence on citizens’ tax payments—and,

thus, government accountability.

3.3 Country Context: Programmatic Political Parties

There are strong arguments that Bank PSM projects are more likely to succeed in countries with
programmatic political parties (research question 1). First, programmatic parties provide a vehicle for
voters to hold politicians to account when an administration fails to deliver. Second, they can help solve
politicians’ collective action problems (see Aldrich 1995), providing the discipline that encourages them

" Andrews predicts that PSM reforms driven by “isomorphic mimicry” are likely to affect the visible, central, and de jure aspects of PSM
institutions that are easy to observe by donors—even as they fail to affect the invisible, decentralized, and de facto aspects that may matter
most to citizens.

12



to agree on providing broad public goods rather than targeted benefits to their constituents (“pork-barrel

politics”; see, for example, Hasnain 2011).

This logic applies directly to public sector reforms. In a paper entitled “Programmatic Political Parties and
Public Sector Reform,” Cruz and Keefer (2010) find robust support for the claim that the presence of such
parties improves the performance of World Bank PSM projects. They argue that PSM reforms typically
aim to strengthen rule-based systems—for example, those governing the use of public money and jobs—
and to limit ad hoc decisions on these issues by public administrators. Without party discipline, politicians
may prefer an ad hoc over a rule-based process, enabling them to interfere in administrative decisions in

favor of particular clients.

One might expect the presence of parties to affect PSM and non-PSM projects alike, as both typically aim
to provide public goods (research question 3). But this is contestable. Overall, PSM reforms center on
issues that are typically not urgent citizen concerns and are thus not part of parties’ electoral platforms
(Schneider and Heredia 2003). At the same time, some PSM reforms—such as public employment or pay

reforms—are often unpopular with public employees and may require particularly strong party discipline.

This paper seeks to corroborate the findings of Cruz and Keefer. It tests them for a larger array of public
sector projects, using a more extensive set of control variables and different estimation techniques. In
addition, it tests whether the existence of programmatic parties distinctively predicts the performance of
PSM projects more or less than non-PSM projects.

3.4 Country Context: Prior Administrative Capacity

Over the past decade, a strong consensus has emerged that PSM reforms need to be carefully tailored to
preexisting administrative capacities—and that transplanting “best practices” from the OECD to
developing countries (as in the style of New Public Management reforms) is risky. This consensus is, for

112

example, reflected in Allan Schick’s (1998) dictum of “basics first”™ in “platform approaches”; in

Andrews’ (2010) classification of African countries into five distinct “PFM performance leagues”;** and
in the argument that the use of performance-related pay requires that an administration have an
established culture of meritocracy.™ It is also reflected in calls for setting modest PSM reform

objectives.”

2 The “basics first” dictum has been contested, however. Andrews (2006), for example, argues that moving toward a performance orientation in
budgeting may not necessarily require or even benefit from an established, traditional input-based budgeting system.

® One related argument is that colonial heritage matters—in particular the difference between francophone and anglophone administrative
traditions (for this argument, see, for example, Andrews 2009).

1 See Pierskalla, Hasnain, and Manning (2012) for an in-depth review of the literature on pay flexibility.

' For example, Andrews, Pritchett, and Woolcock (2010) empirically estimate the speed of state modernization processes and conclude that
governments take far longer to develop administrative capacity than is often assumed in development projects.

13



Despite this consensus, there are good reasons why donor PSM projects may remain overambitious and
untailored to their contexts. As detailed in the World Bank’s “Approach to Public Sector Management for
2011-2020” (World Bank 2012b), project managers may have incentives to set overly ambitious reform
goals to sell their projects to the client and to meet expectations within the Bank. TLLs may find it less
risky to adopt well-tested reform designs than to experiment with tailored approaches—while client

governments may ask for “cutting-edge” approaches because they are politically attractive.

It is not obvious whether these dynamics imply that PSM projects should perform better or worse in
countries with higher initial administrative capacity. If TTLs were able to tailor PSM projects perfectly to
initial administrative capacity, then they should set more modest objectives in low-capacity countries and
more ambitious objectives in high-capacity countries. In this case, initial administrative capability would
not decide project performance. If TTLs, however, tend to set overly ambitious project targets, this might
make projects perform worse in low-capacity countries, where the level of ambition risks being
particularly out of tune with existing capacity. But one could also argue that decreasing marginal returns
on reform and reform satiation in high-capacity countries might reduce the opportunities for

“satisfactory” project implementation.

3.5 Country Context: Economic and Human Development

Economic and human development may positively influence the success of PSM reform projects through
multiple channels. For example, countries with higher income levels may have a better-qualified and
more-specialized workforce—and a better-financed public sector—and thus higher capacity for successful
PSM reform. A better-educated public, meanwhile, may dispose of more means to hold government to

account, even in authoritarian settings.

3.6 Reform Content

PSM reform projects have diverse aims and varying levels of difficulty (research question 1). For
example, de jure reforms may be easier to achieve than de facto change. Introducing MTEFs has little in
common with internal audit reform. Efforts to downsize the public administration will involve different
challenges than pay reforms aimed at attracting and retaining qualified employees. While this calls for a
granular distinction between different PSM reform content areas, because of data limitations this paper
delineates only four broad groups of PSM reform: civil service, financial management, decentralization,

and tax administration.

How does the performance of Bank projects in these four content areas compare? The debate on this
question has been shaped by an IEG report on the World Bank’s PSM lending portfolio, entitled “Public
Sector Reform. What Works and Why” (World Bank 2008). The report ranks project performance across
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different content areas. Employing an improved CPIA score (CPIA 12-16) as the dependent variable, the
IEG report finds that “for all countries (with CPIA information), improvement was most likely (60-70
percent likely) in PFM (CPIA 13) and revenue administration (CPIA 14).” By contrast, the “quality of
public administration (CPIA 15), which we take as civil service reform (CSR), had the lowest success

rate, with fewer than 45 percent of borrowers in this area showing improvement” (World Bank 2008).

The present paper seeks to inform this debate, employing the IEG’s project outcome ratings (rather than
the CPIA scores)® as the dependent variable. It is well known within the Bank that some PSM reform
projects perform above the Bank average (for example “tax policy and administration”), and others below
(for example “administrative and civil service reform”—see section 7.2 and figure 6). But it is less clear
whether the inherent risk of particular reform areas—or of country contexts—explains these differences.

This report explores this question (research question 2).

3.7 Reform Process Factors

Reform process factors often predict project performance. They can help to flag risks early on in the
implementation process,*’ direct managerial attention and resources toward risks, and encourage early
course corrections. This review analyzes which risk indicators raised during the first half of the project

implementation process are significant predictors of the IEG outcome ratings.

This investigation is bolstered by growing recognition that reform processes affect reform success.
Employing Linsky and Heifetz’s (1994) terminology, PSM reforms are fundamentally about solving

“adaptive” problems, that is, about changing public servants’ “values, attitudes, or habits and behavior,”
rather than mere “technical” problems. As the well-developed literature (for example, Schein 1999 and

2002) on reform management highlights, it is crucial that leadership be exercised to build buy-in.

Similarly, Andrews, Pritchett, and Woolcock’s (2012) call for a “Problem-driven Iterative Adaptation”
(PDIA) approach to building state capabilities emphasizes that performance problems should be locally
defined, solved through a process of experimentation (rather than linear planning), and engage a broad set
of actors. Within the Bank the PSM approach for 2011 to 2020 has put process issues center stage, by
calling for a “diagnostic approach” toward project preparation (World Bank 2012b; Blum, Manning, and

Srivastava 2012). A recently adopted results-based lending instrument (Program-for-Results, P4R) is seen

'8 Unlike CPIA, IEG outcome ratings do not provide a comparable measure of public administration quality. But they have the advantage of
being unambiguously attributable to the respective project, whereas CPIA ratings capture broad improvements in PSM arrangements and
change slowly, making it questionable to what extent they reflect the impact of Bank projects.

7 It is noteworthy that these indicators are of course not the only—or major—risk management instruments that the Bank employs. Detailed peer
review mechanisms during the project preparation phase and regular qualitative supervision reports by TTLs during implementation provide a
much richer set of information. By comparison, the indicators included in this review are a reductive and mechanical way of measuring risks—
but they have the advantage of being collected systematically across projects and are thus suited for a review of this nature.
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as a potentially powerful way to ensure more flexibility and experimentation in the implementation

process.

While data are unavailable on many important reform process characteristics—such as the breadth or
intensity of stakeholder engagement—it is useful to ask which of the currently collected risk indicators

actually predict IEG outcome ratings.

3.8 Project Management Factors

Project management factors include basic project characteristics, such as the committed lending amount,
preparation and supervision costs, project preparation times, and so on.'® Such factors are distinct from
process or risk indicators, in that they are not explicitly designed to indicate risk, and they may be

observed before project implementation starts.

Several of these factors are potentially useful predictors of project performance. The time required for
project preparation™ could indicate particularly careful preparation—but could also indicate a particularly
controversial, challenging project. A long delay before the project actually becomes “effective” may
indicate weak client commitment to the project.” Regarding loan size, smaller projects may get less high-

level attention than large projects, both on the client and on the Bank side.

4 THE DATA

This paper analyzes project-level data from the World Bank’s project management information system as
well as country-level data from various sources. This section describes the project sample underlying this

paper, the data employed, and associated measurement issues.

4.1 The Project Sample

The sample used for this paper includes all World Bank—supported investment lending projects®
approved between FY 1990 and FY 2013 that had been closed and evaluated by the IEG at the time of the

1
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Identifiers of the Bank teams or task team leaders (TTLs) responsible for project preparation (and their performance track record) are not
included in this paper. While they are observable in principle, data on preparing TTL identities have only been captured systematically since
2005. Such data are therefore not available for most of the project universe underlying this paper. It is important to note that Denizer,
Kaufmann, and Kraay (2011) find that TTL identity and performance are significant predictors of project performance.

The time required for project preparation is a reductive, but possibly telling, sign of the nature of this process. A first measure of preparation
time is the “time to approval,” that is, the time it took from the project concept note review (PCN) meeting to project approval by the Bank’s
Board of Directors. Above average times to approval could indicate (i) a particularly carefully prepared project or (ii) a particularly complex
project that may be challenging to implement, or (iii) a project that is particularly controversial and therefore took a long time to agree on.

One key step required between project approval and effectiveness is that the client government sign the loan agreement. A delay in this step
may reflect a lack of urgency or unresolved points of contention. “Time to effectiveness” may thus be a signal of low client government
commitment to the envisaged project, an important but hard to observe driver of project performance.

Projects were included in the sample only if (i) they were approved between FY 1990 and 2013, (ii) their “lending instrument type” was
classified as “investment” lending, and (iii) their committed amount was greater than zero.
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preparation of the data set, that is, by June 30, 2013. Regional projects? that do not focus on a single
country and projects in several selected countries were excluded from the sample for data availability
reasons. The resulting sample comprises 6,149 investment lending (IL) projects approved between FY
1990 and FY 2013. The IEG outcome ratings are available for 3,202 of these projects, that is, for about
half. As shown in figure 3, the majority of these 3,202 evaluated projects (light gray) date from the 1990s
and early 2000s; fewer data are available for more recently approved projects, many of which have not
yet been evaluated or are still active. Given this time lag, this paper primarily covers projects approved
between 1990 and 2004. It therefore has a historical focus and does not necessarily reflect the
performance patterns of projects approved after 2005 (which represent only about 7.5 percent of the

projects reviewed).

Figure 3. Availability of IEG Outcome Ratings for Investment Lending Projects, by Fiscal Year Approved
(1990-2013)
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Source: Author’s own compilation, based on World Bank Project Data.

4.2  Project Content Measures

Within this overall sample of 3,202 investment lending projects, PSM reform projects and other, “non-
PSM” projects are distinguished. This paper employs a broad definition of PSM projects®® that includes
both (i) “upstream” projects primarily conducted at the center of government in core ministries and
central agencies (Ministry of Finance, central HRM bodies, and so on), and (ii) “downstream,” sector-

specific projects (education, health, infrastructure) that have significant PSM reform components (at the

22 Regional projects concern more than one client country.

% This broad definition will be used for all statistics reported hereafter, unless explicitly indicated otherwise. For a more detailed analysis of the
“upstream” subset of projects focusing on the center of government and mapped to the Bank’s “Public Sector Governance Board” (PSGB)
please refer to Blum (2014).
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MDA [ministry, department, agency] level). Based on this definition, 1,097 out of the 3,202 projects are
PSM projects.

This definition of PSM draws on the Bank’s classification of project themes and sectors.?* It comprises all
projects that have at least a 25 percent PSM component—whether by sector or theme. The delineation
between PSM and non-PSM projects is thus based on a—somewhat arbitrary—25 percent cutoff value. In
other words, more than half of the projects classified as PSM actually contain more than 50 percent non-
PSM components (550 out of 1,097 PSM projects). These projects’ performance ratings may therefore
not necessarily reflect the performance of their PSM components, and the resulting estimates may be

subject to significant noise.?

Within PSM projects, four PSM reform content areas can be distinguished based on theme codes: (i) civil
service and administrative reform; (ii) public expenditure, financial management, and procurement; (iii)
decentralization, and (iv) tax policy and administration.?® Assigning PSM projects to a single (largest)
PSM content category is problematic, because such projects are often designed as packages comprising
several components relating to different PSM content categories (for example, both CSR and PFM).
Rather than attempt to identify projects with a single major theme, this paper relies primarily on the
percentages assigned to each public sector theme as a more accurate measure of a project’s actual PSM
reform content (see annex table A.5 for the average share of the six themes across projects both in and

outside the public sector).

4.3  Project Performance Measures

This review uses the IEG’s project outcome rating—available across Bank projects—as the dependent
variable to measure project performance. This is the main tool used to analyze the performance of the
Bank’s lending portfolio, and has been employed in several related studies, including Isham, Kaufmann,
and Pritchett (1995), Cruz and Keefer (2010), and Denizer, Kaufmann, and Kraay (2011).%’

2 When preparing new projects, Bank project managers assign percentage shares for up to five of these theme and sector classifications, each
totaling 100 percent. “Theme” codes are meant to reflect “the goals/objectives of Bank activities,” whereas sector codes are meant to reflect
the “high-level grouping of economic activities based on the types of goods or services produced” and are “used to indicate which part of the
economy is supported by the Bank intervention” (http://go.worldbank.org/CVGIVWWDFO0).

This holds particularly true as the thematic classifications of Bank projects only approximate the actual project content. Theme and sector
classifications are entered during project preparation—but are rarely amended if later in the project cycle they no longer reflect the actual
project focus (for example, after restructuring). Also, different sector units may have different ways of classifying projects, such that projects
with actual public sector content may or may not be