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27.  Relative to the 2002 survey, staff respondents report somewhat greater concern about the
other institution’s enforcement of conditionality (Box 4). In particular, Fund responses tilt more
towards occasional (48 percent) and some (27 percent) concern; only 18 percent report no
concern, while Bank responses tilt towards no (39 percent) or occasional (39 percent) concern
(Figure 3-G). At the same time, there was somewhat greater agreement by national authorities
that the Fund demonstrates greater flexibility than the Bank in applying waivers in the face of
unexpected or exogenous shocks (Figure 3-H).

D. Factors Supporting and Impeding Effective Collaboration

28.  Ultimately, the purpose of the surveys is to find ways in which to improve collaboration.
Respondents were therefore asked to rate various factors—identified in the 2002 survey as being
contributors or impediments to effective collaboration—in terms of importance in their own
experience. Consistent with last year’s findings, when asked about the factors that support
collaboration, more than 90 percent of both Bank and Fund staff emphasized the need for
consistency of views, clarity and complementarity of the division of labor, coordination in shared
areas of responsibility, complementary lending or intervention instruments, and relations between
country teams (Figure 4). The existence of formal arrangements for collaboration, such as the
PRSP, was also seen as important, albeit less so than these other factors. >

29.  Country authorities concurred with these responses but also emphasized the importance
of having their own, country-driven development strategy that increases the demand for well-
coordinated policy advice, program design, and conditionality by the two institutions. On the
supply side, they underscored the need for institutional commitment—as expressed in incentives
and allocation of adequate resources—to collaboration between the Bank and the Fund. In
practical terms, greater coordination at the country level and joint missions would foster
collaboration and help reduce the time required for interactions with staff, which may be of
particular importance in countries with limited implementation capacity.

30.  Finally, asked to rate which factors specifically impeded collaboration, mirroring the
responses of the authorities, the staffs identified a lack of client (country) leadership (32 percent)
or of a country-owned development strategy (24 percent) as being the most important. Of the
institutional factors stressed by the authorities, structural or institutional impediments

(23 percent) and the lack of incentives and resource allocation (20 percent) ranked high in the
staff responses as well. Respondents from both institutions also emphasized differences in
institutional strategy and management styles, internal bureaucracy, and poor personal relations as
impediments. Collaboration is also viewed as being difficult in countries where both institutions
are not equally present and actively involved.

12 Likewise, the survey of country authorities on collaboration on public expenditure issues
(SM/03/73 and SecM2003-0077) found that country ownership and PRSPs are important
elements of enhanced Bank-Fund collaboration.
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Box 5. Evolution of Structural Conditionality in Low-Income Countries

A review of Bank and Fund conditionality in low-income countries also indicates a shift in the areas of involvement
of each institution over the past few years. Consistent with the Fund’s efforts to streamline and focus conditionality,
the average number of structural policy conditions under PRGF arrangements and reviews has decreased sharply. In
parallel, the Bank has expanded structural conditionality in its core areas.

While interpreting trends in the numbers of conditions, especially across the two institutions, is fraught with
difficulty, a count of the average number of structural conditions in programs approved between the period 1998-
2000 and those approved in the period 2001-2002 suggest:

» the Fund maintained its preeminence in its core areas (exchange rate policy, monetary policy, capital account);

« the Bank deepened its involvement, while the Fund reduced its structural conditionality, in the Bank’s core areas
(poverty reduction strategies, governance, regulatory reforms), as well as in other social and economic sectors
(agriculture, infrastructure, etc.);

« the Bank has increased its role, while the Fund has reduced its structural conditionality, in the areas of public
enterprise reform, financial sector, and civil service reform. Both institutions remain engaged in fiscal management
including through enhanced collaboration on thematic issues.

IMF Structural Conditions World Bank Structural Conditions
(number of measures per review) (number of conditions per loan)
Taxpolicy and
administration Taxpolicy and administration
World Bank core areas /; IMF core areas (other) World Bank core areas (other) IMF core areas (other)
(other) P
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Figure 3. Coverage and Consistency of Conditionality 1/
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Figure 4. Factors Contributing to Effective Collaboration
(In percent of respondents in each category)
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IV. SUMMARY ASSESSMENT AND RECOMMENDATIONS
A. Summary Assessment

31. An important contribution of the surveys undertaken for this progress report is to provide
a more systematic assessment of Bank-Fund collaboration than can be based on purely anecdotal
evidence. This year’s findings echo those of the 2002 survey; indeed, along several dimensions
the results are stronger, suggesting a beneficial impact as teams have gained experience with the
enhanced framework and guidance introduced last year. For example, the share of staff
respondents denoting a common perspective on the priority reforms for a country has increased
substantially, from less than one-half to almost two-thirds. Staffs also indicate being involved
closely in program design issues with their counterparts at the other institution and view this
interaction as very effective.

32. At the same time, the survey findings reinforce some perceptions that are common in
anecdotal evidence and that point to tensions in the collaborative process. Fund staff tend to view
their Bank colleagues as being flexible—perhaps overly so—in program design and in the
coverage and enforcement of conditionality. Fund staff are also more likely to have concerns
about timeliness with which they receive technical inputs and about a lack of ambition in the
Bank’s timetable for reforms. For their part, Bank staff are more likely to view the Fund as
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uncompromising when it comes to program design or conditionality, and too optimistic about the
pace and scope of reforms that are within the implementation capacity of the country or the
political and social constraints faced by the authorities.

33.  These differences seem to stem less from a lack of a shared vision about the reform
priorities of the country—see Figure 1-B, 1-C, above—than the difficulties inherent from
differences in the mandates, cultures, and structures of the two organizations. Structural measures
in Bank-led sectoral reform operations may have timetables that are hard to mesh easily with the
immediacy of macroeconomic stability and the urgency of filling the budget or balance of
payments gaps that are often the focus of Fund-supported programs. There are also logistical
differences in interactions with the authorities, with the Fund relying primarily on headquarters-
based country teams and mission chiefs, and the Bank often basing its country teams in the field
under a resident Country Director, while some sector specialists continue to be headquarters-
based and cover several countries. Shared perspectives and clarity of the division of labor do not
rule out the possibility that important reform areas nevertheless remain uncovered by either
institution, especially in light of resource constraints. Moreover, there is a need to ensure that the
Bank and Fund remain engaged across the membership, even in cases where performance has
been weak. In addition, in many MICs where engagement of the Bank and the Fund is less
continuous, there may be an inevitable overlay on conditions pertaining to a shared perspective.
Finally, there is a risk of “institution-shopping”, whereby countries may prefer to seek the
support of one institution (especially to fill budgetary or balance of payments gaps), sometimes
because the reform measures and conditionality associated with that support is considered less
onerous.

34. The difficulties in day-to-day collaboration that stem from these differences are not
insurmountable, but they clearly require a strong framework for collaboration, sustained efforts
and goodwill at all levels and phases of the collaborative process—resident representatives,
country teams, area and country departments, and functional departments and networks
(especially on thematic issues), as well as senior management and the Executive Boards. In areas
where both institutions are engaged, albeit from different perspectives, the need for upstream
engagement and coordination thus remains an urgent priority. There is also potential to learn
from and encourage adoption of best practice in team collaboration at the country level; some
institutional mechanisms for doing so are considered below.

35.  Asemphasized by the authorities’ survey responses, also critical to achieving the shared
objectives of financial stability, sustainable growth, and poverty reduction is strong country
ownership and national leadership of development and economic policy programs. This echoes
earlier findings, in particular in the latest progress report on PRSPs, which identified as a
pressing priority the need to assist low-income countries better in the preparation and
implementation of fully-owned PRSPs, and facilitate aligned support from the donor
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community.” Some ways of enhancing ownership that draw on collaboration and joint analytical
work on thematic issues are explored below.

B. Enhancing Collaboration

36.  While the survey results suggest that overall framework for Bank-Fund collaboration is
generally robust, efforts are underway to improve collaboration in the four key dimensions of the
collaborative process: collaboration at the country level, institutional coordination between the
Bank and the Fund, more focused reporting to the Boards, and joint upstream analytical work on
thematic issues that feeds into the dialogue with the country and bolsters ownership.

Framework for Bank-Fund Collaboration at the Country Level

37.  Inlow-income countries, a well-defined country framework has been put in place with the
advent of the PRSPs and of the enhanced HIPC initiative, thus providing a good basis for a
coherent and consistent work of the Bretton Woods Institutions, fully aligned with the country’s
development strategy. In particular, the Joint Staff Assessments (JSA), which evaluate the
soundness of the PRSPs, have helped the staffs to develop common views. Building on this
framework, three complementary priorities can be defined. First, support for PRSP formulation
and implementation remains crucial in strengthening country ownership and leadership of their
programs—identified by national authorities as areas for improvement. In particular, the Bank
and Fund staffs have agreed to work jointly to help countries explore "alternative scenarios" to
accelerate progress on the MDGs and their financing implications as part of the PRSP process.
Second, improving the design of program measures through increased joint and upfront
analytical work that draws on each institution’s comparative advantages appears fundamental to
ensure the elaboration of a common diagnosis which can then feed into the country process. In
addition, such improved analytical work on reform measures, including estimates of their impact
and costs and benefits, could provide a fruitful avenue for building national ownership. Third,
reinforcing upstream engagement and coordination of the two institutions, using in particular the
opportunity offered by the JSA process, would further efforts to promote synergies, better
delineate responsibilities in support of the PRSPs, and reduce gaps or overlap.

38.  In middle-income countries (MICs), there is no explicit framework for country-led
coordination as in the case of PRSP countries. The wide variety of financing needs among MICs
leads to differences in the timing and nature of Bank and Fund support and in the content and
scope of conditionality, making collaboration more challenging.' Nevertheless, the principles for
effective collaboration remain the same: agreement on a coherent program of support based on a

3 Poverty Reduction Strategy Papers—Progress in Implementation, IMF and IDA Staffs,
September 12, 2003

'* The considerations affecting Bank-Fund Collaboration in MICs are discussed in the joint 2001
review on “Strengthening World Bank-IMF Collaboration on Country Programs and
Conditionality” (SecM2001-0461/1, August 24, 2001 and SM/01/219, Supplement 1, Revision 1,
August 23, 2001)
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country-owned strategy; early consultation on program design and conditionality; and division of
responsibilities, based on respective mandates and comparative advantage. While the roles and
methods of intervention of the Fund and of the Bank are constantly evolving in MICs to keep
pace with their diverse needs, both institutions are committed to supporting MICs in their growth
and development strategies , based on their respective mandates. Against this background, it will
be important to pay continued close attention to the modalities of Bank-Fund collaboration in
these countries, building on past lessons and evolving experience.

39. Better upstream engagement between staffs remain key to strengthen collaboration and
improve coherence and consistency of support and conditionality in both low and middle income
countries. Existing mechanisms (joint staff assessments in PRSP countries, preparation of World
Bank Country Assistance Strategies and of Fund programs) are and should continue to be the
appropriate opportunities for such upstream engagement. Staffs will therefore continue to be
strongly encouraged by both Managements to use these opportunities for upstream and joint
work, to ensure shared views and clarity of responsibilities. In addition, joint and parallel
missions provide an opportunity for strengthening collaboration in low- and middle-income
countries alike. Drawing on resident representatives and field offices of both institutions also
allows for more informed assessments about political constraints and country ownership as well
as facilitating outreach efforts. Moreover, these same mechanisms will help frame a better
coordinated dialogue between the authorities and the staffs.

Institutional Coordination between the Bank and the Fund

40.  In order to bolster collaboration between country teams and to strengthen overall Bank-
Fund collaboration, Bank and Fund management also intend to re-establish the Joint
Implementation Committee. As noted above, the JIC, established in 2000, was instrumental in
fostering rapid implementation of the HIPC initiative. Gradually, however, evolution in the size
and structure of the JIC meant that it was not able it to retain its focus and effectiveness.
Therefore, Bank and Fund management intend to re-establish the JIC with a more streamlined
structure. A small group of senior staff members of both institutions will meet regularly in the
JIC, with additional participation invited on an ad hoc basis as relevant to the issue under
consideration, and report to management. The JIC would address cross-cutting issues on Bank-
Fund collaboration, monitor progress on implementation of the agreed framework of
collaboration on country programs and conditionality and, when needed, help country teams in
the two institutions to reach agreement on priorities so as to ensure coherence of policy advice
and program design. Coverage of cross-country issues will include those that arise in low-income
as well as middle-income countries. As such, the JIC will further the institutional framework for
monitoring progress on overall Bank-Fund collaboration in country programs.

Reporting to the Boards

41. Transparent reporting in Board documents of the views of each institution on reform
priorities, program conditionality, and progress in implementation of the agreed program,
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constitutes a crucial element for ensuring consistency of views, transparency and staff
accountability."> One mechanism for improved collaboration and communication with the
respective Executive Boards introduced in 2002', is the enhanced annexes on IMF and World
Bank relations in program documents. Aside from keeping the Boards abreast of developments,
these annexes were intended to help ensure upstream engagement between the staff of the two
institutions, delineate the division of responsibilities, and provide an assessment of the country’s
reform efforts."”

IMF-Bank Relations Annex

42. The IMF-Bank Relations Annex, provided by the Bank staff for informing the Fund’s
Board, covers not only the Bank’s lending and overall assistance and work program for the
country, but also systematic information about the areas where the Bank is taking the lead and its
views on the reform program, including specific conditionality and progress in implementation.
The annex goes through the internal clearance process, including by management, and is
circulated to the Bank’s Board for information. Its disclosure in Fund documents is governed by
the general disclosure policies of the Bank. Such annexes have been prepared for 53 countries
over the period May 2002-December 2003.

43.  In order to help ensure that the Bank relations annexes fulfill their intended purpose,
guidance is being provided to Bank staff on best practices for preparing these annexes, including
a clear demarcation of areas in which the Bank is involved or is taking the lead role and, where
relevant, a candid analysis of the structural policy challenges. Following existing practices, IMF-
World Bank Relations annexes will be provided by the Bank staff for new Fund-supported
programs or when warranted by significant development and changes in country circumstances.

' As indicated in Section II, in addition to reporting on country matters, Bank and Fund staff
have been reporting jointly to the Boards on a wide range of thematic and policy issues of joint
relevance to the two institutions, such as public expenditure management, trade, FSAPs, ROSCs.

' See Operationalizing Bank-Fund Collaboration in Country Programs and Conditionality—
Staff Guidance Note, op. cit.

"7 Only a few Directors answered the survey on the annexes on Bank-Fund relations.
Respondents found the summaries useful as an instrument to communicate the staffs’ views to
the Boards and the quality of the reporting to be good. Some Executive Directors noted, however,
that reporting on the division of labor and the identification of the lead agency is not always as
clear and that the overall picture of the coherence of program design is sometimes missing in the
annexes. Moreover, comments received from Executive Directors called for more candid analysis
of the macroeconomic and structural issues, as well as more information about collaboration and
coordination.
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Fund Relations Note

44.  In accordance with existing guidelines, the Fund Relations Note provided by the Fund
staff for the information of the Bank’s Board, has typically been the public information notice
(PIN) following the completion of an Article IV consultation, or the Chairman’s statement after a
decision on the use of Fund resources. Although the Chairman’s statement informs the Bank’s
Board about the views of the Fund on a country’s program, the PIN does not provide information
on the division of responsibilities between the two institutions. Since the issuance of the
guidelines, a total of 38 PINs have been attached to Bank documents as Fund Relations Notes,
and four Chairman’s statements.

45.  To ensure that the Bank Board receives an up-to-date assessment of macroeconomic
developments, it is proposed that when Fund and Bank staff jointly consider the information
provided by the most recent PIN or Chairman's statement to be insufficiently up-to-date to
provide an adequate assessment of current developments, the information to the World Bank's
Executive Board would be provided by an assessment letter.'® These assessment letters would
follow existing guidelines which stipulate that such letters should provide a clear and candid
assessment of the country’s macroeconomic conditions, policies, and prospects.'’ The guidelines
also note that these letters may be provided to the World Bank when a recent PIN or Chairman’s
statement is not available (in which case it should clearly identify reform priorities, program
conditionality, and progress in program implementation). The Fund Relations Note (whether in
the form of PIN/Chairman’s statement or an assessment letter) will continue to be provided by
the Fund staff for Bank adjustment operations or when warranted by significant developments
and changes in country circumstances. To help ensure that Fund relations notes satisfy their aim,
whenever the PIN or Chairman’s statement or assessment letter is not specific enough, the
remittance cover note will include a clear demarcation of structural areas in which the Fund is
involved or taking the lead role and, where relevant, a candid analysis of the structural policy
challenges.

Collaboration on Thematic Issues: Public Expenditure and Financial Management

46. In March 2003, the Executive Boards of the Bank and Fund endorsed a new framework
for collaboration among development partners on public expenditure management work based

'8 This proposal brings into the collaboration framework the changes introduced by the
Operational Guidance Note for Staff on Letters and Statements Assessing Members’ Economic
Conditions and Policies issued by PDR for Fund staff in June 18, 2003. In indicative terms, and
barring any major changes in a country’s circumstances, the PIN, Chairman's statement, or
assessment letters are expected to remain valid for a period of up to six months.

' The guidelines clearly state that assessment letters “should avoid language that directly
encourages other creditors or donors to provide financing in support of the policies the country is
pursuing, or discourages them from doing so.” The letters are circulated to the Fund’s Board for
information. They can only be published with the consent of the country. If the country does not
consent to publication they are excluded from the published Bank Board documentation.
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on: (a) country-owned reform strategies; (b) integrated and sequenced programs of diagnostic
work; (c) coordinated technical and financial support; and (d) periodic reporting of performance
by countries.”” The Bank and the Fund have taken individual and collective steps (with other
donors) over the past several months to make the new framework operational.

Strengthening Collaboration Among Development Partners

47.  Reflecting, inter alia, the views of donor agencies which were polled in the survey on
Bank-Fund collaboration on public expenditure issues, the Bank and the Fund have worked
closely with Public Expenditure and Financial Accountability (PEFA) partners to lay the
groundwork for better donor collaboration.”’ Consultations among PEFA members have served
to expand support for the new framework by incorporating the perspectives of bilateral
development partners and the European Union. A working group with membership from the
Bank’s PREM and OPCS networks, the Fund’s FAD, and the PEFA secretariat was established
to develop a common assessment instrument, including indicators of public expenditure
management (PEM) performance. This would address coordination and effectiveness problems
associated with the multiple instruments that now exist. A draft of the ongoing work on the
performance indicators was completed and presented to the PEFA Steering Committee in
October 2003. The work was also shared with the newly established OECD-DAC Joint Venture
on Public Financial Management to facilitate broader donor harmonization on these issues.

48.  Progress has been made in sharing information among development partners. The
Country Analytic Website (CAW) now provides one-stop access to completed PERs, Country
Financial Accountability Assessments (CFAA), Country Procurement Assessment Reviews
(CPAR), and fiscal ROSC reports, together with public-finance-related work from other
development partners. By enabling better coordination of analytical work, the CAW potentially
reduces transactions costs for countries as well as development partners. Public expenditure
documents constitute about 10 percent of all documents on the site, which was accessed
approximately half-a-million times in the first half of 2003.

Bank-Fund Collaboration on Expenditure and Financial Management Issues

49. The Bank and the Fund have continued their close collaboration on assessing PEM
systems and reporting on poverty-reducing spending in HIPCs.** Several steps have also been

20 See SecM2003-0077 and SM/03/73.

*! The PEFA program is a partnership of the World Bank, European Commission, the Fund, UK
Department for International Development, Swiss State Secretariat for Economic Affairs, French
Ministry of Foreign Affairs, Norwegian Ministry of Foreign Affairs, and Strategic Partnership
with Africa. The PEFA program is managed by a Steering Committee consisting of headquarters
representatives of the member agencies.

*? Trends in poverty-reducing spending and improvements in PEM systems were last reported in
“Poverty Reduction Strategy Papers—Detailed Analysis of Progress in Implementation,”
SM/03/279, Supplement 1.
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