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FOREWORD

Foreword

This Country Impact Review evaluates the results and analyzes the performance drivers of IFC’s in-
vestment and advisory operations in Ukraine from fiscal year (FY) 1993 to FY 2000, i.e., since
Ukraine became a member of IFC. In doing so, it seeks to inform IFC’s component in the Ukraine
Country Assistance Strategy and make recommendations aiming to further improve operational re-
sults going forward. The review is concurrent with the IEG-WB Country Assistance Evaluation cov-
ering operations undertaken by the IBRD during fiscal years 1999 to 2006.

In the past fourteen years Ukraine has emerged as an independent state and has undergone a dra-
matic transition from a centralized planned economy to a nation with a thriving private sector. Yet
given the length and depth of Ukraine’s recession in the 1990s and the tenuous political commitment
to reforms, the country remained relatively unattractive to private investors for much of the period
under review.

In response, IFC’s strategy focused initially on advisory operations to establish Ukraine’s private sec-
tor, alleviate investment climate constraints, and foster investment opportunities that would also at-
tract private sponsors. Thus in the study period, IFC mobilized US$55 million in donor funding for
45 advisory operations in Ukraine. IFC’s advisory-centric strategy was appropriate given country
conditions, but the expected increase in IFC’s investment activity did not materialize until recently.
However, parallel to the notable improvements in Ukraine’s business climate over the past few years
(pattly attributable to the impact of IFC advisory operations), IFC’s involvement in Ukraine has ex-
panded rapidly in recent years. At present, Ukraine is IFC’s ninth largest investment portfolio with a
total outstanding balance of more than US$600 million.

Regarding advisory operations, this evaluation concludes that IFC was able to achieve satisfactory or
better results in 68 percent of the projects implemented, particularly for larger and longer advisory
assignments. Evaluated investment projects performed slightly better than those in the rest of ECA
region and the average for IFC, although the relatively small number of these projects does not allow
a more detailed analysis at this stage. Meanwhile, an analysis of the risk profiles of recent investment
commitments yields encouraging indications of their likely future performance.

Going forward, the report recommends that given the improved business climate conditions prevail-
ing in Ukraine, IFC should focus its strategies on medium-term (3-5 year horizon) priorities and fol-
low a more systematic approach to identifying investment opportunities. Moreover, with respect to
the momentous task of addressing remaining privatization challenges among larger companies and in
the area of infrastructure, the study calls for increased coordination between IFC and IBRD. Finally,
the report recommends that based on its extensive experience in advisory operations in Ukraine,
IFC should consider replicating the design of successful large advisory projects, promote greater do-
nor co-ordination and cohesion in IFC’s areas of engagement, and exploit synergies between pro-
grammatic advisory and investment operations.

Vinod Thomas
Director-General, Evaluation






EXECUTIVE SUMMARY

Executive Summary

1. This country impact review covers IFC’s assistance to Ukraine in fiscal year (FY) 1993—-2006.
During that time, the International Finance Corporation’s (IFC’s) Ukraine strategy was largely shaped
and constrained by the country’s challenging business climate. Given the length and depth of
Ukraine’s recession in the 1990s and inconsistent political momentum for reform, the country re-
mained relatively unattractive to private investors for much of the period. To improve the business
environment, IFC engaged in an extensive program of advisory operations as the first component
and continuing mainstay of its involvement. As Ukraine’s urgent transition priorities were being ad-
dressed, the focus of IFC’s advisory operations shifted from privatization to a host of tasks designed
to improve the enabling environment.

2. In the 14 years of its engagement in Ukraine, IFC mobilized $55 million in donor funding
for 45 advisory operations.! Ukraine accounted for 36 percent of total advisory funding for the Pri-
vate Enterprise Partnership for Eastern Europe and Central Asia (PEP-ECA) in FY 1993-2005; this
was second only to the Russian Federation with 42 percent. By leveraging donor-funding for advi-
soty operations, IFC gained an early foothold in Ukraine and maintained visibility throughout the pe-
riod.

3. IFC’s strategic focus on advisory operations was appropriate given the country conditions.
At the same time, significant efforts were also made to promote IFC investment in FY 1994-97;
however, the increase in investment activity that was expected to follow IFC’s advisory efforts did
not materialize until conditions had sufficiently improved in FY 2004-05. Recent investment climate
improvements call for a more targeted and long-term strategy, especially for investment operations.

4. Ratings for IFC advisory operations and IFC investment operations in Ukraine are better
than aggregate evaluated advisory and investment operation ratings in other ECA countries and, for
investment operations, better than the aggregate for the rest of IFC. For advisory operations, IFC
achieved strong and sustainable results in the majority of the projects implemented. This is especially
true for larger and longer advisory assignments using the comprehensive framework eventually
adopted by the PEP facility, although firm-level projects had mixed results. Evaluated investment
projects performed slightly better than those in the rest of the ECA region as well as than other IFC
projects, although the findings are not statistically significant. Meanwhile, an analysis of the risk pro-
files of recent investment commitments yields encouraging indications of likely future performance
for these projects.

Background

5. Ukraine’s transition was complicated by a lack of political consensus and entrenched opposi-
tion to reform. Although Ukrainian authorities reiterated their support for market liberalization and
private enterprise throughout the period, their actual commitment to reform, privatization, and
transparency wavered. Compared with the rest of ECA, particularly Central and Eastern European
countries, Ukraine was slow to start its privatization and reach a significant proportion of private sec-
tor ownership, largely due to political pressures. For the same reasons, privatization of large-scale en-
terprises and most utilities is not yet complete. Legal and regulatory deficiencies and other issues re-
lated to regulatory enforcement, such as the high cost of doing business and perceived high degree of
corruption, further contributed to an overall unfavorable investor perception of Ukraine.

vii
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6. Inconsistent commitment to instituting the legal and regulatory underpinnings of economic
reform and the delayed privatization process were among the main reasons why Ukraine lagged be-
hind its ECA and Commonwealth of Independent States (CIS) peers in terms of the length and ex-
tent of the economic recession in the mid-1990s.2 Most CIS countries experienced a contraction of
gross domestic product (GDP) at the time, but Ukraine was particularly affected, both in the degree
of contraction—its 1999 GDP was 42 percent below its 1993 level in constant dollar terms, which
was the biggest drop in ECA—and in the low extent of recovery. At present, Ukraine is the only
ECA country besides Moldova whose 2005 GDP is below its 1993 level in constant dollar terms:
down 11 percent compared with a regional average, excluding Ukraine, of up 70 percent and a CIS
average, excluding Ukraine, of up 50 percent. The business environment deficiencies and associated
negative perceptions, coupled with economic contraction, translated into very low foreign direct in-
vestment (FDI) inflows throughout 1993—2004. Ukraine’s average 1993-2004 FDI/GDP ratio stood
at 1.5 percent, compared with an ECA average, excluding Ukraine, of 4.0 percent, whereas its average
annual 1993-2004 FDI per capita equaled $14, compared with an ECA annual average, excluding
Ukraine, of $126.

IFC Strategy

7. IFC’s Ukraine strategy set out to focus on advisory operations intended to (a) establish
Ukraine’s private sector within a transition from a centralized planned economy dominated by public
enterprises, (b) alleviate business climate constraints through legal and regulatory reform, and (c) fos-
ter investment opportunities. Large-scale privatization projects were initially to help accomplish this
by creating a critical mass of small and medium enterprises (SMEs) that could serve as the engine of
private sector growth and become attractive investment targets for private sponsors (defined by IFC
as local investors). Meanwhile, it was expected that IFC would follow its advisory work with invest-
ment operations as opportunities arose, a recurring expectation that proved unrealistic throughout
much of the period. Although the latter expectation regarding investment activity was optimistic,
IFC’s overall Ukraine strategy was appropriate given country conditions.

8. In the past few years, Ukraine’s business climate has undergone notable improvements, in-
cluding greater macroeconomic stability and a more cohesive legal and regulatory framework. The
effect of structural and regulatory reforms, starting from 1998, became evident after 2000 with the
resumption of GDP growth, which has since been sustained. Some of the improvements are at least
partly attributable to the impact of IFC advisory operations. For example, the SME Survey and Pol-
icy Development Project facilitated simplified taxation for SMEs and registration reform; whereas
International Bank for Reconstruction and Development (IBRD) operations enabled others (notably,
sound macroeconomic policies). In addition to business climate improvement, positive international
perception of the 2004-05 “Orange Revolution” was an important driver behind the increase from
$1.7 billion to an estimated $7.8 billion in FDI inflows in 2005, compared with 2004.

9. Despite Ukraine’s continuing political uncertainty, more proactive strategies for both in-
vestment and advisory operations would be advantageous. IFC’s early strategies were somewhat re-
flexive, because the difficult conditions made upcoming developments and investment opportunities
hard to anticipate. Going forward, a longer-term and more targeted approach than before may be re-
quired to identify investment opportunities systematically in areas of high impact, country competi-
tive advantage, and unmet demand.

The Scale of IFC Operations

10. Contrary to eatly strategy expectations and as discussed in subsequent country assistance
strategies (CASs), IFC investment commitment volumes were negligible in FY 1994-98. These vol-
umes only increased significantly starting in FY 2004, closely following the improvement in Ukraine’s
business climate and in parallel with the decrease in intensity of advisory operations. In part, this was

viii
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determined by IFC’s initially cautious approach to investment operations, due to the difficulty of
finding reputable private sector sponsors. The constraints were countered later by IFC’s increased
promotion efforts and by political developments in 2004—05. At the same time, IFC contributed to
the increase in private sector business opportunities by helping improve the investment climate
through its advisory assignments.

11. Due to the rapid growth of recent commitments, Ukraine currently accounts for 5 percent
($571 million) of IFC’s total ECA commitments for FY 1994-2006 and, as of the end of FY 2000,
Ukraine comprised IFC’s ninth largest country portfolio worldwide. On balance, even though IFC’s
involvement in the country throughout the period could have been more substantial, the Corporation
was operating in an environment that was crowded with suppliers. The scale of its investment and
advisory operations, significant relative to IFC’s activity in the region, was relatively small, compared
with the activities of the European Bank for Reconstruction and Development (EBRD) and various
other donors in Ukraine.

Performance of Evaluated Operations

12. The results of Ukraine advisory operations are strong under all performance indicators; thus,
overall development effectiveness received a rating of satisfactory or better in 68 percent of projects,
and overall IFC work quality a rating of satisfactory or better in 76 percent of projects. The sound
performance of PEP and pre-PEP programmatic projects drove aggregate results, despite the poorer
performance of smaller assignments related to individual investment transactions. In patticular, PEP
and programmatic pre-PEP advisory projects in Ukraine outperformed evaluated peers in other ECA
countries; 79 percent of such projects received ratings of satisfactory or better for development ef-
fectiveness, compared with 59 percent for evaluated PEP operations in the rest of ECA. In dollar
terms, however, the weaker strategic relevance, impact, and efficiency of a single large project low-
ered these results. The outcomes and impacts of most programmatic privatization assignments, such
as small-scale and mass privatization, are significant on a country-wide scale. At the same time,
smaller assignments were only viable when they addressed a specific need and/or request of an oth-
erwise committed and proactive client, and the majority failed to generate sustainable outcomes and
impacts: only 43 percent of advisory operations telated to specific transactions received ratings of
satisfactory or better for development effectiveness.

13. The main success factors for evaluated advisory operations were project strategic relevance
and timeliness, a comprehensive multidirectional project framework coupled with large funding vol-
umes and longer duration, and adherence to a multigenerational project approach. Conversely,
among the main performance limitations are lack of government/client commitment, strategic fit,
and donor cohesion and coordination. For recent projects, staff recruitment and retention have
emerged as recurring hurdles in project design.

14. Development and investment outcome success rates for evaluated Ukraine operations are
better than, but broadly similar to, those for the rest of ECA and IFC. Because only a small number
of operations in Ukraine have attained operating maturity, which enables full evaluation, extensive
analysis of evaluation ratings within the Ukraine portfolio is impossible and findings from compari-
sons with the rest of ECA and IFC are not statistically significant. That said, the aggregate develop-
ment and investment outcome success rates of the evaluated Ukraine operations indicate perform-
ance trends in line with the performance of evaluated projects in the rest of the ECA region and the
rest of IFC approved in FY 1994-2001. The relatively poorer performance of financial markets pro-
jects is partly due to timing and instrument mix, but leaves room for improvement in executing IFC’s
investment project appraisal and structuring work and maximizing IFC’s special contribution in that
sector. Although the majority of projects in IFC’s Ukraine portfolio have not reached operating ma-
turity, risk profile analysis yields a positive indication of likely future performance.
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IFC-IBRD Cooperation

15. IFC coordinated a number of activities in Ukraine (predominantly advisory) with IBRD, but
the extent of the cooperation was relatively limited. Going forward, stronger cooperation between
the two institutions is advisable for addressing Ukraine’s remaining privatization challenges. A con-
tinued need exists for investments in Ukrainian infrastructure and municipal utilities, both still domi-
nated by public-sector enterprises, where joint IBRD-IFC work may deliver the best results. Progress
in the sector can be made through IBRD and IFC coordination between IBRD and IFC to ensure
the supportt of privatization at the policy level (while avoiding conflict of interest) to be followed by
post-privatization IFC investments with sponsors committed to good governance. Other possibilities
may include the promotion of public-private partnerships and finance of municipal utility projects in
Ukraine using loans and/or partial credit guarantees. The joint IBRD-IFC Subnational Finance De-
partment may be of valuable assistance in the latter effort, pending endorsement of IFC local cut-
rency financing mechanisms by the National Bank of Ukraine.

Recommendations

16. Based on study findings, the Independent Evaluation Group (IEG) recommends that IFC
do the following:

e Focus its strategies on medium-term (a three- to five-year horizon) priorities and follow a
more systematic approach to identifying investment opportunities.

e Coordinate with IBRD to ensure that both institutions work sequentially and/or in parallel
(as circumstances may require) to address remaining privatization challenges among larger
companies, as well as in infrastructure and municipal utilities.

e Replicate the strong design of its successful large advisory projects, promote greater donor
coordination and cohesion in its areas of engagement, and exploit synergy models between
programmatic advisory and investment operations.



OCHOBHi NoNoXeHHs

OCHOBHIi NONOXeHHA

1. [left anaAi3 pakTOpIB BIAUBY Ha €KOHOMIKY KpalHH OXOIIAFOE ITMTAHHS HAAAHHSA AOIIOMOIH
Vipaiai MOK y mexax 3BiTHOTrO mepioay 1993-2006 pokis. IIporarom meoro wacy crpateria MOK B
Vkpaini 3HAYHOIO MipOIO (DOPMYBAAACH 1 OOYMOBAIOBAAACA CKAGAHHM KAIMATOM CKOHOMIYHOL
AIABHOCTI B KpaiHu. 3 OrAfAY Ha IMUPUHY i TAUOHHY €KOHOMIYHOTO crraAy Yipaiau y 1990-x pokax i
HECTIAKY IOAITHYHY BOAIO AO 3AIHCHEHHA pedhopM, KpaiHa 3aAHIIAAACH BIAHOCHO HEIIPHUBAOAHBOIO
AAfl TIPUBATHHX IHBECTOPIB IPOTATOM OIABIIIOl YaCTHHU I1OTO IepioAy. L1100 mokpartirTu cran
Alaosoro cepepopuina , MPK 3anpopasnaa po3mInpeHy IPOrpaMy 3 KOHCYABTATHBHOI ALTABHOCTI AK
[IEpIINI KOMIIOHEHT Ta OCHOBY AASl CBOET ITOAAABIIOL AIIABHOCTL. OCKIABKH IIPEAMETOM PO3LAAAY
OyAH TEpMIHOBI IIMTAHHA IIIOAO IIEPEXIAHUX IIPOIIECIB B EKOHOMIII, OCHOBHA yBara KOHCYABTATHBHOL
algapaOCTI MOK 3MicTHAACA BIA IPUBATHU3AIIIHIX IIPOIIECIB Y OIK OCHOBHHX 3aBAAHB, CIIPAMOBAHIX

Ha CTBOpeHHH CHpI/IHTAI/IBI/IX YMOB.

2. 3a 14 poxis cBoro nepebysauus B Ykpaini, MPK mM0b6iaizyBasa AOHOPCBKI KOIIITH HA CyMy
55 mianiionis aoaapis CILA 3 meToro dinancyBaHHA 45 IPOEKTIB 3 KOHCYABTATUBHOI AIAABHOCT]. !
IIporsarom seitaOTO IEpioay (3I1) 1993-2005 poxis Vipaini 6yA0 HapaHO 306 BIACOTKIB BiA
3araABHOTO (DIHAHCYBAHHSA HA KOHCYABTATHBHI IIOCAYIU B paMKax IIporpamu ,,[lapTHepcTBo 3
PO3BHTKY IIPHBATHOIO ceKTopy” AAd Kpain Cxiaxol €sponu Ta Lenrpassuoi Asil (ITPTIC-E€LIA);
el MoKasHuK OyB Ha Apyromy micmi micas Pociticekoi @eaepartil, mokasHUK AKOI cTaHOBUB 42
BiacoTKa. [IIAXOM 3aAy9ICHHA AOHOPCHKUX KOIITIB AAfl (DIHAHCYBAHHA KOHCYABTATHBHOI AITABHOCTI
M®K 3aBoroBaAa CTiliKke ITOAOKEHHS B YKpaiHi Ta MATPHAMYBaAa CBOIO IIPUCYTHICTD YBECH ITPOMIKOK

Jacy.

3. 3 orasay Ha yMOBHU B KpaiHi, cTparerif KOHCYAbTaTHBHOI AliabHOCTI MPK Oyaa
BIAIIOBIAHOTO. BoAHOYAC AOKAaAAATICA 3HAYHI 3yCHAAS AAA TIpocyBanHA inBecturitn MOK y 311
1994-97 pokis; mpoTe OWIKYBAHHSA ITIOAO ITIABHITICHHA iHBECTHITIHHOI AIAABHOCTI ITICAS HAAQHHSA
KOHCYAbTaTUBHIX ITOCAYT MDK He OyAn maTepiaAi3oBaHi, IIOKH CHTYALISA 3HAYHO HE ITOKPAIIIHAACH ¥
3IT 2004-2005 poxis. OcraHHi ITOKPAIIEHHS IHBECTHIIINHOIO KAIMATY II€PEAOAYAFOTH CTBOPEHHS
OIABIII IiACCIIPAMOBAHOI Ta AOBTOTPHBAAOI cTpaterii, 0cOOAHBO B cpepl IHBECTHIIIIHOI AIAABHOCTI.

4, ITokasaukn KOHCYABTATHBHOL AliabHOCTI M®K 1 1i iHBecTHITIFHOI AIIABHOCT] B YKpaiHi €
KPAIUMU, HUK CyMapHi ITOKA3HUKY 1HBECTHINNHOI Ta KOHCYABTATUBHOI AIIABHOCTI B IHIIIHX KpaiHax
€spomnu ta LlenTpaspHol Asil, a cymMapHi ITOKa3HHKH IHBECTHIIIHOI AITABPHOCTI € KPAIIIMH, HiK
cymapui okasHukH iHII01 AliapHOCTI MPK. CroCcoBHO BHAIB KOHCYABTATHBHOI AlAabHOCTI, MOK
AOCATAQ AOOPHX Ta CTIHKHX PE3yABTATIB ¥ OIABIIIOCTI 3aBEPIICHHUX IIPOEKTiB. OCOOAHBO II€ €
CIIPAaBEAAUBIM CTOCOBHO KOHCYABTATHBHHX iICTOTHHX 32 OOCATOM Ta AOBTOTPHBAAMX 3aBAAHB i3
3aCTOCYBAHHAM BCEOIYHOI CTPYKTYPH, IO OYAQ ¥ ITIOAAABIIIOMY IIPUUHATA MEXaHI3MOM (DiHAHCYBAHHSA
ITPIIC, xoua IpoeKTH HAa KOPITOPATHBHOMY PiBHI MaAH 3MirTaHi pesyAbTaT. [loka3sHnKN BUKOHAHHA
IHBECTHUIIIIHUX IIPOCKTIB, IIIO OLIHIOBAAUCH, OYAH ACIIIO KPAIIIHM, HIXK Ti, IIIO CTOCYBAAKCA IIPOCKTIB
B iHmmmx kpaiHax €LIA, a Takox, HiX ITOKA3HUKH BUKOHAHHS IHIIMX rrpoektis MPK, xoua orprmaHi
PE3yABTATH HE € CTATHCTHYHO 3HAYHUMUMI. B TOM e 9ac, aHAAI3 CTPYKTYp PHU3HKIB HEIIOAABHIX
IHBECTHUHIITHUX 3000B’3aHb AA€ OITHMICTHYHI CUTHAAH IIOAO MOMKAHUBOI peaAisariii TakKux IIPOEKTIB

Y MaHOYTHBOMY.
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IlepeaymoBu

5. ITepexianuii nporiec B YKpaiHi OyB yCKAAAHEHHUIH BIACYTHICTIO IIOAITHIHOIO KOHCEHCYCY i
3HAYHHUM CYHIPOTHBOM PedPOPMYBAHHIO. XOUa IPEACTABHUKU BAAAH 3aABAAAH IIPO CBOXO IIATPHUMKY
Albepaaizariii pUHKY 1 IPUBATHOIO CEKTOPY IIPOTATOM YCHOIO IIEPIOAY, X (pakThaHI All ITOAO HIHTAHD
pedbopmu, mpuBaTU3aLii i IIPO30POCTI IpOLeCy OYAN HepimydnMu. Y HOPIBHAHHI 3 PEIITOIO KpaiH
€pporu ta Llerrpasprol Asif, 3oxkpema kpaiaamu Llerrpassnoi ta Cxiguol €Bporn, Vipaina
ITOBIABHO PO3IIOYHHAAA ITPOIIECH IIPUBATH3AIII], OT/KE 3HAYHA YACTKA y IIPHUBATHU3AIIIHOMY IIPOIIECi
IIpUIIaAa Ha IPHBATHUN CEKTOP, B OCHOBHOMY 3aBAAKH IIOAITHYHOMY THCKY. 3 THX CAMHUX IIPUYHH
IIPOIleC IIPUBATU3AIIT BEAUKHX ITAITPHEMCTB 1 OIABIITOCTI KOMyHAABHIX IAIIPUEMCTB IIIC HE
3aBepruBca. HeAOAIKH y 3aKOHOAABCTBI 1 PEIVAATHBHIX AOKYMEHTAX, 4 TAKOXK 1HIM dakTopH,
ITOB’SI3aHI 3 PEIYAATHBHUM KOHTPOAEM, 4 CAME BUCOKA BAPTICTh BEACHHSA IIAIIPHEMHHUIIBKOL
AIIABHOCTI 1 BIAGYTHHIT BUCOKHI PIBEHDb KOPYIIIii, AHIIIE CIIPHUAAN 3aTAABHOMY HETATHBHOMY

CHPHUIHATTIO YKpalHN IHBECTOPAMIL.

6. HemocaiaoBHe BUKOHAHHSA 3000B’3aHb IITOAO 3aKAAACHHA FOPHAUYIHHUX T2 PEIYAATHBHIX
IIABAAMH €KOHOMIYHOI pedpopMH 1 3aITi3HIAUI OYATOK IIPOLIECY IPUBATH3ALI OYAH OAHIMH 3
OCHOBHUX ITPUYHH BIACTABAHHA YKpalHN y ITUX IIPOIIECax BiA PIBHUX 32 PO3BUTKOM KpaiH CBporn Ta
Lerrpasproi Asif, a Takox inmux kpain CHA, 3a TpHBaAICTIO Ta piBHEM €KOHOMIYHOIO CITaAy.2
bBiasrmicrs kpain CHA BiAYyBaAn 3MeHIIICHHA BAAOBOIO BHYTPImHBOro IpoAykry (BBIT) y Toii 4ac,
it BBITy 1999
cranosuB Ha 42 Biacotku Meite pisaa BBIT y 1993 poxy y mocritinomy eksiBaseuTi A0oAapa CLLIA,

ane YkpaiHa OyAaa HaAMOIABII IIIAAAHA TAKOMY BIIAUBY, fK 34 CTYIICHEM CITAAY

SKHH BIIaB AO HAITHIZKIOTO PiBHA B KpaiHax €Bpomn 1a LlerTpasbHol Asii, Tak i 32 HU3bKIM
cryneHem BiAHOBAeHHA. ChOTOAHI YKpaiHa € eAnHOIO KpaiHoro B €Bpori Ta Llerrpaabhiii Asil, kpim
Moaaosu, BBIT saxoi y 2005 pori 6ys Hrmxyaum 3a piers BBIT y 1993 pori y nocrifiromy
exBiBaseHTi AoAapa CIIIA: na 11 BiacoTkiB MeHIIIe Y TOpiBHAHHI 3 OiabI, Hix 70% BBII B
CEPEAHBOMY IIO PerioHy, Kpim Ykpainw, ta Oiabim, Hixk 50% BBII B cepearromy mo CHA, kpim
Vkpaian. HeaoAIknm AIAOBOTO cepeAOBHITIA 1 BIAITOBIAHE HETAaTUBHE CIIPUWHATTA § CYKYITHOCTI 13
3MCHIIICHHAM PIBHA CKOHOMIYHOI AITABHOCTI IIPU3BEAN AO HAASBHYIANHO HU3BKOTO PIBHA IIPHTOKY
npavux iHosemunx iaBectuiianx (IT1I) mporarom 1993-2004 poxis. ¥V 1993-2004 pokax cepeaniit
nokasuuk crissianornenss [111/BBIT B Vkpaini cranosus 1,5% nporu 4,0% B cepeAHbOMY 11O
kpafnax €spornu Ta Lenrpaspaoi Asif, kpim Vipainu, a cepeanpopiunuii nokasauk [111 ma ayrry
HaceAeHHs AopiBHIOBaB 14 Aoaapis CLIIA mporu 126 aoaapis CILIA B cepearbpoMy O KpalHax
€sporu ta Llenrpaspnoi Asii (€LIA), kpim Vkpainn.

Crpareria M®K

7. Crpareria MOK B Vkpaini cipAMOBaHa Ha KOHCYABTATUBHY AIABHICTD 3 METOXO ()
CTBOpPEHHA B YKpaiHi IPHUBATHOTO CEKTOPY 3 IIEPEXOAOM BIA IIEHTPAAI3OBAHOI ITAAHOBOI CKOHOMIKH 3
AOMIHYIOYOIO IIPUCYTHICTIO ACPKABHUX INAIIPUEMCTB, (O) ITOM AKIIIEHHA (DAKTOPIB, IO € IPUIHHOIO
CKyTOCTi AIAOBOTO KAIMATY, YepPE3 3aKOHOAABYY T4 PEIYAATUBHY pedpopMmy, 1 (C) CIpUAHHA PO3BUTKY
IHBECTHINIHHUX MOKAHBOCTEH. Ha mouaTkoBiit craAll BeAnKi mpuBaTH3aiiHI IPOCKTH MAAU Ha METi
AOIIOMOITH 3aBEPIINTH TaKi IPOIECH IIAAXOM CTBOPEHHA KPUTHYIHOI MACH MAAUX Ta CEPEAHIX
mianpuemcrs (MCIT), axi Morau 6 CIIOHYKATH 3pOCTAHHSA IIPUBATHOIO CEKTOPY 1 CTATH
IPUBaOAUMBHMIU AASl BKAAAAHHSA IHBECTHUIIH OpuBAaTHHUMYU crroHcopamn (BusHadueri MOK, sk micriesi
imBecropn). Mizk TuM odikyBasocs, mo M®K 6yae ITpOBAANTH CBOIO KOHCYABTATHBHY AIABHICTD
Pa3soM i3 IHBECTHIIIITHOIO AITABHICTFO, KOAU 3’ IBAATBCA MOMKAUBOCTI, aA€ Takl OUiKyBaHHS
3AAHIIAAUCA HEPEAABPHUMHE IIPOTATOM TPUBAAOTO IIEPIOAY. XOYa TaKi OIIKYBAHHSA IIIOAO
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IHBECTHIIIIHOI AITABHOCTI HOCHAH ONTHMICTHYHIN XapakTep, 3araabHa crparterida MOK B Vkpaini

OyAa BIAIIOBIAHOIO, 3 OTAAIAY Ha YMOBH B KpafHi.

8. 3a ocraHHI ACKIABKA POKIB Y KAIMATI AIAOBOI aKTHBHOCT] YKpalHH CTAAUCA BIAYYTHI
ITOKPAITIEHHS, 1[0 BUPA3HUAOCH, B T.9., § IIOCHACHIH cTabiAl3arii MAKPOEKOHOMIYHIX ITOKa3HUKIB 1
TapMOHIIHOMY PO3BHTKY IIPaBOBO] Ta peryAaTuBHOI 0asu. Edekr crpykTypHUX 1 peryAfTopHUX
pedpopm, 1o Gepe cBiit mogatok y 1998 por, cras oueBuarnM micas 2000 poky 3 BIAHOBACHHAM
3pocranus BBII, skuit HaGys puc mocaiaosHOCTI. [1eBHI oKpareHHs, 1o MaAu Micre, BIAOyAucs
YACTKOBO 3aBAAKH KOHCYABTATHBHIHN AldapHOCTI MOK. Hammprkaaa, mpoekr 3 aocaiaxenns MCIT ta
IIOAITHKH PO3BUTKY TAKHX IAIIPHEMCTB IIPUCKOPUB 3AIIPOBAAKCHHS CIIPOIIEHOI IIPOIICAYPH
omoaatkyBauua MCIT i pedpopmy y crucremi peecrpartii; B ToM 1ac fix AifabHicTE MBPP Aana
IIOIITOBX IHIIIMM pecpopmam (30KpemMa, y cpepl HOKpAIleHH! MAKPOCKOHOMIYHIX ITOKa3HUKIB). Ha
AOAATOK AO ITPOTPECY IMIOAO TOKPAITIEHHA AIAOBOTO KAIMATY, TO3UTHBHE MI’KHAPOAHE CTABACHHSA AO
oAl “ITomapandesoi pesoarorrii” 2004-2005 pokiB cTar0o BaKAUBHM (HAKTOPOM y 30iABIIICHHI
HaaxoaxkeHs [111 3 1,7 miabsapais aoaapis CILA ao 7,8 miabapais aoaapis CLLIA y 2005 pori y
nopisaAnH] 3 2004 pokoM.

9. He 3Baxarouu Ha HOCTIHHY ITIOAITHYIHY HECTAOIABHICTD B Y KpaiHi, O1ABIII IIPOrHO30BaHI
crparerii K iIHBECTHIIIHOI, TaK 1| KOHCYABTATUBHOI AITABHOCTI OYAH O KOPHCHIMHU AASL ACPKABIL.
[Meprui crparerii MPK 6yan Aerio pedACKCHBHEME, TOMY IO THKKI YMOBH BIIAUBAAHM Ha IXHII
PO3BUTOK y MAOYTHBOMY, 2 IHBECTHIILIHI MOKAHBOCT] CKAGAHO IIepeADaYnTH. Y IIepCIEeKTHBI,
OIABIII AOBTOTPHUBAANM Ta OIABIII IIACCIIPAMOBAHIH MMAXIA MOXKE OYTH ITOTPIOHIM AAS
CHCTEMATHYHOIO BH3HAYCHHS IHBECTUIIIHUX MOKAHUBOCTEH y chepax, IO IIepebyBAIOTh ITA

CHABHHM BIIAUBOM (DAKTOPIB, KOHKYPEHTHO3AATHOCTI KpaiHH Ta HE3aAOBOACHHX HOTPED.

OO0csar BuaiB AigapHOCTI MPK

10. Ha BiaMIHY BIA ITOIIEPEAHIX CTPATEIIYHUX OYIKyBaHBb, 0OCATH iHBecTHIIHIX TAaniB MOK
6yau HesHaunumu y 311 1994-1998 pokis, 1110 06roBOprOBaAOCsH y HACTYIIHUX CTPATETIAX AOIIOMOIH
kpaini (CAK). 3uaune spocranusd nux oocaris mogasocs tiabku y 311 2004 poky — oapasy micas
ITOKPAITICHHA AIAOBOTO KAIMATy YKpaiHHU Ta APAACABHO 13 3HIDKCHHAM IHTEHCHBHOCTI
KOHCYABTATUBHO! AlAABHOCTL. YacTKOBO Iie OYAO 3yMOBACHO ITOYATKOBUM OOEPEIKHIM IAXOAOM
M®K A0 iHBECTHIIIHHIX BHAIB AIAABHOCTI 13-32 CKAQAHOIIIIB Y ITPOIIEC] ITOIIYKY CITOHCOPIB AAS
IIPUBATHOTO CEKTOPY, IO MaAu O xoportiry pemyramifo. Crpumyrodl pakTopu OyAH HOAOAAHI
ITi3HIIIIE ITOCHACHIMH PEKAAMHO-ITPOIAraHANCTCHKUME 3ycuAAAME M®K ta moAituaHIME TOAIIME
20042005 pokis. V Toii camuit vac MOK mocripusao pocTy AIAOBOI aKTHBHOCT] Y IPHBATHOMY
CEKTOPI1, AOTTOMATAFOYH ITOKPAIITUTH IHBECTHITIHHII KAIMAT Uepe3 cBOI KOHCYABTATHBHI 3aXOAM.

11. 3aBAAKH IIBUAKOMY 3POCTAHHIO BIAIIOBIAHHX 3000B’fI3aHb y HEAABHII Jac, Ha Y KpaiHy
cporoasi npuraaae 5 siacotkis (571 man. acorapis CLIIA) yeix mpoexriB MPK aas kpain €LIA 3a 311
1994-2006 pokis i, Ha ximerns 311 2006 poky, Vkpaina mmociaae AeB’ATE MiCIIe CEpeA KpaiH CBITY 3a
posmipom wactku y moprdoaio MPK. B ocrarounomy macymky, xoua Alsiapaicts MPK B Vipaini
IIPOTATOM YChOIO TIEPIOAY MOTAA O CyTTEBIIIOIO, cepeaoBuire, B akomy MPK Beaa cBOFO AIAABHICTS,
OyAo HacmueHe rrocragaabHuKamMu. OB6csr cBO€E! IHBECTUIIHOL | KOHCYABTATHBHOI AISIABHOCTI, 110
3HAYHOIO MIpOIO BIAIIOBIAAB AldabHOCTI MOK y perioHi, 6yB BIAHOCHO MaAHM y IIOPIBHAHHI 3
obcsramu AlgapaOCTi €EBPP T2 iHMmIx opraHizarmii-AOHOPIB B YKpaiHi.
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TToka3zuuku BHAIB AIAABHOCTI, IIIO OI[IHFOBAAKICH

12. PesyabraTn KOHCYABTATHBHOI AIAABHOCTI B YKpaiHi € CTIHKHMH 32 yCiMa ITOKA3HHKAMU BHUAIB
AIABHOCT]; TaK, 3araAbHa €(DEKTUBHICTD PO3BUTKY OTPUMAAA 3aAOBIABHMIT 200 KpAIHi peirrunr y 68%
IIPOEKTIB, a 3araAbHHIN pedTHHT AKocTi pobott MOK ¢ 3ar0BiAbHEM 260 Kparimm y 76%0 IpoekTis.
Ao6pi nokazauku mpoekris [TPI1C, a Takox cHCTEMHIX KOHCYABTATUBHUX IIPOEKTIB, IIIO MAAN MiCIie
repeA sarposapkeHEAM [TIPI1C, BHAMHYAM HA CyMapHi PE3YABTATH, HE3BAKAIOYN HA CAAOIII IIOKA3HIKI
MEHIIIHX 32 OOCATAMU ITPOEKTIB, IIO CTOCYIOTHCA TPAHCAKILN IHAUBIAyaABHOTIO iHBeCTyBaHHA. 30KpeMa,
rnpoextu [TPTIC Ta crcreMHi KOHCYABTATHBHI IIPOCKTH, IO MAAH MICIIE TIEPEA 3AITPOBAAKCHHAM
TTPTIC, rrepeBepIuAn IOKA3HUKH CBOIX aHAAOIIB, 110 OLIHIOBAAKCH, B iHIIuX Kpainax €LLA; 79%
TAKMX ITPOCKTIB OTPHUMAAU 3aAOBIABHIH 200 Kpariuii pedTHHT ePEKTUBHOCTI PO3BUTKY, YV ITOPIBHAHHI
3 59% mpoexris ITPI1C, 110 onirroBaAncs, B perrti kpairr €LIA. V sorapoBomy exBiBaseHTi, Bee Ik,
HU3BKHUN PIBEHb CTPATEIIIHOI AKTyaAABHOCT], BIIAB Ha €KOHOMIKY, Ta €(DEKTHBHICTD OAHOI'O BEAHKOIO
IIPOCKTY 3MEHIIHAH 1l PE3YABTATH. Pe3yABTATH 1 BIIAMB OIABIIIOCTI CHCTEMHUX IIPUBATHU3AIIHHIX
IIPOEKTIB y TAKUX AIAfHKAX, K MaAd 1 MACOBA IIPUBATHU3ALIA, € 3SHAYHUMHI Y MACIITa0ax yciel kpalHm.
Boanowac, MeHIII 32 0OCATOM IPOEKTH OYAU 3HAYUMIME TIABKH TOAI, KOAI BOHU 3BEPTAAUCH AO
crrendpivaux HOTPed /200 BUMOT {HIIIOTO 3aIiKABACHOTO I AKTUBHOTO KAIE€HTA, 1 GiABIIICTD 3 HUX
TaK 1 He 3MOTAQ CTATH CTIHKUM (PAaKTOPOM BIAUBY 1 cpOpMyBaTH CTIHKI pe3yAbTaTh: TiABKH 43
BIACOTKI KOHCYABTATUBHHX BHUAIB AIIABHOCTI, IIIO CTOCYBAAHCH CIICIIH(DIYHUX TPAHCAKIIIH, OTPHMAAL

3aA0BiABHI 200 KpAIIll OKAa3HUKN e(PEKTUBHOCTI PO3BUTKY.

13. OcHoBHIME (DAKTOPAMH YCHIIITHOCTI BUAIB KOHCYABTATHBHOI AIIABHOCTI, ITIO OIIHIOBAAMCH,
OyAH BIAIIOBIAHICTB CTpaTerii IIPOEKTY 1 CBOEYACHICTD, IPYHTOBHA PI3HOHAIIPABACHA CTPYKTyPa
IIPOEKTY y IIOCAHAHHI 3 BEAHKIMH OOCATaMu (DIHAHCYBAHHS 1 AOBILIOIO TPHBAAICTIO, 4 TAKOXK
BIATIOBIAHICTD IHAXOAY AO 6araToriAboBOro mpoekrty. I HaBmaxu, cepea daxkTopis, IO OOMEKYIOTH
AIABHOCTI € HEAOCTATHE IIPOABACHHS BOAL 3 00Ky Vpsiay/kaienTis, 6pak crpareriunoi BiaAmoBiaHOCTI,
4 TAKOXK HEAOCTATHE ITOTOAKEHHSA 1 KoopAnHaris Axxepea dinancysanus. 1o crocyerpcs HeaaBHIX
IIPOEKTIB, TUTAHHA HAOOPY Ta YIPUMAHHA IIEPCOHAAY IOCTIIHO BUHHKAIOTD AK IIEPEIIOHH Y

IIPOEKTHOMY PIITICHHI.

14. PetituHru posBHTKY 1 CIIIITHUX PE3YABTATIB IHBECTHIIIN AIIABHOCT] B YKpaiHi, IT10
OLIIHIOBAAACH, OYAH KPAIIIUMI, AA€ B OCHOBHOMY OYAH ITOAIOHI AO THX, IIO MaAa perrta kKpain €LIA i
MO®K. OckiAbKH AHIIIE HEBEAUKA KIABKICTH BUAIB AIIABHOCTI B YKpaiHi Aocsrae (DYHKIIIOHAABHOL
3PIAOCTI, ITIO AA€ 3MOTY AAS 3AIICHEHHS [IOBHOIIHHOTO OI[HIOBAHHSA, TAMOOKHI aHAAI3 PEHTHHIIB
OIIHIOBaHHA B ITOPT@OAIO YKpaiHN € HEMOKANBUM, a4 OTPHMAHI AAHI HA OCHOBI IIOPIBHAHHA 3
perrroro kpain €L1IA 1 MOK He € 3HAYHMUMH 3 TOYKH 30py CTATUCTHKU. AO TOTO X, CyMapHi
PEHTHHIHE PO3BUTKY M YCIIIITHUX PE3YABTATIB IHBECTUIIIIHOL AITABHOCTI B YKpaiHi, ITIO OLIHFOBAAACH,
BK43YIOTh HA TCHACHIII 3MiH y BIATIOBIAHOCTI AO IIOKa3HUKIB ITIPOEKTIB, IO OILHIOBAAUCH, B PEIIIT
kpaia €LIA 1 MOK, ki 6yau satsepakeni y 311 1994-2001 poxis. BiAHOCHO cAalIIIi TOKa3HUKH
HPOEKTiB (DIHAHCOBOIO PUHKY MAFOTBH MICIIE YaCTKOBO Yepe3 IAYTAHHHY B PO3PAXYHKAX 4acy H
3aCO0IB, aA€ IIIE 3AAUIITACTHCA MOKAUBICTD AASl IIOKPAIIICHHA aHAAI3Yy BHKOHAHHSA IHBECTUIIIITHIX
npoextiB MOK i crpykrypusartii podoTw, a Takox Makcumisariii ocobansoro Buecky MOK y raxmit
cexrop. Xodva OiabIIiCTh IPOEKTIB yKpaiHchkoro moprdorio MPK He aociaraa dpyHKIIOHAABHOL
3pIAOCTI, aHAAI3 CTPYKTYPH PHU3UKIB BKA3y€ HA TC, II[O TaKi IIPOCKTH MOKYTb OyTH BIPOBAAKCHI
MafOy THbOMY.

Xiv
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CuaiBnpansa mixxk M®K i MBPP

15. M®K koopAHHYyBaAa IIEBHY KIABKICTb BHAIB AIABHOCTI B YKpaiHi (ITepEBAKHO Iie OyAK
KOHCyAbTaTHBHI IpoekTn) 3 MBPP, aae piBens Taxof criBrpari 6yB BIAHOCHO OOMEKeHHM. Y
IIepCIEKTUB] OaXaHO, 100 CIIBIIPALA MK ABOMA IHCTHTYLIAMK OyAa TICHIIIIOIO CTOCOBHO IINTAHD,
I[TOB’I3AHUX 3 BUPIIICHHAM IPUBATU3AMINHIX 3aBAAHb, III0 3AAUIIHANCA B YKpaiHi. IcHye mocrifiia
oTpeda B IHBECTHIIIAX B IHPPACTPYKIYPY T4 KOMYHAABHE TOCIIOAAPCTBO Y KpalHM, A¢ BCE ITIE
AOMiHYIOTE AcpikaBHi miAnpremctsa. Crisrpars MBPP i MOK B aanomy cexropi Mozke AaTH
HAWKpAIIl pe3yAbTaTd. AOCATHEHHA YCIIXY ¥ IIbOMY CEKTOPI MOXKAHBE YepPe3 KOOPAUHALIIIO 3YCHAD
MBPP i MOK aas 3a6e311e9eHHA MATPUMKI IIPOLIECY IPUBATH3ALII HA ITIOAITIYHOMY PiBHI
(yHEKarO4un KOHMAIKTY iHTEpeciB) 3 BHeceHHAM iHBecTriit MPK y mcAsmpuBaTH3ariiiHumii mepioA
Pa30M i3 CITOHCOPAMH, AKi ITPArHYTh HAACKHOTO PIBHA KEPIBHUIITBA. IHITI MOKAMBOCTI MOKYTh
BKATOUaTH IIpocyBarHA mpoektiB [TPI1C ta dinancyBaHHA KOMyHAABHHUX IIAIIPHEMCTB B YKpaiHi,
BUKOPHCTOBYFOU ITO3HKH 1 /200 gacTKOBl kpeAnTHi rapanTii. CIiABHII HaAHATTIOHAABHUI
dinancosuit Aemapramerr MBPP 1 MOK moxe HapaBaTH IIHHY AOIIOMOTY B 3AICHEHHI TAKUX 3YCHAD
B ouikyBaHHi HapauHA Hartionaasuum bankom Vipainu aozsoay Ha 3acrocyBaraa MOK mexanizmis
iHAHCYBAHHS IIPOCKTIB ¥ MICIIEBIH BAAIOTI.

PexomeHaarii

16. Ha ocnoBi aarux aocaiaxersa, HI'O pekomenaye MPK 3AICHATH HACTYITHI KPOKH:

e 3ocepeAnTH CBOI CTpaTerii Ha CEPEAHBOTEPMIHOBI (Ha TEPMIH BiA 3-X A0 5-TH POKIB)
IIEPIIIOYEPrOBl 3aBAAHHS Ta 3ALIICHIOBATH OIABII CHCTEMHHH IIAXIA AO BU3HAYCHHSA
{HBECTUIIHAX MOKAUBOCTEM.

e Koopaunnysaru coi Alf 3 MBPP aast 3a6esmeuenns mocaipoBHoI i/abo mapaseapHOL
pobori 060X IHCTHTYIII (Y BIAITOBIAHOCTI AO OOCTABHH) AASl BUPIIIICHHSA
[PUBATH3ALIHHUX [IHTAHb, fAKI I[¢ 3AAUIIHANCH T CTOCYIOTHCA BEAUKHX KOMITAHIM,
2 TaKOK IHPPACTPYKTYPH 1 KOMYHAABHIX IIAIIPIEMCTB.

e [lommproBatu BAAAE PIIIICHHA CBOIX BEAHKHX KOHCYABTATHBHHX ITPOCKTIB, CIIPHATH
KOOPAHMHAIII! Ta EAHOCTI BEAUKHX AKepeA (pIHAHCYBaHHSA y CBOIX cpepax AIIABHOCTI,
2 TAKOXK 3aCTOCOBYBATH MOACAL, fKI O ITOEAHYBAAN B COO1 CHCTEMHI BUAN
KOHCYABTATHBHOI

Xv
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IFC Management Response to IEG-IFC

IFC in Ukraine: 1993-2006

An Independent Country Impact Review
(September 7, 2007)

I. Introduction

1. IFC appreciates IEG-IFC’s Ukraine Country Impact Review (FY 1993-2006). The report
presents a valuable and independent review of IFC activities starting from FY 1993 when Ukraine
was in the eatly stages of transition to market economy and had just become an IFC shareholder. It
provides timely and useful information for the preparation of a new country partnership strategy for
Ukraine this year.

2. We welcome the report’s independent finding that IFC activities achieved above-average
overall development impact and investment outcome in Ukraine. We also note that the report found
IFC’s strategy in Ukraine to be appropriate and relevant to country conditions during the FY 1993—
2006 review period. This period was particularly challenging, given that the country went through a
protracted economic decline in the 1990s as the transition to a market economy proved complicated
and structural reforms were slow in getting traction. Recognizing the difficult investment climate and
to foster private sector opportunities, IFC focused on advisory work aimed largely at supporting pri-
vatization activities, strengthening small and medium enterprises (SMEs), and improving the business
and regulatory environment. Amid these conditions, IFC undertook cautious efforts to develop its
investment operations, but was constrained by limited opportunities. In hindsight, this sequencing of
advisory and investment operations has worked out very well, as private sector opportunities in-
creased and IFC’s investment operations grew rapidly in recent years.

3. We are pleased to note that the report found that the results of IFC’s advisory operations in
Ukraine have been strong on all performance indicators, including development effectiveness and
overall work quality. The report also found that success drivers include project strategic relevance,
timeliness, and structure/framework. Programmatic activities, in particular, have had strong out-
comes overall. The majority of projects from the early 1990s fall into this category and have led to
significant impact on the ground as well as a series of follow-up operations that have built on this
success and expertise.

4. We appreciate that the report found that evaluated mature IFC investment operations are
performing relatively well in terms of investment and development outcomes. The report’s analysis
of projects that have not reached operating maturity suggests that these projects are poised to have
good outcomes as well. IFC’s focus on advisory services ahead of investment operations appears to
have paid off, given the overall positive outcomes of our investment operations.

5. We recognize that there are opportunities to enhance our development impact further in
Ukraine and this report is valuable in informing our strategy going forward. In addition, we agree
with the overall direction of the report’s recommendations.
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II. Responses to Specific Recommendations

6. Recommendation 1: IFC should develop and follow a more systematic medium-term
(three- to five-year horizon) country approach to identifying investment opportunities in ar-
eas of high impact, country competitive advantage, and unmet demand in order to channel
IFC investments into projects with the greatest potential development impact and demon-
stration effect.

Management Response:

7. We agree with the need to refine IFC’s approach in identifying investment opportunities in
Ukraine. As our operations in Ukraine grow and mature, we find ourselves better positioned to rec-
ognize and take advantage of emerging opportunities eatly on and to carve out a meaningful niche
for ourselves in the market. Increases in resources and staff dedicated to Ukraine have allowed us to
conduct in-depth research and mapping of specific sectors to pinpoint areas of unmet demand and
potential competitiveness that are likely to generate the highest development outcomes, particularly
demonstration effects.

8. IFC will continue to follow a systematic medium-term strategy for its operations in Ukraine.
In the past, IFC has taken a long-term approach in Ukraine to ramp up its investment operations fol-
lowing successful implementation of a reform agenda, which included a mass privatization program.
Because the reforms took longer to execute and the number of investment opportunities acceptable
to IFC remained scarce, IFC continued to focus on advisory services to address some of the issues
that made Ukraine unattractive to private investments.

9. IFC’s engagement continues to be guided by the four-year country assistance strategies, pre-

pared jointly with other World Bank Group institutions. In addition, IFC undertakes annual strategy

and budget discussions to allow the country teams to alter and fine-tune their plans in the context of
changing country conditions and internal institutional dynamics. These country-level discussions feed
into IFC’s strategic directions papers, which cover three-year periods.

10. Recommendation 2: IFC should seek to work in sequence and/or in parallel with
IBRD to address remaining privatization priorities, especially large enterprises and infra-
structure, with IBRD policy work and IFC post-privatization funding, and use existing joint
mechanisms, such as the Sub-National Finance Department to promote public-private part-
nerships and provide funding to municipal utilities projects.

Management Response:

11. We agree with this recommendation to improve collaboration with IBRD in Ukraine. In re-
cent years, our joint work has evolved from a somewhat limited engagement to meaningful strategic
cooperation in a number of areas. For example, IFC’s business enabling environment and corporate
governance operations are closely linked with IBRD’s Development Policy Loans (DPLs) and private
sector development programs. In May of this year, it was agreed that the project manager of IFC’s
business enabling environment project in Ukraine will dedicate 20 percent of his time to IBRD,
working on a broad range of IFC/IBRD coordination matters within his focus area. Apart from this,
the country representatives of both institutions maintain regular contact, keeping the teams apprised
of relevant developments. The ongoing work of the Ukraine Country Partnership Strategy has to
date been a strong example of attempting to tackle the country’s developmental challenges through a
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coherent and systematic approach that takes advantage of the respective strengths and areas of exper-
tise of each World Bank Group institution.

12. IFC is keen to pursue joint opportunities in Ukraine through the joint World Bank/IFC
Sub-National Department, including investments in public-private partnerships and support for a
range of municipal services. The newly available Partial Credit Guarantees from IFC in Ukraine
opened the door for exploring some of these scenarios. Once IFC develops the necessary mecha-
nisms to provide a broader range of local currency financing, the prospects for cooperation in this
area will expand even further.

13. As for private participation in infrastructure, this sector remains a priority for IFC in
Ukraine. Provided that future privatizations are carried out in a transparent fashion in line with inter-
national practices and that reliable clients emerge as a result, we would be glad to extend our assis-
tance both through investment lending and advisory services, if needed. This is an area where IFC
will appreciate IBRD’s policy advisory work in advance of privatization.

4. Recommendation 3 a: IFC should focus on strategic relevance of its advisory opera-
tions and replicate the demand-driven, multigenerational, and multidimensional design of
1ts successfil larger operations, using the latter to refine benchmarks for measuring per-
formance of ongoing projects.

Management Response:

15. IFC’s advisory operations in Ukraine are carried out by the Private Enterprise Partnership—
Europe and Central Asia (PEP-ECA), IFC’s business advisory program in the countries of the for-

mer Soviet Union. PEP-ECA has recently decided to focus its advisory work in Ukraine on the fol-
lowing three proven areas of expertise that address key business constraints for the private sector:

e Continuation and expansion of business enabling environment work

e Continuation of corporate governance work, with a broad focus on the banking sector and on
the more sophisticated topics, such as internal audit/internal control

e Significant expansion of access to finance work, currently conducted through leasing and
housing finance, with plans to branch out into sustainability finance, rural finance, and agri-
cultural insurance (based on lessons learned through agribusiness linkage programs).

16. IFC is using its experience with the successful demand-driven, multigenerational, and multi-
dimensional larger operations in Ukraine to develop follow-up advisory projects that build on our
achievements and focus on the next logical area of intervention. All of the above areas will be tar-
geted through multidimensional approaches that include work with private sector players, as well as
policy makers. The first two areas, in particular, are areas where IFC has had a long, multigenera-
tional engagement in Ukraine.

17. Going forward, most investment-linked advisory work will center on the programmatic plat-
forms outlined above by combining sector-level work with company-specific advisory services. The
former will ensure maximum impact that goes beyond just one client, while the latter will be en-
hanced through the recently introduced pricing guidelines, which help secure client commitment to
implementation.
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18. Recommendation 3 b: IFC needs to proactively develop and maintain regular contact
with donors in its areas of engagement to help establish information exchange mechanisms,
align priorities, improve distribution of labor, and avoid inconsistencies, as well as initiate
tactical interaction at the outset of its multidonor operations to minimize discrepancies in
approach and maximize cohesion and alignment of tactics among donors.

Management Response:

19. Each project manager for advisory projects monitors the work carried out by other donors
in Ukraine in his or her area. While the volume of funding channeled through IFC’s advisory services
is relatively modest in comparison with overall donor-funded operations in Ukraine, IFC has a visible
niche in the area of private sector development. Within this area, significant efforts are dedicated to
coordinate our work with other implementing agencies.

20. Project managers also actively engage with other donotr-funded projects to collaborate on
various events. For example, the Ukraine Corporate Development Project worked with the USAID-
funded Consortium for Enhancement of Ukrainian Management Education to deliver a week-long
course on corporate governance to university professors, while the Ukraine Leasing Development
Project collaborated with USAID to establish the “Certified Leasing Professional” Program.

21. It should be noted that a new donor coordination initiative has recently been organized in
Ukraine by the Ministry of Economy’s Directorate for Coordination of International Technical As-
sistance, aiming to ensure maximum collaboration with minimum overlap in key areas. A donor con-
ference was held earlier this year and various working groups (organized by topic) have met over the
course of the year. The thematic working group meetings include various donor representatives who
are active in that topic as well as government ministries involved in it. IFC has participated in a num-
ber of these meetings and has the responsibility as Lead Donor for the working group on “Enter-
prise Support.”

22. PEP-ECA, in an effort to facilitate its fund raising, but also to ensute that our activities re-
main consistent with the work of other implementing agencies, has assigned the role of donor rela-
tionship manager to each of its senior operations managers. The intention is to create a “one stop”
PEP-ECA point person for the donor, representing all PEP-ECA business lines and coordinating
proposal preparation and any other issues. PEP-ECA donor relationship managers ate regularly up-
dated on all local interactions with the donor agencies and are copied on the donor reports. Regular
meetings are held with local donor representatives where they discuss not only funding for PEP-
ECA projects, but also learn about other donor initiatives in Ukraine.

23. Recommendation 3 c: IFC should expand the proven model of creating partnerships
between linkages projects seeking to develop agricultural suppliers and agribusiness invest-
ments, as well as aim to undertake financial markets projects that would provide local cur-
rency financing and/or guarantees to banks extending credit to such agricultural suppliers,
In order to exploit synetgies between investment and programmatic advisory operations.

Management Response:

24. IFC is currently working on an agrifinance study that should give more insight into possibili-
ties of improving access to finance for the agricultural sector. Results are expected by January 2008.
In addition, we are currently looking for opportunities to replicate our highly successful linkages pro-
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jects in Ukraine’s agribusiness sector. For example, we are implementing an Agricultural Insurance
Development Project with the aim of establishing a sustainable crop insurance program in Ukraine,
which improves farmers’ chances to get funds for agricultural input investments. The project pro-
vides opportunities for linking financial markets with agricultural suppliers.

25. The idea of financial markets projects that would provide local curtency financing and/or
guarantees to banks extending credit to such agricultural suppliers is appealing due to its potential for
a very strong development impact for a potentially competitive, but highly vulnerable, part of
Ukraine’s economy. So far, this type of work has not materialized due to (a) the small number of fi-
nancial institutions that qualify for IFC investments, (b) the reluctance of the Ukrainian banks to re-
engage with agricultural producers after failed attempts in the 1990s that resulted in widespread de-
faults, and (c) until recently, the limited menu of IFC financing options that better match the needs
of the sector, such as local currency financing. Despite these challenges, we will continue to monitor
the situation closely.
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Chairperson’s Summary: Committee on
Development Effectiveness

IFC in Ukraine: 1993-2006

An Independent Country Impact Review

(Meeting of October 29, 2007)

1. On October 29, 2007, the Informal Subcommittee (SC) of the Committee on Development
Effectiveness (CODE) considered the Ukraine Country Assistance Evaluation (CAE)! prepared by
the Independent Evaluation Group—World Bank (IEG-WB) and the Ukraine Country Impact Re-
view (CIR) prepared by the Independent Evaluation Group—IFC (IEG-IFC), together with the IFC
Draft Management Response.

2. Summary of the Ukraine CIR. IEG-IFC found that IFC’s advisory-centric strategy was
appropriate. IFC advisory operations in Ukraine outperformed evaluated IFC advisory operations in
Europe and Central Asia (ECA) countries. IFC investment operations in Ukraine performed better
than evaluated investment operations in the rest of the ECA Region and the average for IFC. IFC
coordinated a number of advisory activities with the International Bank for Reconstruction and De-
velopment (IBRD), but the extent of the cooperation was relatively limited. IEG-IFC recommended
that IFC: (a) focus its strategies on medium-term (three-to-five-year) horizon priorities and follow a
more systematic approach to identifying investment opportunities, (b) coordinate with IBRD to en-
sure that both institutions work sequentially and/or in parallel to address remaining privatization
challenges among larger companies, and (c) replicate the strong design of its successful large advisory
projects, promote greater donor coordination and cohesion in its areas of engagement, and exploit
synergy models between programmatic advisory and investment operations.

3. Draft Management Response (CIR). IFC Management thanked IEG for its findings and
recommendations and mentioned that they would be taken into account in the preparation of the
new country partnership strategy (CPS). The World Bank representatives pointed out that the new
CPS would reflect a spirit of partnership with Ukraine and that IEG’s specific recommendations on
sectors and forms of intervention would be considered in this way. IFC’s engagement continues to
be guided by the four-year CPSs prepared jointly with other World Bank Group institutions. IFC is
keen to pursue joint opportunities through the joint Wotld Bank/IFC Sub-National Department, in-
cluding investments in public-private partnerships and support for a range of municipal services. The
infrastructure sector remains a priority for IFC in Ukraine, where IFC will appreciate IBRD’s policy
advisory work in advance of privatization. IFC uses its experience with successful demand-driven,
multigenerational, and multidimensional larger operations to develop follow-up advisory projects that
focus on the next logical area of intervention. Donor coordination is established and maintained at
the project level. In addition, IFC is the lead donor of the Enterprise Support Working Group, cre-
ated as part of a new donor coordination initiative by the Ministry of Economy of Ukraine.

4. The representative of the constituency that includes Ukraine overall supported the CAE and
CIR results. At the same time, she felt that the IEG-IFC report could have benefited from its discus-
sion with the Ukrainian authorities. IEG-IFC noted that it is general practice not to discuss the CIR
with the government, because the private sector is the IFC’s client. At the same time, the report will
be presented in early-2008 in Kiev and discussed with government and other stakeholders.
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5. Main conclusions and next steps. The subcommittee broadly agreed with the findings and
recommendations of the CAE and CIR. Members stressed the importance of consulting with au-
thorities on IEG reports. In this regard, they felt that the World Bank should assist the country in
addressing its national priorities and development needs. The importance of disseminating lessons
learned from the Ukraine case in the context of the Bank’s experiences with transition economies
and engagement with IBRD countries was also cited. The subcommittee discussion focused on issues
related to the role of project implementation unit (PIUs), approaches to development policy lending,
continued involvement in the health and education sectors, private sector development, and eco-
nomic and sector work. Some members commented on the need to strengthen synergies within the
World Bank Group and increase collaboration with other partners, particularly the European Bank
for Reconstruction and Development. Questions were raised on how management was planning to
integrate IEG findings and recommendations into the upcoming CPS.

The following points were raised:

6. Country context and Bank/IFC program. Members emphasized the importance of the
permanent dialogue with the Ukrainian stakeholders and encouraged further World Bank Group in-
volvement in building the institutional capacity of the public and private sectors. They suggested that
the Bank adapt its support to Ukraine’s political environment and evolving priorities and stressed the
need for effective presence in the country. In this context, members sought more information about
resources and staff skill mix to ensure sustained, effective policy dialogue with the government and
private sector. There were questions on how the Bank and IFC further see the reform process in
Ukraine, the associated risks for future CPSs, and the strategy to mitigate the risks. Speakers sup-
ported the focus of IFC Advisory Services on addressing the key business constraints for the private
sector and noted that the business climate in Ukraine needs further improvement.

7. Health and education sectors. Many members expressed their concerns about worsened
indicators in the health and education sectors and sought more information on the reasons. They
would like to see more precise recommendations on how to improve the Bank’s future work in these
areas. In this regard, a member asked about the reasons for poor performance of the control project
for the tuberculosis/human immunodeficiency virus/acquired immunodeficiency syndrome epi-
demic. Management explained that the major problem bebhind moderately unsatisfactory Bank involvement in the
health and education sectors was uneven government ownership of the reform agenda.

8. World Bank Group synergies and cooperation with other partners. Most speakers reit-
erated the need for better World Bank Group synergies, particularly the importance of closer coop-
eration between IBRD and IFC in providing advisory services and making investments. They also
urged better collaboration between the World Bank Group and European Bank for Reconstruction
and Development (EBRD) to avoid duplication of efforts. Management briefed members on steps to
increase collaboration with IFC, as well as with European Union institutions (European Council,
EBRD, and European Investment Bank), which had recently become the largest external providers
of development finance to Ukraine.

9. Project implementation units. Several members encouraged avoiding PIUs and noted that
management response to this issue was passive. Management clarified that staff received mixed signals on this
agenda and have struggled to balance concerns about corruption with established perceptions that PIUs provide fiduciary
comfort.

10. Lessons and recommendations. Several speakers felt that the IEG report language could
have been more specific in terms of recommendations and lessons learned. They also sought more
detailed assessment of the general appropriateness of the Bank’s strategy for Ukraine. A member
asked a question about the reasons for slow reform implementation.

XXiv



CHAIRPERSON’S SUMMARY: COMMITTEE ON DEVELOPMENT EFFECTIVENESS

11. Middle-income country agenda. Several members noted that problems identified by IEG
in the CAE and CIR, for example, over-optimism, lack of selectivity, and the World Bank Group
supply-driven agenda, were common for other middle-income countries, particularly in the ECA re-
gion. In this regard, they asked about ways for cross-fertilization between IEG evaluations for
Ukraine and the middle-income country evaluation recently completed by IEG. IEG-WB noted that
the latter report benefited from CAE findings and included a box on the contribution of Bank ana-
Iytical work to the country’s integration into the world economy. Management explained that under-
estimation of the depth and duration of the transition recession in the countries of the Common-
wealth of Independent States was related to the Bank in common; however, the Bank adapted
quickly and paid more attention to poverty issues using poverty assessments as one of the key AAA
tools. The Bank also took into account the political economy issues in the project design.

Jiayi Zou, Chairperson, CODE
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CHAPTER 1
INTRODUCTION

1. Introduction

1.1 This country impact review evaluates the results and analyzes the performance drivers of the
International Finance Corporation’s (IFC’s) investment and advisory operations in Ukraine under-
taken in pursuit of previous country strategies. In doing so, the study seeks to inform IFC’s Ukraine
strategy and make recommendations intended to improve operation results further.

Study Objectives and Scope

1.2 More specifically, the study addresses the following questions:

®  What was IFC’s strategy for operating in Ukraine, which factors determined this strategy,
and was it appropriate given country conditions?

® How was the strategy pursued and what circumstances particularly influenced its implemen-
tation?

®  What were the performance ratings and outcomes of IFC’s investment and advisory opera-
tions related to pursuit of the strategy, and what lessons and recommendations from past
and ongoing operations can inform IFC’s future strategy in Ukraine?

1.3 This review covers the entire period of IFC’s engagement since Ukraine became a
member of IFC. The review is concurrent with the Independent Evaluation Group (IEG)-World
Bank country assistance evaluation for fiscal year (FY) 1999-2006 (forthcoming). World Bank opera-
tions conducted in FY 1994-98 were evaluated in an earlier document (Wortld Bank 2000b); how-
ever, no prior evaluation was conducted on IFC operations in Ukraine, therefore, the study period
for this country impact review is FY 1993-2006, covering all IFC investment and advisory operations
undertaken since Ukraine’s accession to IFC in 1993 (beginning in FY 1993 for advisory operations
and FY 1994 for investment operations). Where appropriate, the analysis is separated into subsets for
FY 1993-98 and FY 1999-2006 to parallel the timeline of analysis in the country assistance evalua-
ton.

1.4 The core study population consists of investment and advisory operations that have
at least reached early operating maturity. The study reviews investment and advisory projects
evaluated in FY 1999-2006 and approved in FY 1993-2004. To enable evaluative judgments, the
IFC investment operations needed to have reached early operating maturity (defined as at least 18
months of operating results at evaluation). The concept of eatly maturity also applies to advisory op-
erations, because an accurate outcome and impact assessment is possible only with completion of an
advisory operation or conclusion of work on one or more distinct identifiable phases that can be
evaluated on a stand alone basis. Based on these criteria, the core study population was determined to
consist of 11 investment operations! and 35 advisory operations.? Recent investment and advisory
operations that had not reached eatly maturity by the end of calendar year 2006 are analyzed in the
context of this review by quantitative and qualitative means other than evaluation ratings to reflect
emerging findings.
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Study Methodology, Sources, and Limitations

1.5 The study uses standard IEG-IFC evaluation guidelines as a basis for rating investment and
advisory operations and compares their ratings with those of relevant peer groups. For evaluating in-
vestment operations, this review follows IEG-IFC methodology, as defined in the respective IEG-
IFC instruction manuals for preparing expanded project supervision reports (also known as XPSRs)
for financial markets and nonfinancial markets projects (appendix A summarizes the relevant meth-
odology). For evaluating advisory operations, the review uses IEG-IFC’s guidelines for advisory set-
vices project evaluation reports, which cover the evaluation methodology for IFC advisory opera-
tions (see appendix B). The evaluated results for Ukraine operations are compared with those for
relevant peer groups (random samples of investment projects in the Europe and Central Asia (ECA)
region,? as well as in the rest of IFC, evaluated within the XPSR cycle, and Private Enterprise Part-
nership (PEP)-ECA advisory operations evaluated in Independent Evaluation of IFC Advisory Set-
vices, Private Enterprise Partnership: Eastern Europe and Central Asia (IFC 2007a), hereafter re-
ferred to as the PEP-ECA study.# Relevant quantitative analysis, such as risk intensity analysis for
investment operations (appendix E describes the relevant methodology) supplement the evaluations,
enabling inferences regarding performance of recent (operationally immature) opetations.

1.6 The study uses a variety of information sources to supplement analysis. In addition to
operation evaluations and related analysis performed specifically for this study, the review uses inter-
nal and external sources to establish the context of IFC’s operations in Ukraine and derive findings.
This includes information and data from internal IFC documents, such as project documentation and
reports, strategy documents, internal policy documents, and discussions with IFC investment and ad-
visory staff, as well as completed and ongoing IEG—World Bank and IEG-IFC studies. The most no-
table of these are (a) the Ukraine Country Assistance Evaluation (World Bank 2000b) and a draft of
the next IEG—Wotld Bank Ukraine Country Assistance Evaluation (b) the PEP-ECA study (IFC
2007a), including underlying project evaluations, and (c) the IEG evaluation of World Bank—IFC col-
laboration in middle-income countries (World Bank 2007). IEG also used information related to a
2002 OEG?® evaluation of IFC operations in the Russian Federation. Furthermore, the team has re-
viewed project and strategy information and evaluation results disclosed by other donors (multilateral
and bilateral) and EBRD, both public and made available on request, as well as World Bank Group
and external databases pertaining to Ukraine’s economic development and business climate. The
study team also visited Ukraine in June 2006 and conducted interviews with IFC investment and ad-
visory country office staff, World Bank staff (including the IEG—World Bank country assistance
evaluation team), IFC investment and advisory clients (both current and past), and representatives of
other donors (multilateral and bilateral) and EBRD (appendix F lists interviewees).

1.7 Although every effort was made to ensure completeness of information, certain Iimi-
tations on study coverage remain. Before establishment of PEP-ECA, advisory operation records
were not systematically collated and stored within IFC, except for the purposes of donor reporting.
As a result, information pertaining to a number of early advisory assignments predating creation of
PEP-ECA was collected for this study on a best-efforts basis and evaluative judgments were made
based on the data available. It is possible that, had more complete reporting been available, these
judgments might have warranted revision.
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INTRODUCTION

Report Organization

1.8 The rest of this report is organized into four chapters. Chapter 2 outlines the context
that determined Ukraine’s main private sector development needs and influenced IFC’s strategy in
Ukraine, the content of IFC’s strategy, and its relevance to country priorities. Chapter 3 assesses
IFC’s pursuit of its strategy and discusses the dollar volume of IFC’s advisory and investment opera-
tions in the context of donor and other financier activities. Chapter 4 analyzes the success rates of
IFC’s advisory and investment projects, discusses success drivers, and summarizes the outcomes and
impacts of IFC operations. Chapter 5 presents recommendations concerning IFC’s future strategy,
advisory, and investment operations






CHAPTER 2
IFC’s STRATEGY IN UKRAINE: ITS CONTEXT, CONTENT, AND RELEVANCE

2. |IFC’s Strategy in Ukraine: Its Context,
Content, and Relevance

Ukraine’s challenging business climate to a large extent shaped and constrained IFC’s Ukraine strat-
egy. Given the length and depth of Ukraine’s recession in the 1990s and the inconsistent political
momentum for reform, Ukraine remained relatively unattractive to private investors for much of the
period under review. It was thus both as a consequence of the dearth of investment opportunities
and as a prerequisite for improving Ukraine’s business environment that IFC engaged in an extensive
program of advisory operations as the first component and continuing mainstay of its involvement in
Ukraine. (IFC was expected to follow its advisory efforts with investment operations as conditions
permitted, yet until recently, successive CASs documented difficulties in finding suitable opportuni-
ties.) In hindsight, the strategy was appropriate, but recent investment climate improvements call for
a more proactive and targeted strategy.

Ukraine’s difficult and lengthy transition impaired the business environment,
resulted in a deeper recession, and hindered foreign direct investment.

2.1 Ukraine’s transition was complicated by lack of political consensus and entrenched opposi-
tion to reform, resulting in persistent business environment deficiencies. Although Ukraine’s inde-
pendence in 1991 was greeted with a high degree of optimism, the challenge of forging its statehood
and creating an independent political and economic infrastructure took a heavy toll. Unlike other
Central and Eastern European countries, Ukraine at the time of independence had no established
borders, currency system, or national institutions; addressing these issues was no less a priority than
the transition challenges of privatizing public sector assets and creating a market economy. Although
Ukrainian authorities reiterated their support of market liberalization and private enterprise through-
out the period, their actual commitment to reform, privatization, and transpatency wavered, often as
a result of dissent between the government and parliamentary opposition, exacerbated by the con-
tinuing public appeal of communist ideology until the late 1990s. Key economic legislation was fre-
quently passed, either with significant delays (in some cases, years) or with restrictive modifications;
stalled indefinitely within the Patliament; or in effect put on hold. The following legal and regulatory
deficiencies thus existed:

® Privatization legislation that was passed in 1992 suffered a setback from a moratorium im-
posed in 1994.

It took 10 years (1991-2001) to adopt a progressive version of the land code.!

The civil and commercial codes are still in need of reconciliation.

The quality of bankruptcy and corporate governance legislation has been low (EBRD 20006).
The current tax regime, although improved, contains provisions detrimental to development

of leasing operations.

® The moratorium on the sale of agricultural land, widely believed to be one of the main con-
straints to agricultural credit, has been extended by another year until January 2008 (by no
means guaranteeing that this was a final extension).

2.2 These legal and regulatory deficiencies and other issues related to regulatory enforcement,
such as the high cost of doing business 2 and perceived high degree of corruption; 3 have contributed
to an overall unfavorable investor perception of Ukraine as evidenced by a low Institutional Investor
Country Credit Risk Rating until 2004 (see figure 3.2 in the next chapter).*
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2.3 Privatization in Ukraine started later, took longer than in neighboring countries, and
Is not yet complete. Unlike its challenging political transition, the path of Ukraine’s economic tran-
sition was similar to that in countries in the ECA region that had progressed from a centralized
planned economy with predominantly public-sector ownership to a market economy with predomi-
nantly private ownership. Still, compared with the rest of ECA, particulatly Central and Eastern
European countries, Ukraine was slow to start its privatization and slow to reach a significant pro-
portion of private sector ownership, largely due to political pressures. Most ECA countries had by
1994 made moderate to substantial progress in privatization (with a few exceptions such as Azerbai-
jan, Georgia, and Turkmenistan) (de Melo, Denizer, and Gelb 1996). Ukraine, however, was barely
beginning the process: fewer than 10 percent of either the country’s small enterprises or its medium
and large enterprises had been privatized by the end of that year.> Although small-scale privatization
gathered momentum in the second half of 1995, the mass privatization process continued below tar-
get until a change of pace in 1997-98 enabled substantial completion of both small-scale and mass
privatization by 1999 (see World Bank 2000b: paragraph 3.13, and EIU 1999: 19). Meanwhile, the
privatization of large-scale enterprises is still far from complete: according to IEG-World Bank fig-
ures, in 2006 the state government still had majority ownership of about 4,650 enterprises. Most utili-
ties—electricity generation and distribution (with a few exceptions), gas, water, and fixed line tele-
phone—are still in the public sector,® and the commercial orientation of Ukrainian state-owned
enterprises is weak.”

24 The above political and privatization issues contributed to the particularly long and pro-
found economic recession Ukraine endured throughout the 1990s. Inconsistent commitment to insti-
tuting the legal and regulatory underpinnings of economic reform and the delayed privatization proc-
ess were among the main reasons why Ukraine lagged behind its ECA and CIS peers in terms of the
length and extent of the economic recession in the mid-1990s 8 (see figure 2.1). Most CIS countries
experienced a contraction of gross domestic product (GDP) at the time. Ukraine, however, was pat-
ticularly affected in terms of both the degree of contraction (1999 GDP was 42 percent below the
1993 level in constant dollar terms, the biggest drop in ECA) and low extent of recovery (Ukraine is
the only ECA country besides Moldova whose 2005 GDP is below the 1993 level in constant dollar
terms, down 11 percent compared with a regional average, excluding Ukraine, of up 70 percent and a
CIS average of up 50 percent).” Ukraine was also slow to rebound from the GDP contraction;
growth resumed only in 2000 (2001 in nominal terms). To date, Ukraine has ranked low in ECA in
terms of GDP per capita. (The only countries exhibiting lower figures, both as a period average and
by the end of 2005, are CIS states that experienced civil war, ethnic strife, or highly restrictive policies
in the years following independence: the three Caucasus states,!0 the four Central Asian states except
Kazakhstan!! and Moldova). 12
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Figure 2.1: Ukraine's Recession Was More Precipitous Compared with Other ECA and
CIS Countries in 1993-2005
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Source: World Bank World Development Indicators and Global Development Finance databases.

25 These influences have also constrained foreign direct investment (FDI) for most of
the period under review. The business environment deficiencies and associated negative percep-
tions, coupled with economic contraction, translated into very low FDI inflows throughout 1993—
2004. This made Ukraine—whose 1993-2004 FDI/GDP ratio averaged 1.5 percent—the sixth low-
est FDI recipient in ECA in terms of the ratio of FDI to GDP after Belarus, Russian Federation,
Tutkey (the latter two countries have a patticularly low FDI/GDP ratio due to large GDP volume),
Turkmenistan, and Uzbekistan, compared with an ECA average, excluding Ukraine, of 4.0 percent.
In terms of FDI inflows per capita, Ukraine—whose annual 1993-2004 FDI per capita averaged
$14—ranks even lower, as the fifth lowest in ECA after Kyrgyz Republic, Tajikistan, Turkmenistan,
and Uzbekistan, compared with an ECA annual average, excluding Ukraine, of $126.

IFC’s strategy concentrated on building a relatively new private sector and
addressing business environment deficiencies.

2.6 Ukraine’s pressing private sector development needs in the 1990s were to create a private
sector and improve the investment climate. IFC’s strategic response consisted of a concentrated ini-
tial thrust in advisory operations. Given the above circumstances, IFC’s Ukraine strategy set out to
focus on advisory operations intended to develop Ukraine’s private sector, alleviate business climate
constraints, and foster investment opportunities. This was to be accomplished initially by helping
create a critical mass of privatized enterprises that could serve as the engine of private sector growth
and become attractive investment targets for private sponsors. Consequently, IFC’s initial efforts
concentrated on privatization advisory assignments and post privatization support. Subsequent
documents—the 2000 and 2003 CASs jointly prepared by IBRD and IFC (World Bank 2000a and
2003) as well as progress reports—continued to call for extending IFC’s technical assistance activities
and engagement in policy dialogue to improve the regulatory framework and protection of property
rights as a precondition for increased investment activity. The results matrices of the 2000 and 2003
CAS:s also reflected these strategic priorities, although IFC’s activities were addressed in more general



IFC IN UKRAINE:1993 — 2006. AN INDEPENDENT COUNTRY IMPACT REVIEW

terms than IBRD’s. Box 2.1 summarizes IBRD strategies and operations during FY 1999-2006
evaluated in its country assistance evaluation.

Box 2.1: Summary of IBRD Strategies and Operations during FY 1999-2006

Between FY 1999 and FY 2006, IBRD strategy focused on (a) economic growth and integration into
the world economy, (b) restructuring the public sector and achieving improved transparency and ac-
countability, and (c) poverty reduction, comprehensive human development, and reduction of re-
gional imbalances. IBRD’s program included initiatives to strengthen the capacity of civil society to
demand greater accountability and transparency of government at all levels.

IBRD approved $2.3 billion in loans, less than one-half of the lending levels that it had proposed to
extend, mainly due to slower than expected progress on reforms and program implementation. Al-
though investment lending, with poor performance and high costs in prepatration and dropped pro-
jects, was one of the main weaknesses of the IBRD program in this period, adjustment lending did
better and high-quality analytic work was one of the main strengths. IBRD’s analytical work was
widely appreciated and helped improve understanding of the requirements for a market economy.

In terms of the major objectives of IBRD assistance, GDP growth averaged 6 percent a year between
1999 and 2006; progress was made in building a culture of payments and fiscal discipline, deepening
the financial sector, and improving the legal and regulatory framework. The financial viability of the
energy sector improved, and Ukraine moved towards meeting World Trade Organization criteria for
accession. There was little progress on environmental issues, however, which remain a major risk to
development. On governance and public sector reform, results are mixed. Municipal service delivery
improved in cities with an active pilot IBRD project, but little progress was made in reforming public
administration and improving the efficiency of the public sector. Even though the numerous pitfalls
in the use of indicators on trends in governance, corruption, and rule of law are well known, it is
nonetheless worth noting the mixed results of these indicators. IBRD supported tax reform and in-
troduction of modern budget institutions and practices. Public procurement initially improved, but
recent backtracking puts progress in this area at risk. In the third major area—poverty reduction and
human development—poverty incidence declined in line with growth in per capita GDP and social
assistance programs were simplified. Reforms in the pension system, however, were undercut by
large increases in 2004 and 2005, doubling the cost of pensions. In education, primary school enroll-
ments have risen, but those in secondary school declined. Health outcome indicators show mixed re-
sults: child and infant mortality were reduced and life expectancy has declined slightly, but the tuber-
culosis and AIDS epidemics have worsened. IBRD’s flagship operation in health was suspended after
four years with only 2 percent of the funds disbursed. Failure to establish a land registry limited gains
in land registration, and no progress was made in reducing regional disparities.

The overall outcome of IBRD’s assistance program is rated as moderately satisfactory. The institu-
tional development impact of Bank assistance is rated as modest. Risks are regarded as significant.
Further improvement in the business environment and more trade diversification are needed. In the
public sector, fiscal sustainability of the pension system and problems with public procurement pose
major risks. Public spending is high, having increased steadily since 1999, and is crowding out private
investment; Ukraine’s commercial orientation means that needed public investments are delayed, par-
ticularly in infrastructure.

Recommendations: IBRD strategy should strive for greater selectivity, centered on public financial
management, private sector development, energy, and social protection, with a focus on governance
and institutional development. In economic and sector work, a focus on private sector development
and infrastructure would be desirable. In lending, the design of investment projects needs simplifica-
tion to match implementation capacity. Regarding development policy lending, a shift to more nar-
rowly focused, single-tranche operations would provide for deeper policy and institutional reforms.

Source: IEG-World Bank
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2.7 Meanwhile, IFC was expected to follow its advisory work with investment operations as op-
portunities arose, a recurring expectation that proved untealistic throughout much of the 1990s. In
FY 1993-98, Ukraine’s private sector was at its inception and investment opportunities were limited
as a result. At the same time, IFC expected its activities to increase rapidly once mass privatization
efforts injected enterprise assets into the market. This expectation obviously proved too optimistic,
due largely to the delayed pace of privatization (although the delay in turn led IFC’s advisory opera-
tions to focus on helping Ukraine complete the mass privatization program). The 2000 CAS re-
marked, “IFC has faced great difficulty in attracting strong foreign industrial partners to Ukraine and
has therefore focused its investments on the financial sector” (Wortld Bank 2000a: paragraph 54).
Nonetheless, it was expected that IFC would “aggressively pursue investment operations, which are
more likely to come into existence as the business environment continues to improve” (World Bank
2000a: paragraph 62). Although the 2003 CAS noted IFC’s increased business development efforts in
response to improvements in economic management and legislation, it was still only during FY
2004—05 that IFC was at last able to scale up its investment operations.

Recent business climate improvements imply a longer-term, more targeted IFC
approach than before.

2.8 Although the early expectations regarding investment activity were optimistic, IFC’s overall
Ukraine strategy was appropriate given country conditions. A review of CAS documents, a previously
summarized analysis of Ukraine’s economic environment, and an analysis of IFC’s promotional ef-
forts in Ukraine and EBRD’s activities (discussed in chapter 3) reveals that, although IFC may have
initially been overly optimistic on the timing of the expected increase in investment activity, its stra-
tegic emphasis on advisory operations throughout the period constituted a necessary and prudent re-
sponse to country conditions. In this respect, IFC’s strategy has been similar to that pursued in the
Russian Federation throughout the 1990s, when IFC devoted the bulk of its eatly efforts to advisory
operations, rather than investments in response to the Russian Federation’s needs and investment
climate constraints. The relevance and appropriateness of an advisory-centered strategy under the
constraints of Ukraine’s difficult business environment was also validated in the 2000 Ukraine coun-
try assistance evaluation (World Bank 2000b), reinforced by the generally poor ratings for IBRD’s
investment and adjustment operations during the period assessed in this evaluation.?

2.9 Recent improvements in Ukraine’s business climate are partially attributable to
World Bank Group operations. In the past few years, Ukraine’s business climate has undergone
tangible improvements with greater macroeconomic stability and a more cohesive legal and regula-
tory framework. The effect of structural and regulatory reforms, starting in 1998, became evident in
2000 onward with resumption of GDP growth, which has been sustained to date. Some of the im-
provements are at least partly attributable to the impact of IFC advisory operations (for example, the
SME survey and policy development project facilitated registration reform and simplified taxation for
SMEs), whereas IBRD operations enabled other improvements (notably, sound macroeconomic
policies). In recognition of its progress, Ukraine has recently transitioned from the high- to medium-
risk Institutional Investor Country Credit Risk Rating bracket and entered the ranks of middle-
income countries.!* In addition to business climate improvement itself, the positive international per-
ception of the 2004-05 “Orange Revolution” was an important driver behind the increase in FDI
inflows from $1.7 billion to $7.8 billion in 2005, compared with 2004.
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210 Despite the continuing political uncertainty, more proactive and better targeted strategies re-
garding both investment and advisory operations in Ukraine would be advantageous. At present, the
prolonged political tensions threaten to delay needed legal and regulatory reforms or trigger policy
reversals further and may dampen investor interest in Ukraine; however, although further progress in
the immediate future is questionable, the main economic and regulatory gains of the past few years
are unlikely to erode significantly and, once the situation stabilizes, remaining enabling environment
deficiencies and privatization priorities in utilities, power, and large state-controlled enterprises will
need to be addressed. Although IFC’s eatly strategies in Ukraine were somewhat reflexive in nature,
because the difficult conditions made upcoming developments and investment opportunities hard to
anticipate, a longer-term and more targeted approach than before may be required to select IFC in-
vestments in areas of greatest potential development impact and demonstration effect (such as post
privatization transactions and public-private partnerships in infrastructure), while avoiding undue
competition with other international financial institutions (such as EBRD and the European Invest-
ment Bank).15 A similar shift of time horizon may be called for in IFC Advisory Setvices to reinforce
the long-term approach to improving the business climate.

10
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3. IFC’s Pursuit of Its Strategy in Ukraine

Although IFC’s outlook throughout the period was mostly short term, IFC’s immediate priorities in
the area of advisory work were accurately reflected in Ukraine’s country assistance strategies along-
side ongoing operations and were duly followed up. As Ukraine’s urgent transition priorities were be-
ing addressed, the focus of IFC’s advisory operations shifted from privatization to a host of enabling
environment tasks. Meanwhile, despite significant promotional efforts in FY 1994-97, the expected
increase in IFC’s investment activity could not materialize until FY 2004—05 when country condi-
tions had sufficiently improved. On balance, even though IFC’s involvement in Ukraine could have
been more substantial, IFC was operating in a relatively crowded environment of suppliers: the scale
of its investment and advisory operations, significant in relation to IFC’s activity in the region, was
relatively small compared with the activities of EBRD and various donors in Ukraine.

In line with strategy, IFC has had a substantial advisory services presence in
Ukraine, but channeled a small portion of total official development assistance
funding to the country.

3.1 In pursuit of its advisory-centric strategy in Ukraine, IFC mobilized a significant volume of
donor funding, in which the proportion of advisory to investment funding was higher, compared
with the rest of PEP-ECA countries. In the 14 years of its engagement in Ukraine, IFC mobilized a
total of $54.6 million of donor funding for 45 advisory operations. Ukraine accounted for 36 percent
of total PEP-ECA advisory funding in FY 1993-2005,! second only to the Russian Federation with
42 percent. By leveraging donor funding for advisory operations, IFC gained an eatly foothold in
Ukraine and maintained visibility throughout the study period.2

3.2 Most of IFC’s initial efforts centered on programmatic privatization advisory pro-
jects. Country strategy documents, especially the 2000 CAS (World Bank 2000a), had a relatively
short-term view of IFC advisory priorities and emphasized ongoing activities; however, the CASs ac-
curately documented these activities, and IFC advisory operations followed up in the field on the
immediate priorities identified therein. Among these operations, comprehensive privatization advi-
sory assignments (such as the small-scale privatization, mass privatization, and land privatization pro-
jects) accounted for 44 percent or almost half of total advisory funding in FY 1993-20063 (see fig-
ure 3.1) and accounted for most of IFC efforts in the early years (1993-99).

3.3 As Ukraine’s privatization agenda was gradually completed, the focus of IFC’s advisory op-
erations shifted to other business environment aspects to address emerging priorities. IFC thus pro-
ceeded to address other priorities that pertained to fostering the nascent SME sector (initially in par-
allel with privatization assignments), assisting newly privatized enterprises in improving corporate
governance, promoting linkages between agricultural suppliers (mostly SMEs) and larger agribusiness
enterprises, improving the business enabling environment, and deepening financial markets. These
areas were undertaken more or less in that order, but have since been addressed largely in parallel (in-
cluding a number of ongoing projects); this has enabled IFC to create momentum through synergies
(such as sharing information and experience among projects) and economies of scale (such as sharing
specialist staff and office space). In recognition of Ukraine’s agricultural potential,* a significant por-
tion of advisory operations (37 percent by value and 38 percent by number, including privatization,
individual privatization advisory, and investment-related operations) was related to that sector, repre-
senting the only sector concentration of advisory projects.

1"
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Figure 3.1: Privatization Assignments Comprised the Bulk of IFC's Advisory Operations FY 1993-
2006 (percent of dollar volume)
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3.4 Notwithstanding the relative size and importance of Ukraine operations for IFC, the Corpo-
ration was a relatively small player as an implementing agency. Ukraine’s difficult transition drew an
active response from the global development community; most major bilateral and multilateral agen-
cies established a presence from the outset of Ukraine’s independence and maintained significant
volumes of funding; this is not surprising, given the country’s strategic importance and considerable
needs (box 3.1 summarizes donor activities). Insufficient demand (lack of political commitment to
the reform agenda), not insufficient supply, hindered investment climate improvement, because
Ukraine was relatively well supplied with donor funding. For most donors, Ukraine was the second
largest destination of funding in the CIS after the Russian Federation; thus, in 1993-2005 Ukraine
accounted for 26 percent of total European Union—Technical Assistance for the CIS donor funding
and for 17 percent of U.S. Agency for International Development funding (both excluding regional
facilities).> In this context, IFC may be seen as a small player, that is, as an implementing agency,
rather than a donor. IFC was one of dozens of such agencies alongside private sector providers
(mostly consulting firms) carrying out donor-funded advisory operations and in this capacity ac-
counted for only 1 percent of the dollar volume of donor-funded advisory operations in Ukraine in
1993-2004. Yet donor interviews and a review of relevant publications both confirm that in the
overall context of official development assistance available in Ukraine, IFC’s advisory work filled a
relevant and visible niche® in the areas of privatization and private sector development (most nota-
bly, SME/business enabling environment and agribusiness/linkages, as well as corporate govern-
ance).
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Box 3.1: Overview of Official Development Assistance and Strategic Priorities in Ukraine

Total flows of official development assistance funds to Ukraine amounted to $4.8 billion in
1993-2004. The greatest share of funding has come from the United States (§2 billion, primarily
through the U.S. Agency for International Development), Germany ($0.8 billion), and European
Union ($0.7 billion). Other bilateral donots active in Ukraine have included Canada, United
Kingdom, France, Switzerland, Sweden, and Netherlands.

Although individual donor priorities have varied, especially in terms of short- and medium-term
goals, the overarching goals of donor assistance have been consistent among agencies and a con-
siderable degree of strategic and tactical overlap has existed:

e  United States assistance has been targeted to enhancing regional security and nonprolif-
eration; strengthening democratic governance, rule of law, and civil society (including le-
gal reform); supporting market-based economic reform, particularly in agricultural and
financial sectors; fostering SME development; and addressing urgent humanitarian
needs in the areas of human immunodeficiency virus/acquired immune deficiency syn-
drome (HIV/AIDS), maternal and infant health, treatment of tuberculosis, and preven-
tion of human trafficking.

e The European Union—Technical Assistance for the CIS program has supported legal
and administrative reform, civil society development, SME development, housing and
municipal services, energy sector reform, health, and social security.

e The United Kingdom has provided assistance in governance, democracy building, eco-
nomic integration, social protection, rural community, and SME development.

e (anada’s assistance has focused on strengthening governance and civil society, public
administration and public service reform, rule of law, and a private sector enabling envi-
ronment.

e Sweden’s assistance has focused on natural resource management, public administration,
infrastructure and urban development, and democracy building.

e  Germany has financed predominantly economic and social research and education and
supported strengthening of democracy, rule of law, and market economy reform.

e The Netherlands has supported health care, environment, and human rights initiatives,
among others.

e Switzerland has targeted the bulk of its assistance at financing rehabilitation of basic in-
frastructure in priority sectors (health, energy, wastewater, and nuclear safety).

e Japan has concentrated its funding on nuclear safety.

Views on the extent of donor coordination vary among agencies: although the U.S. Agency for
International Development stated in its 2002 strategy for 2003—07 that “donor coordination in
Ukraine is excellent,” other donors, such as the Canadian International Development Agency
and Department for International Development in the United Kingdom, have assessed coordi-
nation as limited and called for greater alignment of donor tactical and strategic approaches and
improved information flow.

Sources: CIDA (2001 and 2005); EBRD (20052); EBRD (2005b); Weston, Blouin, and de Silva; USAID 2005 Ukraine
annual report and Ukraine country strategic plans for 1999-2002 and 2003—07; among others.

3.5 IFC coordinated a number of its advisory activities with the World Bank, but the overall ex-
tent of cooperation has been relatively limited.” Both the 2000 and 2003 CASs were jointly prepared
by IBRD and IFC, and both express appreciation for past collaborative efforts between the two insti-
tutions and the importance of continued coordination® A review carried out in preparation for the
ongoing study of IFC—World Bank collaboration in middle-income countries (World Bank 2007),
however, found that the overall extent of cooperation both at the strategic and working levels has
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been short of potential, despite a number of successful instances of cooperation. Most notable
among the latter are ongoing Doing Business reviews and reports, the draft Report on the Obser-
vance of Corporate Governance Standards and Codes, benchmarking of IBRD loan conditionalities
using IFC’s SME survey, and to a lesser extent, joint work on mortgage, leasing, and credit bureau
legislation. Moreover, project evaluations within the PEP-ECA study reveal that lack of cooperation
has affected the impacts of IFC advisory operations (see chapter 4). Judging from these experiences,
it is important in future collaborative efforts that staff from both institutions ensure that they are
jointly involved in project design from the outset and equally aware of expected project timing and
scope, and explicitly agree on expected deliverables and any related bench-marks and associated loan
conditionalities. Going forward, there will be a continuing need to align the strategies and tactics of
the two institutions in Ukraine,? especially in addressing the remaining privatization challenges; these
are likely to require discussions with the government and IBRD policy work and may entail creation
of public-private partnerships and call for post privatization IFC investment projects emphasizing
demonstration effects with sponsors committed to good governance.

Realizing higher volumes of investments have until recently been problematic,
not least because of the leading presence of EBRD.

3.6 The expectations of increased investment volumes did not materialize until

FY 2004-06. Contrary to eatly strategy expectations and as discussed in subsequent CASs, IFC
commitment volumes were negligible in FY 1994-98 and only increased significantly starting in FY
2004 (figure 3.2 and appendix C address IFC’s committed investments in Ukraine). This develop-
ment paralleled the decrease in intensity of advisory operations and closely followed the improve-
ment in Ukraine’s business climate (as proxied in figure 3.2 by evolution of the Institutional Investor
Country Credit Risk Rating). This dynamic is a function of IFC’s initially cautious approach to in-
vestment operations coupled with the difficulty of finding reputable private sector sponsors, coun-
tered later by IFC’s increased promotion efforts (see paragraph 3.8) and by political developments in
2004-05. It should be noted, however, that IFC itself contributed to the increase in private sector
business opportunities by helping improve the investment climate through its advisory assignments.
Due to the rapid growth of recent commitments, Ukraine currently accounts for $571 million or 5
percent of total ECA commitments (excluding country portions of regional facilities) in FY 1994—
2006 and made up IFC’s ninth largest country portfolio worldwide at the end of FY 2006. Portfolio
growth is even more significant as a percentage of GDP in that IFC’s calendar year 2005 commit-
ments amounted to 0.3 percent of Ukraine’s 2005 GDP,!0 compared with an annual average of 0.02
percent of GDP for IFC commitments in Ukraine in calendar years 1994-2004 and an annual aver-
age of 0.06 percent of GDP for IFC commitments for ECA excluding Ukraine in calendar years
1994-2005.
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Figure 3.2: Trends in IFC Advisory and Investment Commitments and Risk Ratings for Ukraine,
1993-2006

250,000 25,000
IICCR=44
IICCE rating == 30 (mednim 1isk)
200,000 I 20,000
1ICCR rating = 30 Chigh risk]
150,000 F15,000
IICCR=15
100,000 l 10,000
50,000 T l s.000
u] ] = -_J

1993 19594 1995 1996 1997 1993 1999 2000 2001 2002 2003 2004 2005 20068

T& funding, US# thous. [right =cale)] m IFC commitments, US$ thous. [left scale]

Source: Data from IFC and International Investor Magazine. (http://old.institutionalinvestor.com/default.asp?page=10).
Note: IICCR refers to Institutional Investor Country Credit Risk, for which a country score below 30 is considered high
risk and a score of 30 or higher is considered medium risk.

3.7 IFC’s modest initial investment volumes belie promotional efforts in the 1990s. Even
though IFC did not generate significant investment volumes in Ukraine throughout the 1990s, it was
not for lack of trying. Average annual promotion and prospecting costs were in fact 20 percent
higher in absolute terms in FY 1994-98 than in FY 1999-2006, and total FY 1994-98 promotion
costs amounted to 13 percent of both FY 1994-98 and FY 1994-99 investment commitments (there
were none in FY 1999). Meanwhile, numerous opportunities were investigated, but dropped even be-
fore Board approval, largely because of reputational and governance concerns: of 22 such dropped
Ukraine projects recorded in IFC’s databases to date (compared with 28 actually committed), 17 re-
late to FY 1994-2003, including eight investigated in FY 1994-98.11 The difficulty of finding bank-
able opportunities in Ukraine is underscored by the absence of syndicated loans in IFC’s portfolio
before FY 2006, which signals lack of interest of potential deal cosponsors. In addition, the poor re-
sults and very high droppage rate of early advisory assignments related to potential investment trans-
actions, which were used by IFC at the time to reinforce business development efforts (discussed in
chapter 4), further testify to limited opportunities at the time.

3.8 The recent increase in investment activity was brought about by very intensive pro-
motion relative to neighboring countries. A comprehensive comparison of administrative costs
between Ukraine and neighboring countries before FY 2001 was not possible due to the migration of
relevant IFC data among databases in FY 2001 and is approximate due to inherent limitations of data
entry; however, a comparison between Ukraine promotion costs and those in the rest of IFC’s Cen-
tral and Eastern Europe Region!? in FY 2001-06 shows that Ukraine accounted for 50 percent of
the region’s promotion and prospecting costs in this period and that IFC’s FY 2001-06 promotion
and prospecting costs in Ukraine exceeded those in the Russian Federation by half. Relative to total
costs associated with investment operations (promotion/prospecting, processing, and supervision),
FY 2001-06 Ukraine promotion and prospecting costs made up 25 percent of total investment-
related costs, compared with only 4 percent in the Russian Federation and 7 percent in Central and
Eastern Europe.!3
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3.9 IFC’s early investments were in financial markets, but more recent transactions have also in-
cluded projects in the real sector and agribusiness.!* As mentioned in the 2000 CAS (World Bank
2000a: paragraph 2.7), IFC’s eatly tactic, given the lack of quality cosponsors, was to focus on finan-
cial markets investments with foreign cosponsors (including both private sector institutions and mul-
tilaterals/donors). Only in FY 2004 did IFC start diversifying the sector profile of its commitments;
at present, however, the portfolio is well diversified. Financial markets investments still constitute the
largest share of aggregate FY 1994-2006 commitments (36 percent if portions of two regional finan-
cial markets facilities allocated to Ukraine, totaling $125 million, are added to country-specific com-
mitments). General manufacturing aggregate commitment volumes (29 percent), however, are close,
followed by agribusiness (23 percent). (Compared with the rest of ECA, Ukraine has a much higher
proportion of agribusiness investments. See endnote 4 for comments). IFC has no extractive industry
projects in Ukraine (understandable, considering that its resources are mainly agricultural) and only
one recent health sector project; although the latter is among IFC’s corporate strategic priorities, the
tradition of public provision of these services in the CIS makes this a low priority for IFC in Ukraine.

3.10 A need continues to exist for investments in infrastructure and municipal utilities, for which
sequential IBRD-IFC work may deliver the best results. As discussed in paragraphs 2.3 and 3.5,
Ukraine’s infrastructure sector is still dominated by public-sector enterprises and the need for in-
creased private participation in the sector remains strong. IFC recently made two investments in
power distribution. Continued progress in the sector, however, requires coordination between IBRD
and IFC (while avoiding conflict of interest) for a concerted joint effort to ensure support of privati-
zation at the policy level, which would be followed by post privatization IFC investments in compa-
nies committed to good governance intending to maximize demonstration effect. Other venues may
include promotion of public-private partnerships and financing municipal utility projects using loans
and/or partial credit guarantees; the joint IBRD-IFC Subnational Finance Department may be of
valuable assistance in this effort, although further progress is currently hindered by IFC’s inability to
provide local currency financing in Ukraine. (IFC and the National Bank of Ukraine are discussing
devising proper mechanisms to launch local currency financing in the country).

3.11 IFC shared the market with EBRD, whose regional focus and broader transition mandate
has translated into higher volumes of business in Ukraine.’> EBRD’s regional focus has meant that it
could dedicate more resources to Ukraine. On average, IFC’s worldwide annual commitments in FY
1994-2005 have amounted to about 90 petcent of EBRD’s annual commitments!® in the ECA re-
gion alone. Furthermore, EBRD’s mandate to facilitate transition has implied a broader approach to
project selection than IFC’s specific emphasis on development impact. As a result of these factors,
although Ukraine’s share in EBRD’s total private sector commitments in 1993-20006 is only slightly
higher than its share in IFC’s ECA regional commitments (7 percent compared with 5 percent), the
actual volume of EBRD private sector commitments for the period is much higher: 3.5 times greater
than IFC’s (see figure 3.3 for a year-by-year comparison).!” Yet, although both IFC and EBRD fo-
cused investment activities on agribusiness and financial markets, a degree of complementarity exists
on the whole between the operations of the two institutions: EBRD’s activities have been geared to-
ward significant investment volumes and investment-related advisory work, whereas IFC’s engage-
ment throughout most of the period has concentrated on large-scale programmatic advisory opera-
tions.’® The 2003 CAS effectively endorsed this, stating that “EBRD will take the lead in mobilizing
still reluctant FDI, much needed for the sustainable economic growth” (Wotld Bank 2003).

3.12  EBRD’s competitive advantage is reinforced by its use of technical cooperation projects as
an element of subsidy greater than that represented by IFC’s project-related advisory operations.
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EBRD’s 1993-2005 technical cooperation commitments in Ukraine total about $70 million, com-
pared with IFC’s $55 million (see figure 3.4 for a year-by-year comparison). Yet a fundamental dis-
tinction exists between IFC’s and EBRD’s use of donor funding: EBRD’s commitments consist ex-
clusively!? of engagements related to specific investment projects?’ (predominantly in the financial
markets sector, 57 percent by dollar volume and 30 percent by number), whereas IFC’s project-
related assignments have only equaled a small portion (3 percent by dollar volume) of its overall advi-
sory operations in FY 1993-20006; programmatic assignments have made up the bulk. Although the
ratio of EBRD’s project-related technical cooperation funding to the volume of EBRD investments
translates to about a 3.7 percent subsidy of investment operations, in IFC’s case, the ratio of project-
related advisory assignments to IFC investment commitments points to a subsidy equivalent of only
0.3 percent. Meanwhile, current pricing policies for IFC Advisory Services (adopted in November
2006 and effective January 2007) 2! altogether preclude IFC from subsidizing client-specific advisory
engagements.

Figure 3.3: Comparison of EBRD's Private Sector Annual Signed Volumes with IFC's Commitments,
1993-2005
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Figure 3. 4: Comparison of Volume of EBRD's and IFC's Advisory Services, 1992-2005
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Source for figures 3.3 and 3.4: IFC and EBRD data.

Note to figures 3.3 and 3.4: EBRD 2006 private sector signed commitment data and technical cooperation approval data are not available. Total (public and private
sector) EBRD signed commitments for 2006 have equaled €797 million, or about $1 billion. Given the historical proportion of EBRD Ukraine public sector commitments of
30 percent of total commitments, it can be estimated that EBRD 2006 private sector commitments are likely to have reached €560 million, or about $700 million.
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3.13  Notwithstanding differences in mandate, IFC could adapt EBRD’s systematic and proactive
approach to investment promotion and processing. Leaving aside the strategic implications of
EBRD’s regional focus, transition mandate, and role of its technical cooperation funds as subsidies,
EBRD’s greater success in sourcing business opportunities on an operational tactical level also comes
from a more proactive and systematic approach to sourcing investments. According to EBRD re-
gional staff, its transaction specialists have consistently carried out intensive marketing and promo-
tion efforts throughout Ukraine for much of the period under review, traveling regionally and ac-
tively seeking out investment opportunities. In part, the substantial presence of investment staff in
the region helped this process. IFC had only two investment staff in the country office in FY 1992—
97 and three in FY 1998-2005, although the number of advisory staff was much greater at an average
of 102 in FY 2000-06. EBRD staff estimate, however, that between 10 and 15 bankers (EBRD in-
vestment specialists) operated in Ukraine throughout the same period. Even with the growth of
IFC’s country office investment staff from three in FY 2005 to five in FY 2006-07, IFC’s Ukraine-
based investment staff numbers are still below those of EBRD, which had 21 bankers in Ukraine as
of mid-2006.22 (In terms of average annual commitments per field-based investment staff member,
however, IFC’s roughly $15 million per person was higher than EBRD’s roughly $10 million per per-
son)?> Nevertheless, although IFC’s recent promotional efforts have been more active than initial
ones, there is room for improvement in carrying out systematic promotion in country competitive
advantage, unmet demand, and the strongest potential development impact.
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4. The Ratings, Success Drivers, and
Outcomes of IFC Operations in Ukraine

IFC was generally able to leverage its own resources and donor funding for advisory operations suc-
cessfully and was able to achieve sustainable results in the majority of the projects implemented.!
This is especially true for larger and longer advisory assighments using the comprehensive framework
eventually adopted by the PEP facility; at the same time, smaller assignments were only viable to the
extent that they addressed a specific need and/or request of an otherwise committed and proactive
client, and the majority failed to generate sustainable outcomes and impacts. Evaluated investment
project ratings are marginally better than those for the rest of the ECA region and the rest of IFC,
although the small numbers preclude statistically significant findings. Meanwhile, an analysis of the
risk profiles of recent commitments yields encouraging indications of likely future performance for
these projects.

IFC’s advisory operations had mostly satisfactory performance ratings, with
better results from larger and longer operations.

4.1 IFC’s advisory operations in Ukraine fall into two distinct groups, which vary greatly
In terms of project objectives and characteristics. On the one hand, the 20 pre-PEP and PEP
programmatic projects used a comprehensive framework encompassing different levels and types of
engagement—ifrom policy dialogue at the central government level to demonstration projects at the
individual company level—and incorporating substantial elements of public education and dissemina-
tion. These projects tended to address overarching countrywide developmental priorities (privatiza-
tion, business enabling environment, SME and agribusiness development, and corporate governance)
and were characterized by significant funding allocations ($2.6 million per operation on average) and
long duration (average of 39 months each). On the other hand, 10 privatization assignments targeted
individual enterprises and 13 advisory assignments related to potential or actual investment transac-
tions (feasibility studies and consulting services). Both of these latter project types were implemented
on a much smaller scale with an average size of $131,000 (5 percent of the size of the larger ones)
and lasted an average of 18 months.?

4.2 Early large-scale privatization advisory projects showed largely satisfactory perform-
ance. Early privatization assignments addressed a preeminent country priority and were undertaken
on a large scale that was unprecedented in Ukraine and similar to the scale of IFC’s early operations
in the Russian Federation. These involved sequential establishment of four to five hubs throughout
the country that continued operating in parallel, coupled with a central policy unit in Kyiv. The hubs
encompassed a wide range of activities from policy advice to the central and regional governments to
developing the methodology for privatization auctions and assistance in methodology implementa-
tion and auction proceedings; in the case of land privatization, activities also included selection of pi-
lot clients that were intended to generate demonstration effects, complemented by extensive infor-
mation and public education campaigns. These projects early on established the multigenerational,
“evolutionary” principle of IFC’s advisory engagement in Ukraine, in which subsequent projects
build on the momentum generated by their predecessors. Through these operations, IFC built a solid
reputation and brand recognition in Ukraine. Three of the four projects had satisfactory or better ag-
gregate and individual indicator ratings.
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4.3 Lack of government commitment to reform and lack of donor coordination and stra-
tegic cohesion, however, affected the performance of an IFC-supported Iand privatization
project. More specifically, key legislative prerequisites for the project had not been put in place in a
timely manner and conflicting viewpoints within government on land privatization (a problem per-
sisting to this day) resulted in the eventual development of two largely incompatible and competing
approaches by IFC and implementing agencies by the U.S. Agency for International Development.
As a result, the countrywide impact of the initiative was limited.

4.4 The creation of PEP-ECA institutionalized the comprehensive framework design of
earlier projects. Within the framework of PEP-ECA, the most significant accomplishments of ear-
lier operations in terms of project design and implementation experience were preserved and institu-
tionalized. The most notable characteristic was perhaps the preservation and further development of
the multigenerational framework of IFC engagement (see figure 4.1). The creation of “project fami-
lies” addressing a common issue or sector or arising from a common pilot initiative allowed for con-
tinuing design improvements and contributed to creating a critical mass of sustainable accomplish-
ments; seven of nine projects were rated satisfactory or better in terms of development effectiveness.

4.5 Still, Iack of donor coordination was a recurring issue. Lack of donor coordination af-
fected the implementation of at least two PEP projects. In the former case, different approaches en-
dorsed by two donors at different phases of the project conflicted with one another, and uninten-
tional competition with projects carried out by other donors arose. In the latter case, besides the
emergence of a competing project, funding problems arose as a result of donor administrative issues.
Even more important, certain projects suffered from a lack of coordination and tactical alignment
between IFC and Wortld Bank teams; this lack of communication and coordination affected impacts,
resulting in inappropriate application of IFC data by World Bank staff for Program Adjustment Loan
I conditionalities.

4.6 Emerging findings and lessons from ongoing projects are in line with those from ma-
ture operations. Ongoing PEP projects (those with dotted arrows in figure 4.1) continue the princi-
ple of multigenerational project families and use the same framework approach. Most of these (ex-
cept corporate development and SME policy development) are at too eatly a stage to evaluate,
because a substantial portion of outputs and most outcomes and impacts are still forthcoming; none-
theless, these projects appear to have performance characteristics and drivers similar to the mature
projects. The summary of performance drivers and lessons from advisory operations later in this
chapter incorporates emerging lessons from a review of documentation for these projects and inter-
views with project teams and stakeholders (clients, partners, and donors).

4.7 Meanwhile, early privatization projects aimed at individual companies yielded mixed
results. Considering the timeframe of these assignments and the state of Ukraine’s business envi-
ronment at the time, it was premature and tactically questionable to engage in advisory assignments
with individual larger companies fraught with vested interests before the overall privatization process
had gained sufficient momentum. The attendant difficulties resulted in the high effective droppage
rate for these projects; only half of those initiated proceeded to partial or full implementation. It is
thus surprising and a testimonial to the high IFC work quality in relevant projects that two of the as-
sighments that followed through with implementation have achieved sustainable impacts.

4.8 The performance of smaller projects with a narrower focus associated with invest-
ment operations was also worse in aggregate than that of larger assignments, although re-
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cent projects show improvement. Advisory assignments related to investment transactions dem-
onstrate the worst performance as a group.? Nearly half the projects (five of 12) were dropped, and
three more were aborted during implementation due to insufficient sponsor commitment to and/or
client interest in the projects. In one case, the client and consultant altered the scope of a project
without consulting IFC and the project was subsequently rendered irrelevant by the client’s change of
ownership. In contrast, recent projects within this group show marked improvement in performance
as they address specific technical needs of strong and committed IFC investees and logically lend
themselves to consultant engagements.

Figure 4.1: IFC's Long-Term Advisory Engagements Using the PEP Framework Have Progressively
Built on the Results of Preceding Ones
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4.9 Nevertheless, the overall results of advisory operations are strong, driven by the per-

formance of larger projects. In ageregate, Ukraine advisory operations had strong results under all
performance indicators, performing better than comparable ones evaluated in the PEP-ECA study.
Table 4.1 and appendix D detail the ratings of evaluated advisory operations, which are driven by the
sound performance of PEP and pre-PEP programmatic projects (sound project preparation appears
to be the principal outcome driver).# This was true despite the poorer performance of transaction-
related assignments under most indicators, most notably overall developmental effectiveness due to
lower strategic relevance, outcomes, and efficiency and poorer work quality due to low IFC role and
contribution, supervision, and implementation and partner work quality.> The only aspect exhibiting
relatively poorer aggregate performance is the attrition of outcome and impact success rates com-
pared with outputs: success rates are highest for outputs, lower for outcomes, and lower yet for im-
pacts. This appears to have been caused in several cases by lack of client commitment and lack of
donor cohesion and coordination, but is also a common feature in advisory operations, as evidenced
by findings from the PEP-ECA study (2007a) (also likely related to the lag between outputs and im-
pacts), in which projects in countries other than Ukraine exhibit an even sharper decline (see table
4.1). PEP and pre-PEP projects in Ukraine outperformed peers in other ECA countries evaluated for
the PEP-ECA study, both as a subgroup of the seven projects evaluated for that study and as the
overall group of 13 operations examined in this review; however, in dollar terms these results were
somewhat lowered by the weaker performance of an IFC-supported land privatization project in
terms of strategic relevance, impact, and efficiency.
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410 Success rates are lower if ratings are assigned for all projects for which funds were
allocated. PEP and pre-PEP projects suffered no attrition between initiation (request for donor
funding and allocation of such funding by the donor) and implementation. This was not so for
smaller assignments (those other than PEP and pre-PEP), because 50 percent of individual privatiza-
tion assignments and 42 percent of transaction-related advisory assignments were dropped either at
the outset or during implementation.® To the extent that funding was mobilized and staff resources
engaged in the preparation and/or pattial implementation of such projects, these may be considered
failed projects forming part of the evaluated population. If such dropped and aborted projects are
taken into account, the overall success rates appear substantially lower despite the strong perform-
ance of PEP and pre-PEP projects (see table 4.2), although the difference is negligible in terms of
success rates by funding volume (which, for this reason, are not reported separately here).

Table 4.1: Strong Results for Pre-PEP and PEP Operations Drove Satisfactory Aggregate
Performance Ratings of Advisory Operations in Ukraine

Percentage of successful projects Percentage of successful projects
by number by dollar volume?
g < £ :C_-’ a :C_-’ g_ :C_-’ > 8 :é >~§
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O o Oca O%a O% O® o [eXS:™ Oa D On a>d
Development effectiveness 68 79 71 59 71 72 95 69
Strategic relevance 80 86 86 74 73 73 98 80
Output 84 93 86 81 99 99 98 75
Outcome 75 93 86 67 98 99 98 7
Impact 50 50 57 44 49 48 51 51
Efficiency 64 71 71 63 51 50 57 68
IFC work quality 76 86 86 67 73 73 98 60
Role and contribution 68 79 71 63 71 72 95 72
Project preparation 84 86 86 37 73 73 98 30
Project supervision 76 93 86 81 98 99 97 70
Project implementation 83 100 100 81 99 100 100 90
Consultant work quality 88 100 100 79 98 100 100 82
Partner work quality 63 78 75 68 66 67 96 57

Source: IFC data.

Notes: a. The purpose of weighing project ratings by dollar volume approved is to estimate what proportion of donor money was
spent on relatively successful operations and thus complement the aggregate ratings by number of projects with a measure showing
the efficiency or inefficiency of funds allocation among operations. In the case of Ukraine, the measure appears to show generally
efficient expenditure of funds, as larger projects have tended to perform better.

b. CIR refers to country impact review.
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Table 4.2: Taking Low Implementation Rates for Smaller Projects into Account Lowers Proportion of
Completed Successful Projects

Percent of successful projects by number

For PEP
and
pre-PEP _ Forindividual )
) projects(all ~ Privatization advisory  For transaction-related
For all projects: were projects: projects:
Completed  Started  completed) Completed Started Completed Started
Development effectiveness 68 49 79 75 30 43 25
Strategic relevance 80 63 86 100 50 57 42
Output 84 63 93 75 30 71 50
Outcome 75 53 93 75 30 33 18
Impact 50 27 50 50 20 2 2
Efficiency 64 49 71 75 40 43 25
IFC work quality 76 54 86 75 30 57 33
Role and contribution 68 49 79 75 30 43 25
Project preparation 84 63 86 75 30 86 58
Project supervision 76 54 93 75 30 43 25
Project implementation 83 59 100 75 30 50 27
Consultant work quality 88 57 100 75 30 86 58
Partner work quality 63 48 78 NA NA 38 25

Source: IFC data.
Note: a. Could not be determined.

411  In summary, the main success factors for evaluated advisory operations include pro-
ject strategic relevance and timeliness, a comprehensive multidirectional project framework
coupled with large funding volumes and longer duration, and adherence to a multigenera-
tional project approach. These factors together explain the majority of performance differences be-
tween the more and less successtul projects within the population and, where present, account for
encouraging indications of successful performance of ongoing projects.

412 Lack of government/client commitment, strategic fit, and donor cohesion and coor-
dination are among the main performance limitations; for recent projects, staff recruittment
and retention have emerged as recurring hurdles in project design. Mature projects, whether
programmatic or stand-alone, that fell short of expectations were primarily affected by supply-driven
design’ linked to lack of commitment by clients, whether government or private, and either lack of
coordination between donors and implementing agencies undertaking similar or competing projects
in the same area or lack of alignment of donor goals and tactics within a single operation funded by
multiple donors. Although ongoing projects generally demonstrate sound fit with country priorities
and satisfactory coordination with other donor activities in Ukraine, an emerging concern centers on
project staffing. Of the eight ongoing projects, five are currently behind schedule in implementation
(one significantly so). For all of these and two other projects to which initial delays have been over-
come, delays and difficulties in recruiting qualified staff have been the principal reason for the lagging
timeline. For the two projects reporting underperformance, retaining qualified staff and high turn-
over appear to have been the principal culprits in performance shortcomings. These issues have also
been identified among the reasons for poorer project performance in the PEP-ECA study.
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IFC played a strong role in and contributed to sustainable outcomes and
impacts of most of its programmatic advisory projects and some of its smaller
advisory projects.

413 The outcomes and impacts of most programmatic privatization assignments are sig-
nificant on a countrywide scale. IFC’s large-scale involvement in Ukraine’s privatization has en-
abled the creation of a critical mass of small and medium privatized enterprises and the effective use
of unfinished construction sites. The small-scale privatization program helped privatize 53,000 busi-
nesses (about 90 percent of those available in Ukraine), creating 700,000 new jobs; 30 percent of
these were privatized with direct IFC assistance. The related unfinished construction site divestiture
project enabled the privatization of 13,328 sites (92 percent of the initially set target), including 2,367
in IFC-assisted cities, resulting in creation of 62,000 new jobs and $25 million in local tax contribu-
tions. The mass privatization program enabled privatization of 2,530 medium enterprises (32 percent
of the total available), including about half privatized with direct IFC assistance (on or greater than
the target in the five regions where IFC was directly involved). The land privatization project, whose
results were relatively more modest on a nationwide scale, nevertheless enabled privatization of 90
collective farms into 100 limited liability companies, more than 50 agricultural cooperatives, and sev-
eral partnerships and joint-stock companies, as well as creation of 750 family farms; the process in-
volved nearly 60,000 farm members and redistribution of about 250,000 hectares of agricultural land
(1 percent of Ukraine’s total). Subsequent surveys of the beneficiaries of IFC programmatic privatiza-
tion advisory operations, including privatized enterprises and privatized unfinished construction sites,
showed that privatized enterprises functioned more efficiently and productively, having increased
sales and made additional productive investments, whereas almost half of the unfinished construc-
tion sites were completed within a year and most received additional in-vestment within the same
timeframe.®

414  Programmatic PEP projects showed largely positive outcomes; despite a degree of
attrition, impacts were mostly broad and sustainable. PEP assignments were able to build on the
achievements of the preceding privatization projects and address needs identified during and imme-
diately following privatization. The agribusiness development project thus made use of the best fea-
tures of its precursor, the land privatization project, and completed the task of lobbying for the new
land code, resulting in adoption of this watershed document in October 2001. The project also as-
sisted in formulation and adoption of a number of other relevant laws, helped strengthen the posi-
tion of its pilot region as a fruit and vegetable producer, increased the supply of finance to local
farmers through successful creation of a credit union and encouraging commercial bank lending, and
introduced progressive agronomic and marketing practices to local farmers, enabling them to expand
distribution channels. Other projects, such as the business development, corporate governance, cot-
porate development, and SME sutvey, contributed to legislative changes that in turn led to the im-
provement of nationwide governance standards and deregulation in SME policy areas, which resulted
in a decreased cost of doing business for Ukrainian SMEs. Although some of these showed attrition
between outcomes and impacts, surveys of project clients nonetheless attributed positive impacts to
IFC involvement in corporate governance (including increased ability to attract finance and genera-
tion of demonstration effects) and SME policy (including decreased cost of doing business and in-
creased transition of SMEs into the official economy).?

415  For individual privatization advisory and project-related assignments, sustainable
out-comes and impacts materialized for a small proportion of operations. Although the major-
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ity of these projects failed to generate tangible outcomes and sustainable impacts, a few of them suc-
ceeded. Three privatization advisory assignments thus resulted in the successful continued commer-
cial operations of the enterprises concerned, two of which were subsequently successfully able to at-
tract international investors. Likewise, three recent advisory assignments with IFC real-sector clients
enhanced the development impact of the respective investments by enabling clients to upgrade man-
agement information systems and improve environmental, health, and safety management by intro-
ducing Hazardous Analysis and Critical Control Point (HAACP) certification and training staff in its
application. 1

416  Strong and sustainable outcomes and impacts are driven by IFC’s contribution and
value added. Besides sponsor commitment and strong demand, the success of most of the above
assignments was made possible by IFC’s special contribution in project preparation and implementa-
tion. IFC’s value added in advisory operations stems from its comparative advantage as a neutral and
credible advocate for reform and, as part of the World Bank Group, its extensive practical experience
in Ukraine and the region (including knowledge of both local conditions and private sector realities,
and established donor relation-ships), as well as its successful combination of international experts
and knowledgeable country-based staff. Although IFC was only one of a large number of implement-
ing agencies, compared with others, it had the greatest extent of programmatic involvement in re-
forming Ukraine’s business environment (most other agencies were private sector consultancies re-
tained by donors for individual assignments or project phases) and was able to generate greater
momentum and synergies from its long-term, large-scale involvement.

Performance of advisory projects could nonetheless be improved by applying
lessons from completed and ongoing operations.

417  Lessons learned from design and implementation of advisory operations include the follow-
ing:

® Adhering to the principle of strategic relevance and demand-driven design ensures
sustainable projects. Supply-driven projects that have little client buy-in are highly unlikely
to succeed (this was particularly evident in the case of failed project-related assignments).
Similarly, projects attempting to address an issue that is not alighed with country conditions
and strategic priorities, whether because the engagement is premature or no longer critical,
have a higher risk of not delivering sustainable impacts. This lesson applies both to opera-
tions with a core policy advice component, for which ensuring government commitment is
indispensable for implementation, and to those geared mostly toward company-level clients
(for example, in linkage projects, a committed strategic partner/buyer is crucial for develop-
ing the supply chain).

® A multigenerational and multidimensional approach works best, possibly with an
added option of phased donor commitment. The success of larger and longer projects
(such as most privatization projects and programmatic PEP projects) stems from their ability
to maintain momentum and generate a critical mass of sustainable behavioral and policy
changes. By the same rationale, project families addressing an issue in a sequential and evolu-
tionary manner (such as the agribusiness project family) are even more likely to contribute to
such developments. Similarly, a comprehensive synthesis of project components incorporat-
ing policy advice, work with selected pilot clients to generate demonstration effects, and
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public awareness and dissemination campaigns helps ensure lasting and far-reaching results.
For some projects, such as agribusiness linkages with a long technological cycle (such as crop
rotation), alignment of the duration of the advisory project with the cycle length is optimal
for maximizing knowledge transfer and sustainability; although such prolonged commitment
may present issues for funding donors, these projects can be structured as phased engage-
ments (2 plus 2 years or 2 plus 3 years) with disbursement of funding for subsequent phases
conditional on satisfactory performance of preceding ones.

Project performance depends on donor coordination and cohesion. In an environment
relatively well supplied by donor funding, lack of coordination among donors can lead to
unproductive competition among implementing agencies and the implementation of con-
flicting and incompatible project designs, resulting in reduced impacts. Essential to project
performance are (a) strategic coordination among donors (sharing and discussion of strategy
drafts and documents to ensure alighment of priori-ties and distribution of labor to maxi-
mize leverage), (b) tactical interaction at the outset of major assignments to minimize dis-
crepancies in approach and unproductive competition and duplication, and (c) cohesion and
alighment of tactics and outcome expectations among donors in multidonor operations. Al-
though it may not be appropriate for IFC to take the lead in such efforts in general, it can
strive to act as communication facilitator and catalyst in its areas of expertise.

Projects benefit from tailoring the balance of extensive, compared with intensive, en-
gagement by project stage, while maintaining operational flexibility. Past and recent
experience shows that projects need to attain the broadest outreach at the start to generate
momentum and attract a wide pool of potential pilot clients and, again, near completion to
disseminate lessons from experience and maximize the adoption of good practices. At the
middle stage, once pilot companies have been selected, outreach can be de-emphasized as in-
tensive work takes priority. At the same time, project design needs to be flexible to accom-
modate changing country modalities and enable adjustments to avoid unproductive deploy-
ment of resources; thus, when political developments preclude interaction with senior-level
government officials, building solid relationships with mid-level and regional officials can en-
sure project viability.

Opportunities for synergy exist between programmatic advisory operations and in-
vestment activities, especially between linkage projects and financial markets in-
vestments. Although “one-shot” assignments paired with investment transactions are only
justifiable in the presence of a strong and committed client, a more strategic alignment of in-
vestment and advisory operations may help enhance the performance of both types of activi-
ties. One such area may be a partnership between linkage projects seeking to develop agricul-
tural suppliers and financial markets projects that may be able to provide local currency
financing (for both working capital and investments) and/or guarantees to banks extending
credit to such suppliers (possibly also complemented by advisory assistance to banks in en-
hancing credit appraisal methodologies for agribusiness clients).

Project managers need to set realistic rollout and recruitment timelines and improve
staff policies. A review of ongoing operations shows that difficulties in initial staffing and
associated delays in project rollout are pervasive and probably inevitable and must be taken
into account in project design and planning, which requires an initial period of about six
months for a concentrated effort on completing team staffing (see paragraph 4.12). Both
project activity schedules and funding flows need to reflect this reality.

Advisory teams need to incorporate viable exit strategies into project design. A re-
lated, but broader, aspect of project design is a strategic approach to project completion that
considers potential employment opportunities for project staff and viable repositories for
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accumulated know-how. This helps to both alleviate pressure on project staff and provide
them with possible external employment after the project. No less important, it helps ensure

the sustainability of project outcomes and impacts.

A high degree of convergence exists between lessons concerning advisory operations

in Ukraine and those from transition countries in general from various sources. The perform-

ance drivers and lessons presented above reflect IFC’s experience as an implementing agency for ad-

visory operations in Ukraine, but are not unique to either IFC as an agent or Ukraine as a country.

These have been invoked both in evaluation studies undertaken by other donors in Ukraine and
other transition countries (see box 4.1) and in the PEP-ECA study, thus validating their importance

and providing insights into likely success drivers for advisory operations in current frontier countries

whose present-day development agendas may be similar to Ukraine’s past experience.

Box 4.1: Lessons from Donor Operations in Ukraine and in Transition Countries Relevant to
Ukraine's Experience

The following summarizes lessons derived by donors (Canadian International Development
Agency, and Department for International Development in the United Kingdom) from operations
in Ukraine as well as by EBRD as an implementing agency for donor-funded operations in transi-
tion countries. Many of these lessons and findings parallel those derived by IFC as an implementing
agency for donor-funded operations in Ukraine.

A participatory, recipient-based, demand-driven model of technical assistance is more ef-
fective than a donor-based, supply-driven model. Vital to the success of advisory opera-
tions are the beneficiary’s commitment to the intended objectives throughout the advisory
engagement process, the beneficiary’s active involvement during project preparation and
implementation, and close cooperation among the implementing agency, beneficiary, and
relevant public authorities.

Flexibility to respond rapidly to ongoing input from partners and beneficiaries is critical in
an environment like Ukraine’s. The more a program of technical cooperation works in po-
litically charged areas, the greater the need for adaptability in strategy and flexibility in re-
source deployment. Incorporating flexible modalities into project design enables the ad-
justment of projects to newly emerging situations, thereby increasing their relevance.
Making a pool of funds (for example, a call-down facility) available to use as and when ap-
propriate for a broad category of tasks can be a valuable instrument to ensure such flexibil-
ity. Mechanisms need to be in place to adjust and amend projects from time to time (or
provision should be made for adjustment and amendment of projects midstream), so that
activities that lagged behind can be dropped and more promising activities either expanded
or included. Including a provision for amendment would require corresponding changes in
contractual arrangements between donors and implementing agencies.

Multigeneration programming can be a valuable tool for long-term institutional develop-
ment. Advisory operations relating to the restructuring of a sector may need to contain fol-
low-up elements later on to ensure continuation on the right path in complex and time-
consuming reform processes.

Capacity development requires a multidimensional approach, working in a coordinated
fashion to change ingrained attitudes and habits, organizational culture, pattern of institu-
tional relationships, and larger socio-political environment.

Box 4.1 contd. on pg. 28
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Box 4.1 contd.

e In countries that are able to attract assistance from various sources, often for the same
sectors and parallel or overlapping in time, coordination of resulting strategy advice is
imperative. Impacts can be multiplied and resources used to their best advantage if syn-
ergy, cooperation, and coordination among projects funded by various donors are en-
couraged. Coordination meetings at a high level among donors and international finan-
cial institutions to formulate policies are vital to increase the overall efficiency and
harmonization of activities among members of the international donor community.

e Program coherence, effectiveness, and internal synergy are increased through the use of
institutionalized mechanisms for dialogue and consultation between donors and imple-
menting agencies that goes going beyond simple sharing of experiences and concerns.

e Consideration should be given to requiring advisory beneficiaries to repay funds re-
ceived if financial performance is significantly better than expected when operations are
approved. For example, a condition of advisory operations can be that the beneficiary
will repay advisory funds if its profits exceed a specified level within a specified period
following the advisory engagement.

e When sector reforms require difficult policy changes, policy dialogue should be steady
and carried out in close cooperation among international and bilateral institutions. This
should be done within a formal framework in which the government and private sector
can participate. Full ownership of the consultation process by the government, nongov-
ernmental organizations, and local business community is essential for success of the
policy dialogue. The importance of local “champions” to the cause of reform cannot be
overemphasized. Yet progress in reform is hostage to the fate of these champions in an
evolving political and institutional environment.

e Before designing projects, previous experience of related projects or other relevant do-
nor-funded activities should be critically analyzed.

e Measures should be taken to improve and streamline performance monitoring and re-
porting. the statement of objectives should include clear targets and milestones, rather
than a general expression of requirements. Detailed reporting requirements should be
clearly set out in terms of reference. When similarly profiled assignments are undertaken
with different institutions across the region, an effort should be made to standardize as
much as possible the form and content of reporting by the consultant(s) to enhance
comparability.

Sources: EBRD 2005a, CIDA (2001 and 2005), and Westin, Blouin, and de Silva (2004).

To the extent they are evaluable, IFC investment operations perform relatively
well.

419  Development and investment outcome success rates for evaluated Ukraine opera-
tions are better than, but broadly similar to, those for the rest of ECA and IFC. The small
number of operations in Ukraine (11 projects) that have attained operating maturity, thereby enabling
full evaluation, precludes extensive analysis of evaluation ratings within the Ukraine portfolio and sta-
tistically significant findings from comparisons with the rest of ECA and of IFC projects. That said,
the aggregate development and investment outcome success rates of the evaluated Ukraine opera-
tions indicate performance trends in line with the performance of evaluated projects in the rest of
ECA and the rest of IFC!! approved in FY 1994-2001.2 Although the aggregate development out-
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come and aggregate investment outcome success rates, if viewed separately within each dimension,
are very similar to the success rates for the rest of the ECA region and only marginally better than
the rest of IFC, the proportion of projects with combined “high-high” outcome ratings (i.e., both
development and investment outcomes are rated satisfactory or better) is greater for Ukraine projects
(tigure 4.2 provides details on the ratings of evaluated investment operations).

420  Asin IFC-wide evaluated projects, larger ones yielded better results. When Ukraine’s
operations are weighted by dollar volume instead of project number, a notable difference ex-
Ists In aggregate success rates: a greater share of “high-high” outcome ratings and a smaller
share of “low-low” outcome ratings (sce figure 4.2). This is also true for evaluated results for the
rest of ECA and IFC, although the difference is less pronounced. In Ukraine’s case, the divergence is
related to the difference in size between financial markets investments, which tended to be smaller
(average size of $5.4 million, compared with $15 million for evaluated real sector projects) and per-
formed worse than real sector projects (see paragraph 4.23).
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Figure 4.2: Rating Comparison for Evaluated Projects in Ukraine, ECA, and the Rest of IFC
(number and dollar volume)

Ukraine Rest of ECA Rest of IFC
6 48% 44%
(55%)
11 projects 124 projects 482 projects
84% 57% 52%
$0.1 billion $1.6 billion $7.8 billion

Source: IEG-IFC.
Note: Due to rounding, box totals may not add to 100 percent

421  Comparing relative performance of Ukraine projects within IFC’s ECA portfolio and within
EBRD’s portfolio points to similar conclusions. The evaluated ratings for EBRD operations in
Ukraine consist of ratings for projects evaluated by operational staff (expanded monitoring report
[XMR] ratings) and ratings for projects evaluated by EBRD’s Evaluation Department (operation pet-
formance evaluation review [OPER]). Regardless of the intricacies of the evaluation frameworks used
by EBRD and IFC, a relative analysis of Ukraine project performance, compared with the rest of the
ECA region (equivalent to EBRD’s region of operations), within each institution’s evaluated project
population shows that, similar to IFC’s Ukraine projects, EBRD’s Ukraine projects outperform the
rest of the region.

4.22 Comparing older (FY 1994-98) and more recent (FY 1999-2004) mature investments

shows material improvement in success rates. Within the overall evaluated results, a material dif-
ference exists between the performance of older and more recent investments. This is not surprising
considering that earlier projects were likely to be affected to a greater extent by the difficult business
climate. Meanwhile, improving country conditions enabled IFC to pursue robust projects with solid

sponsors that demonstrate superior performance.

4.23  The poorer performance of financial markets projects is partly due to timing and instrument
mix, but leaves room for improvement in executing IFC’s front-end work and maximizing IFC’s role
and contribution in that sector. Mature project ratings also show a difference in performance be-
tween real sector projects and financial markets projects. Although the poorer results of financial
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markets projects appear to be driven by lower work quality, they are similar to the aggregate ratings
for FY 1994-2001 financial markets operations in the rest of IFC, despite higher work quality for the
latter group,!® and may reflect global and regional trends in financial markets during the late 1990s
(the lower investment results in particular appear to be largely a function of instrument mix, that is,
all early financial markets investments had an equity component that underperformed). Notwith-
standing the above, of the five main drivers of project performance identified in IEG-IFC evaluation
findings—strategic choices (including country and sector choice), change in investment climate, pro-
ject risk intensity, quality of the sponsor, and work quality (IFC 2007b)—the latter two are within
IFC’s control to the extent that they relate to risk factors identifiable at project appraisal and to IFC’s
work quality in itself. Considering that IFC’s Ukraine financial markets projects, both older ones
(which exclusively make up the FY 1994-98 approvals subgroup) and some of the more recent ones,
show relatively low work quality at screening, appraisal, and structuring stages, as well as low aggre-
gate ratings for IFC’s role and contribution; room for improvement remains in following best prac-
tices in IFC’s front-end work and maximizing IFC’s role and contribution in financial markets in
Ukraine.

424  Although the majority of projects in IFC’s Ukraine portfolio have not reached operating ma-
turity, risk profile analysis yields a positive indication of likely future performance. It was not possible
to evaluate the performance of 16 projects approved in calendar years 2005-06, because these have
not yet reached eatly operating maturity. An analysis, however, of the risk profiles of calendar years
2005-06 approvals, compared with both earlier Ukraine projects and a population of IFC-wide and
ECA calendar year 2002—05 approvals, excluding Ukraine, for which an IEG-IFC risk profiling exer-
cise was completed, reveals that recent projects show considerably better risk management. High-risk
factors consist of country risk (beyond IFC’s control in the context of an isolated discussion of
Ukraine operations '#) and sector risk, which is due to the high proportion of agribusiness projects in
the Ukraine portfolio, but represents a judiciously taken risk, given the importance and potential of
Ukraine’s agriculture sector in the economy. (Figure 4.3 and appendix E describe risk profiling meth-
odology and comparative break-down by risk factor.)

Figure 4.3: Risk Layering at Entry: Ukraine versus the Rest of Europe and Central Asia

Risk Layering at Entry: Ukraine vs. ECA
Percentage of projects with four or more High Risk Factors

61.5%

60% 54.8%

31.6%

21.4%

Ukraine (CY93-04) Ukraine (CY05-06) ECA allCY02-04 ECA all CY05 sam ple
sample (excl. (excl.Ukraine)
Ukraine)

Source: IEG-IFC.
Note: CY means calendar year.

425  Ukraine projects have been riskier than the rest of ECA and IFC projects in terms of coun-
try risk, IFC review intensity (related to project size and thus impossible to apply on a discretionary
basis), and sector selection (see above); however, they have consistently exhibited less risk layering in
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terms of project type (with a predominance of expanded, compared with new projects), sponsor
strength, and financial structuring and have recently considerably improved in terms of market risk.
It thus appears that, of the risk factors within its control, IFC took justified risks in terms of sector
distribution, but mitigated the sponsor, project type, and financial structure risks by prudent in-
country selection and sound structuring. In addition, the risk profile of Ukraine projects, compared
with both earlier ones and the rest of ECA and IFC projects, may further improve in terms of the
share of repeat, compared with nonrepeat, projects. The reason is that IFC is already cultivating re-
peat business with strong local clients, having committed repeat investments in calendar years 2004—
07 for all sponsors with whom it had successful prior projects. Given the statistical relationship be-
tween project risk intensity and evaluated ratings in IFC,'5 the improved risk profile of recent IFC
projects in Ukraine, coupled with satisfactory aggregate evaluated ratings so far, provides an encour-
aging indication of likely future performance. It should be noted, however, that Ukraine’s business
environment still presents regulatory, enforcement, financial sector, and macro-economic risks, as
discussed in the forthcoming Ukraine country assistance evaluation.

426  Assessing Ukraine’s aggregate financial performance may be premature, yet emerg-
ing indications are moderately encouraging. It may be premature to assess the net profit contri-
bution of IFC’s Ukraine operations due to the predominantly very young portfolio, which poses dif-
ficulty in assessing both loan and equity performance.

IFC adds value in investment operations centered on supporting emerging
strong local players in the real sector.

427  Although weaker IFC contributions affected the outcomes of several financial markets pro-
jects, strong IFC role and contribution reinforced the positive development outcomes of its real sec-
tor projects. IFC’s special contribution was less apparent in its eatly financial markets projects. Al-
though these were pioneering projects at the time and IFC had a discernible role at the outset, its
ongoing contribution was often marginal and its lack of leverage with other shareholders had in a
number of cases a detrimental effect on project outcomes (although more recent financial markets
projects show improvement). Meanwhile, in its recent involvement in real sector projects, IFC’s role
was more pronounced, not only as a provider of long-term finance, but also as a “stamp of ap-
proval,” giving greater visibility and international exposure to emerging strong players who have the
maximum potential for generating broad demonstration effects (and in the case of the three compa-
nies financed, evidence indeed exists of their best-practice influence on competition). In these cases,
IFC enhanced its role by identifying additional business or technical client needs and judiciously
structuring targeted advisory assignments (as mentioned in paragraph 4.15.)

428  Lessons from IFC’s investment operations in Ukraine include the importance of managing
client relationships, recognizing competitive advantages (including strategic sectors), supporting
emerging industry leaders committed to good governance, and judiciously using advisory operations
to address specific client needs, rather than compensate for fundamental project or sponsor weak-
nesses. IFC was able to develop good relations with emerging strong local players in the food and
retail trade sectors by selecting responsible local and regional sponsors and managers committed to
upholding good governance standards. In addition to the sponsor and management strengths, in
choosing to work with these companies, IFC recognized Ukraine’s competitive advantage in the food
and agribusiness sector and the retail chain’s strong competitive position in satisfying unmet demand
for good-quality, moderately priced home improvement supplies, respectively.
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5. Recommendations

In summary, IFC’s strategies in Ukraine responded to the difficult country environment during most of
the study period and sought to address investment climate deficiencies through an extensive program of
advisory operations. It was only in the past two years that IFC was able to increase its investment vol-
umes. Both advisory and investment projects had satisfactory aggregate performance ratings and yielded
largely positive outcomes. These can be further improved by perfecting the design of advisory opera-
tions, lengthening the strategic horizon to respond to changing country conditions, and working sequen-
tially with IBRD to address remaining privatization challenges.

5.1 Investment strategy: IFC must focus its strategies on medium-term (three- to five-
year horizon) priorities and follow a more systematic approach to identifying investment op-
portunities.

Background

IFC’s eatly approach in Ukraine had a relatively short-term focus on IFC priorities, with an emphasis on
CASs in describing ongoing activities, because Ukraine remained unattractive to private investors and
business opportunities were hard to anticipate. The recent expansion of IFC’s Ukraine portfolio enabled
by business climate improvements, however, calls for a more forward-looking and targeted approach to
future investment operations (see paragraphs 2.9 and 3.13).

Recommendation 1

IFC should develop and follow a more systematic medium-term (three- to five-year horizon) country ap-
proach to identifying investment opportunities in areas of high impact, country competitive advantage,
and unmet demand to channel IFC investments into projects with the greatest potential development
impact and demonstration effect.

5.2 IFC-IBRD cooperation: IFC and IBRD need to work sequentially and/or in parallel
to address remaining privatization challenges among larger companies, as well as in infra-
structure and municipal utilities.

Background

Both the 2000 and 2003 CASs stress the importance of cooperation between IFC and IBRD, yet recent
reviews found that the overall extent of actual cooperation both at the strategic and working level has
been short of potential. Meanwhile, although the privatization of small and medium industrial enterprises
is complete, that of large enterprises is still on the agenda. In infrastructure, most utilities (electricity, gas,
water, and fixed line telephone) remain under state control. Although IFC has made two investments in
power distribution companies, potential exists for sequential and/or parallel IFC-IBRD involvement, in
which IBRD would promote policy reform and privatization, possibly jointly with IFC, and IFC would
undertake postprivatization and public-private partnership projects with sponsors committed to good
governance (see paragraphs 2.3, 3.5, 3.10, and 4.5).
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Recommendation 2

IFC should seek to work in sequence and/or in parallel with IBRD to address remaining privatiza-

tion priorities, especially large enterprises and infrastructure, with IBRD policy work and IFC post-

privatization funding and use existing joint mechanisms, such as the Subnational Finance Depart-

ment, to promote public-private partnerships and provide funding to municipal utilities projects.

53

Advisory operations: IFC needs to replicate the strong design of its successful large

advisory projects, promote greater donor coordination and cohesion in its areas of engage-
ment, and exploit synergy models between programmatic advisory and investment opera-

tions.

Background

Although satisfactory overall, the performance of advisory projects can be further improved and existing

strong results further ensured by building on lessons from past and ongoing experience showing the fol-

lowing:

Supply-driven projects that have little client buy-in are highly unlikely to succeed. Similatly, pro-
jects attempting to address an issue that is not aligned with country conditions and strategic pri-
orities, whether because the engagement is premature or no longer critical, have a higher risk of
not delivering sustainable impacts. This applies both to operations with a core policy advice
component, for which ensuring government commitment is indispensable to implementation,
and to those geared mostly toward company-level clients.

The success of larger and longer projects stems from their ability to maintain momentum and
generate a critical mass of sustainable behavioral and policy changes; by the same rationale, pro-
ject families addressing an issue in a sequential and evolutionary manner are even more likely to
contribute to such developments. Similarly, a comprehensive synthesis of project components
incorporating policy advice, work with selected pilot clients to generate demonstration effects,
and public awareness and dissemination campaigns helps ensure lasting and far-reaching results.

In an environment relatively well supplied by donor funding, lack of coordination among do-
nors can lead to unproductive competition among implementing agencies and implementation
of conflicting and incompatible project designs, which can negate impacts.

The outcomes of smaller projects with a narrower focus associated with investment operations
are worse in aggregate than those of larger assignments.

Recommendation 3

36

IFC should focus on the strategic relevance of its advisory operations and replicate the demand-
driven, multigenerational, and multidimensional design of its successful larger operations, using
the latter to refine benchmarks for measuring performance of ongoing projects.

IFC needs to be proactive by developing and maintaining regular contact with donors in its ar-
eas of engagement to help establish information exchange mechanisms, align priorities, improve
distribution of labor, and avoid inconsistencies. IFC also needs to initiate tactical interaction at



CHAPTER 5
RECOMMENDATIONS

the outset of its multi-donor operations to minimize discrepancies in approach and maximize
cohesion and alignment of tactics among donors.

IFC should expand the proven model of creating partnerships among linkages projects,
seeking to develop agricultural suppliers and agribusiness investments, as well as aim to un-
dertake financial markets projects that would provide local currency financing and/or guar-
antees to banks extending credit to such agricultural suppliers to exploit synergies between
investment and programmatic advisory operations
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Appendix A: IEG-IFC Methodology for
Evaluating IFC Investment Operations

l. Overview

IFC introduced the current evaluation system in 1996. The system uses expanded project supervision
reports (known as XPSRs) as its main format for evaluating investment operations. Investments with
at least 18 months of project operating results (“mature” investments) are randomly selected each
yeat by IEG-IFC for evaluation in XPSRs from among investments approved by the Board five years
earlier. Projects are rated by investment staff based on guidelines developed by IEG-IFC and then
independently validated by IEG-IFC.

In the XPSR framework, IFC’s investments are evaluated on three performance dimensions based on
eight or nine underlying performance indicators:

¢ Development outcome. Four indicators measuring project results “on the ground” for the
owners and financiers, the economy and community, the environment, and the private sec-
tof;

e IFC’s investment outcome (loan and/or equity). One or two indicators measuting project
contribution to IFC’s bottom-line profitability

e IFC’s work quality and additionality. Three indicators measuring at project appraisal, dur-
ing supervision, and IFC’s role at project origination and its contribution throughout project
life.

The outcomes and underlying indicators are rated on the following scales:

e The project’s development outcome is rated on a six-point scale from highly unsuccessful to
highly successful. In the aggregate comparative charts and related text, the bottom three ratings
(mostly unsuccessful and worse) are together described as “low” outcomes; the top three (mostly
successful and better) are described as “high” outcomes.

e The other two performance dimensions (IFC’s investment outcome and IFC’s work quality)
and all of their underlying indicators are rated on a four-point scale: wusatisfactory, partly unsat-
isfactory, satisfactory, and excellent. In the aggregate comparative charts and related text, wnsatis-
Sactory and partly unsatisfactory ratings together described as “low” ratings and satisfactory and ex-
cellent ratings as “high” ratings.

IEG-IFC independently reviews each rating in every expanded project supervision repott, revising
some upward and some downward to (a) reflect new information as of IEG-IFC’s review date, (b) if
needed, align ratings with any subsequent changes to the evaluative standards, and (c) ensure that the
rating standards are applied consistently throughout IFC. IEG-IFC’s ratings are the final ones that
are entered into a ratings database and are used for reporting and analysis. The resulting difference
between the number of ratings revised upward and number of ratings revised downward has been a
net downgrade of about 5 percent in recent years. Overall, the differences between IEG-IFC’s inde-
pendent ratings and the expanded project supervision report teams’ self-evaluation ratings are not
large; they are also very similar to OED’s project audit success “disconnect rate” relative to World
Bank self-evaluation project completion reports.
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Il. Development Outcome

Four indicators measure distinct aspects of each project’s fulfillment of IFC’s Article 1 purpose and
contribution to its mission. The development outcome rating is a bottom-line synthesis assessment
of the quality of the project’s results on the ground, relative to what would have occurred without the
project. The rating is not a mechanical average of the four indicators. Instead, it is determined case by
case, considering the relative importance of each indicator in the specific operation, where the pet-
formance falls within each rating band (e.g., whether a satisfactory rating is a “low” one bordering on
partly unsatisfactory, or a “high” one bordering on excellens), and what performance would have been
necessary for the project to merit the next higher or lower development outcome rating. Some of the
development outcome indicators are evaluated differently for nonfinancial markets and financial
markets operations.

NONFINANCIAL MARKETS OPERATIONS

Project business success. Exvellent: project’s real after-tax financial internal rate of return (FRR) ex-
ceeds the company’s real after-tax weighted average cost of capital sufficiently to provide at least a
700 basis points spread to its equity investors over its lenders’ nominal yield; sazsfactory: FRR equals at
least the company’s weighted average cost of capital inclusive of a 350 bp spread to its equity inves-
tors over its lenders’ nominal yield; partly unsatisfactory: FRR equals at least the company’s nominal re-
turn to its lenders (with at least a zero spread to its equity investors); #nsatisfactory: FRR is lower than
the company’s nominal return to its lenders.

Economic sustainability. This indicator is based on the project’s net quantifiable social benefits
and costs, as measured in the real economic rate of return (ERR, which like the FRR uses earnings
before interest, taxes, depreciation, and amortization. Incomplete documentation often makes the
demarcation between officially and de facto dropped projects difficult. as a starting point, but is calcu-
lated before taxes and adjusted for quantifiable benefits, such as value of training to employees; and
quantifiable costs to society, such as price protection by customs duties). The project is rated excellent
if the ERR > 20 per-cent; satisfactory if the ERR > 10 percent; partly unsatisfactory if the ERR > 5 per-
cent; and #nsatisfactory if the ERR < 5 percent. In addition, the indicator identifies who benefits (or
loses) from a particular project based on the net present value of benefits to people other than the
project’s owners and financiers—typically taxpayers/government, consumers, workers, suppliers,
competitors, and the local community. It also takes into account the project’s contribution, where
applicable, to international development goals. Taxes generated by a project would be counted as an
economic benefit, but the evaluation does not address whether additional tax revenue is likely to fur-
ther the country’s development.

Environmental effects. “Environment” includes the physical environment and social, cultural, and
health and safety (ESHS) impacts, which are considered if they featured in project performance or
public perceptions of the operation. Performance is evaluated relative to (a) current Bank Group
policies and guidelines and local standards that would apply if the project were appraised today, (b)
the Bank Group policies and guidelines and local standards that prevailed at approval, and (c) re-
quirements in the Investment Agreement and its attachments. Ratings are excelfent (the project meets
the higher of IFC’s current or at-approval requirements and has materially improved the company’s
overall environmental performance or that of other local companies), safisfactory (the project is in ma-
terial compliance with IFC’s at-approval requirements and has been over the life of the project), partly
unsatisfactory (the project is not now, or has not been, in material compliance with IFC’s at-approval
requirements, but deficiencies are being or have been addressed through ongoing and/or planned ac-
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tions), ot #nsatisfactory (the project is not in material compliance with IFC’s at-approval requirements,
and mitigation prospects are uncertain or unlikely). The rating is a cumulative assessment over the
lifetime of the project, and may differ, therefore, from IFC’s “Environmental and Social Risk Rat-
ings,” which focus on the current status and cover compliance as well as risk factors. In addition, a
project may have materially improved environmental effects, but still be less than satisfactory, because
of continued noncompliance. The rating also focuses on a project’s compliance, which may be dif-
ferent from its sustainability.

Impact on private sector development. Performance is rated as excellent, satisfactory, partly unsatisfac-
tory, ot unsatisfactory based on the development of the project company as a sustainable private entet-
prise and on effects reaching beyond the project company. These effects include (a) upstream and
downstream linkages to local private businesses, (b) new technology, development of management
skills, and employee training, and enhanced private ownership, (c) stronger local entrepreneurship,
(d) greater competition and competitiveness and broad demonstration effects in the local economy,
(e) follow-on investments by other investors, (f) domestic capital market development (e.g., pioneet-
ing listing on stock exchange or significant broadening of listed value, first-of-a-kind financing in-
strument, and introduction of international accounting standards or enhanced disclosure standards),
(g) development of infrastructure available to other private users, or (h) the project company’s repu-
tation and business practices as a positive corporate role model and quality investment asset. The in-
dicator also assesses whether project-related technical assistance or the project’s activities and ser-
vices have helped create conditions conducive to the flow of private capital into productive
investment. This might include changes in the specific laws and regulations or an improvement in
their administration and enforcement.

FINANCIAL MARKETS OPERATIONS

Project business success. Project business success covers the performance of the project and IFC-
financed subprojects (e.g., loans extended by a bank to its borrowers using IFC credit line funds or
invested in an investment fund in which IFC has a stake) and their contribution to the company’s
profitability, financial condition, and development, including the related objectives established at ap-
proval, such as establishing a new product line to diversify revenue and markets. Ratings are excellent
(project substantially raised the company’s profitability), sa#sfactory (project had a neutral to positive
impact on the company’s profitability), partly unsatisfactory (project returns were sufficient to cover the
cost of debt, but did not provide adequate returns to shareholders), or unsatisfactory (project returns
insufficient to cover the cost of debt).

Economic sustainability. Rated are based on whether (a) subprojects financed with IFC funds are
economically viable (i.e., whether they would be able to successfully in a free market in the absence
of any distortions, such as subsidies, for example, as reflected in subproject economic rate of returns
or in the financial portfolio performance, combined with the absence of portfolio concentrations in
industries protected by taxation or customs barriers), (b) the project has led to the introduction of
economic viability criteria in the company’s investment or lending decisions, and (c) the project has
led to benefits to the economy. Note that in most cases quantitative information on the economic
viability of subprojects is not available. The judgment therefore relies on assessing the financial port-
folio performance, combined with an assessment of to what extent the intermediary invests in or
lends to protected industries. In addition, the indicator takes into account the project’s impact on the
living standards of the project company’s and subproject companies’ local employees, as well as those
of its customers, competitors, and suppliers; the indicator also takes into account direct and indirect
taxes, and gender, child labor and regional development impacts (as relevant and material).
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Impact on private sector development. Projects and subprojects are rated on economic and finan-
cial profitability and growth prospects, pioneering attributes, transfer of skills or technology, resource
allocation efficiency, impact on competition, demonstration effects, linkages, catalytic effects on
other companies, and financial markets development. The indicator also assesses whether project-
related technical assistance or the project’s activities and services have helped create conditions con-
ducive to the flow of private capital into productive investment. This might include changes in the
specific laws and regulations or an improvement in their administration and enforcement.

Environmental effects. This indicator considers both the environmental and social performance of
projects financed by the intermediary and the efficacy of its environmental management system. The
rating of exvellent indicates the company engages in practices and sets standards beyond those required
for the project type. For example, it requites all projects it finances (not only IFC-financed subpro-
jects) to meet IFC’s at-approval requirements and monitors and enforces compliance through visits
and reporting. The rating of satisfactory indicates that the company meets requirements for the project
type. For example, the company requires only the IFC-financed subprojects to comply with IFC at-
approval requirements and monitors and enforces compliance through visits and reporting; or the
project has no impact potential. The rating of partly unsatisfactory indicates that (a) the company re-
quires subprojects to comply with IFC at-approval requirements, but does little or nothing to follow
up on compliance, (b) the company does not require subprojects to comply with IFC at-approval re-
quirements, but is taking action to implement appropriate procedures, or (c) IFC did not require
subproject reviews, but there is no evidence of material negative environmental impacts. The rating
of unsatisfactory indicates that the company does not require its subprojects to comply with IFC at-
approval requirements and action to implement procedures is doubtful; or, IFC imposed no at-
approval requirements, and a significant portion of the subproject portfolio is likely to be causing
materially negative environmental impacts. See also the notes for real sector projects.

Il IFC Investment’s Profitability

Where IFC had both a loan and an equity investment, the rating is a synthesis of the separate ratings
of the two investments. The ratings address the gross contribution of the investments, that is, with-
out taking into account transaction costs, IFC’s cost of capital, or investment size. In addition, the
gross contribution equity ratings use IFC’s loan pricing as underlying benchmarks and, therefore, im-
plicitly rely on the assumption that overall weighted average pricing adequately compensates for pro-
ject risk relative to IFC’s corporate profitability objectives at approval.

Loans. The rating of exvellent indicates the loan is fully performing and, through a “sweetener” (for
example, income participation) expected to earn significantly more than the “without sweetener”
paid-as-scheduled case. The rating of satisfactory indicates that (a) the loan is expected to be paid as
scheduled or (b) the loan is prepaid and IFC has received at least 65 percent of the interest (net of
prepayment penalties received) expected over the original life of the loan or (c) the loan has been re-
scheduled and is expected to be paid as rescheduled with no loss of originally expected income or (d)
regarding the IFC guarantee, all fees are expected to be received, and the guarantee is not called or is
called but is expected to be fully repaid in accordance with the terms of the guarantee agreement or
(e) IFC swap or other risk-management facility: IFC has not suffered any loss due to nonperform-
ance of the swap counterparty. The rating of partly unsatisfactory indicates that (a) the loan is prepaid
and IFC has received less than 65 percent of the originally expected interest income (net of prepay-
ment penalties received) or (b) the loan has been rescheduled or the guarantee is called and, in either
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case, IFC expects to receive sufficient interest income to recover all of its funding cost, but less than
the full margin originally expected. The rating of wusatisfactory indicates that (a) the loan is in nonac-
crual status, (b) IFC has established specific loss reserves, (c) the loan has been rescheduled, but IFC
does not expect to recover at least 100 percent of its loan funding cost, (d) the loan has been or is
expected to be wholly or partially converted to equity in restructuring of a “problem” project, or ()
IFC has experienced a loss on its guarantee or risk-management facility.

IV. IFC’s Work Quality

IFC’s overall work quality, based on three indicators, is rated on a four-point scale: excellent, satisfactory,
partly unsatisfactory, and unsatisfactory. This synthesis rating reflects a judgment of the overall quality of
IFC’s due diligence and value added at each stage of the operation to a country’s development and to
IFC’s profitability. The overall work quality rating can be no lower than that of the worst of the three
indicators and no higher than that of the best indicator, and it is related to them according to the
relative importance of each (recognizing that IFC’s ability to influence an operation is greatest be-
tween screening and disbursement) and the considerations that would favor assigning the next higher
or the next lower rating. IFC’s work quality is judged against established good-practice standards,
such as those embodied in IFC Credit Notes, other guidance, and policy. As far as possible, work
quality is evaluated independently from the project’s outcome to avoid bias in the ratings, although in
practice actual project results can influence work quality ratings. For example, projects performing
poortly can expose or exaggerate weaknesses in IFC’s structuring or supervision, which in the absence
of material negative variances might have gone undetected, or been given less weight. Conversely, a
project that is performing very well may be doing so despite initial IFC weaknesses that might under
different circumstances have been readily exposed. Considering the inherently high risk faced by
IFC’s operations in their first five years and IFC’s status as an offshore minority financier with lim-
ited leverage after disbursement, the frequency with which successful outcomes overcome IFC work
quality shortfalls is believed to be very low.

Screening, appraisal, and structuring. With hindsight, how well did IFC perform in appraising
and structuring the operation? Were there material variances from the appraisal assumptions about
the market, the sponsors, the enabling environment, and company performance prospects (including
environmental) that with good due diligence should have been anticipated at screening and appraisal?
Were material risks identified, and did IFC mitigate them appropriately within good-practice project
finance disciplines and prescribed IFC policies and procedures?

Supervision and administration. How well did IFC address company reporting, supervise the pro-
ject, detect emerging problems, and respond quickly with effective interventions?

Role and contribution. In investing in the company and supervising the project, to what extent did
IFC adhere to its corporate, country, and sector strategies and business principle (participating on the
same terms as private-sector commercial investors), play a catalytic role, and make a special contribu-
tion that could not have been provided by other financiers? Was IFC timely and efficient, and was
the client satisfied with IFC’s service quality?
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V. Mini-Expanded Project Supervision Reports in IEG-IFC Special Studies

Whenever IEG-IFC undertakes a special study covering IFC’s investment operations in a sector, a
country, or a group of countries, it normally supplements the expanded project supervision report
(XPSR) system data on projects in the study population with IEG-IFC’s own evaluation of most, if
not all, of the other projects in the study population that were not evaluated under the XPSR system.
These IEG-IFC evaluations are called “mini-XPSRs,” because they use a simplified version of the
ratings framework of the XPSR system described above. The main simplifications are: (a) the mini-
XPSRs are done by IEG-1FC staff or consultants to IEG-IFC, instead of investment department
portfolio staff, (b) the performance or outcome indicators (i.e., development outcome and its subin-
dicators, investment outcome and its subindicators, and IFC work quality and its subindicators) are
sometimes rated on a binary scale of successful or unsuccessful, (c) the satisfactory financial internal
rate of return benchmark is established at 10 percent for all projects, rather than individualized
through each projects’ own weighted average cost of capital. More broadly, the “sustainable going
concern” concept indicating the long-term viability of the project company is used to establish the
ratings for business success, and (d) the environmental ratings may be partly based on IEG-IFC
staff/consultant site visits, or only on desk reviews of existing information within IFC.
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Appendix B: IEG-IFC Methodology for
Evaluating IFC Advisory Operations

Advisory projects are rated on six dimensions: (1) strategic relevance, (2) output achievement, (3)
outcome achievement, (4) impact achievement, (5) efficiency, (6) IFC role and contribution, and (7)
IFC work quality. They may also contain ratings for (8) consultant and (9) partner work quality if ap-
plicable. Ratings on the first five dimensions are synthesized into an overall rating of development
effectiveness.

Development Effectiveness

This development effectiveness rating is based on a synthesis of ratings of project strategic relevance,
results (outputs, outcomes, and impacts), and efficiency at project completion. Desired results for
IFC advisory projects are specified in at-approval documents in the form of objectives with monitoz-
able output, outcome, and impact indicators and specified targets for the indicators. These are moni-
tored during the life of the project through project supervision reports, and then are compared at
project completion to achieved results in a project completion report. All advisory projects ate eligi-
ble for a development effectiveness synthesis rating. In some cases, projects may not be rated on all
five dimensions, but a synthesis judgment should still be made. The development effectiveness rating
may change over time as medium-term outcomes and long-term impacts may not be appatent at pro-
ject completion; therefore, it is important to indicate the status of the outcome and impact ratings
assigned. Ratings should be assigned at project completion, taking into account the reasonableness of
expecting outcome and impact attainment at completion.

(1) Strategic Relevance

Strategic relevance measures in retrospect the importance of the advisory project to achieving coun-
try strategic objectives, its appropriateness at initiation and completion, given conditions at the time,
and whether the advisory operation was the appropriate instrument for the work.

Principal indicators of an advisory project’s relevance ate its focus on the investment climate and/or its
centrality to a designated country assistance strategy (CAS) and high-priority issue in the IFC country
strategy; relevance to the direct client as indicated, for example, by cost recovery through client fees;
and potential for high impact. A paid partial client fee provides an indication that the setvice has
relevance to the intended recipient.

e  Should the work have been undertaken at all?

0 Did it make sense given the conditions, needs, or problems that it was intended to
address?

0 How well aligned was the work to the CAS and to the IFC advisory country strategy
o sectot- or program-specific strategy? Are the project’s objectives consistent with
the current development priorities for the region and country, IFC and World Bank
regional and country strategic objectives for Advisory Services?
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0 What was the client interest/receptivity (e.g., willingness to pay a fee)?

0 How appropriate was the work given the economic, political situation, or donor cy-
cle at the time the work was initiated?

e Was the advisory operation the appropriate instrument for the work? Was the use of a sub-
sidy appropriate? What was the extent of planned and actual cost recovery?

e Was the project intended to have broad impact at the regional or national level?

Evalnation standard: Exccellent indicates that assistance addressed major priority issues, aimed appropri-
ately at national-level impact, was highly appropriate for conditions, achieved appropriate cost recov-
ery. Satisfactory indicates that assistance addressed major priority issues to a large extent, had potential
substantial impact on the direct recipient and/or local community, was appropriate for conditions at
initiation and completion, achieved majority of appropriate cost recovery. Partly unsatisfactory indicates
that assistance overlooked some priority issues; at initiation, was appropriate, but conditions changed
that could not have been anticipated; achieved substantially less than appropriate cost recovery. Un-
satisfactory indicates that assistance addresses low-priority issues, was not appropriate given conditions
at initiation, had no cost recovery, although cost recovery was appropriate.

(2) Output achievement: Were the products, capital goods, and services delivered?

Outputs are the products, capital goods, and services that result from a development intervention.
They are the immediate deliverables of the technical assistance intervention.

Evaluation standard: Excellent indicates that more than the expected outputs were achieved with at least
satisfactory quality or that all major outputs were achieved with excellent quality. Satisfactory indicates
that all major outputs were achieved with satisfactory quality. Partly unsatisfactory indicates either that
at least one major output was not achieved or that there was at least one major output of less than
satisfactory quality. Unsatisfactory indicates that few or none of the major outputs were achieved or
several major outputs of were less than satisfactory quality.

(3) Outcome achievement: Were the intended short- and medium-term effects of the intervention achieved?

Outcomes are the positive and negative, intended or unintended, short-term and medium-term ef-
fects of the advisory project. Client action taken because of the advisory project is one common type
of outcome measure. It reflects client acceptance of recommendations.

At project completion, most outcomes should be discernible, but it may be too eatly to expect
achievement of others.

Evalnation standard: Excellent indicates that all or almost all of the major outcomes were achieved, one
ot more of suggested improvements were made and/or the project serves as a model for positive en-
vironmental and social effects, client attributes changes in behavior and performance to the advisory
project. Satisfactory indicates that most of the major outcomes were achieved, ESHS areas for im-
provement have been communicated to the client with some improvements ongoing or made, clients
indicate the advisory project contributed to major changes in behavior and performance. Partly unsat-
isfactory indicates that some, but fewer than half, of the major outcomes were achieved; the client ac-
knowledges advisory project contribution, but attributes relatively minor influence; ESHS recom-
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mendations were made to client, but with little or no client response. Unsatisfactory indicates that few
or none of the major outcomes were achieved; no screening of ESHS issues took place, although that
was appropriate; clients attribute little or no behavior or performance change to the advisory project,
or advisory project had perverse effects. Not yet achieved indicates that no major outcomes have yet
been achieved, but at least partial outcome achievement is expected.

(4) Impact achievement: Were the intended long-term effects of the intervention achieved?

An issue that must be addressed in determining impact achievement, as with outcome achievement,
is what would have likely happened in the absence of the advisory project (the counterfactual). As-
sessing impacts requires netting out the extraneous factors that affect results, such as specific events,
related actions of others, or long-term trends in industries, regions, or countries. At project comple-
tion, although one or more impacts should be evaluable, it may be too soon to expect others to be
achieved. In such cases, this should be indicated; a rating of the dimension should be made, based on
imparts achieved to date; and follow-up evaluation may be recommended.

Evaluation standard: Excellent indicates that exceptional benefits were achieved beyond the direct re-
cipient(s) or clients at the national, regional, or global levels; impact extends nationally or internation-
ally as best practice. Satisfactory indicates that all intended impacts on the direct recipients or direct cli-
ents were achieved, or most direct impacts were achieved and some impact was achieved beyond the
direct recipient(s). Partly unsatisfactory indicates that intended impacts were partially achieved; intended
impacts were mostly achieved, but with some negative impact. Unsatisfactory indicates that intended
impacts were not achieved; negative impacts. Not yet achieved indicates that no impacts have yet
been achieved, but at least partial outcome achievement is expected.

(5) Efficiency: Were the costs reasonable in relation to the potential results?

A project may reap benefits in relation to its costs, but it may have been highly efficient or inefficient
in its use of available funds or other resources. Similarly, there might or might not have been more
efficient ways of achieving the same objectives. This dimension takes into account the following is-
sues:

e  How reasonable were the costs in relation to the potential results?
e How economically (funds, expertise, time) were resources used?
e Were there alternative ways to achieve the objectives that might have been less costly?

Evalnation standard: Excellent indicates that assistance has had a high positive cost-benefit ratio, re-
sources used to provide assistance were expended highly economically, assistance was far less costly
than the alternative(s). Sa#isfactory indicates that assistance has a positive cost-benefit ratio, resources
used to provide assistance were expended economically, resources used were reasonable in relation to
alternatives. Partly unsatisfactory indicates that assistance has had a negative cost-benefit ratio, resources
used to provide assistance could sometimes have been expended more economically, more reason-
able alternatives were available that could have been used. Unsatisfactory indicates that assistance has
had a highly negative cost-benefit ratio, resources used to provide assistance could generally have
been expended more economically, much more reasonable alternatives were available that could have
been used.
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Development Effectiveness Rating

This rating is a synthesis. Each of the five indicators should be considered. The development effec-
tiveness rating is a bottom-line assessment of the project’s overall results in the field, given expecta-
tions.

Evaluation standard: Excellent indicates a project with overwhelming positive development results, with
virtually no flaws, and the type of project IFC should use publicly to illustrate the contribution of
IFC advisory project. Satisfactory indicates a project that has strong positive aspects that more than
compensate for any shortfalls and generally meets expectations. Partly unsatisfactory indicates a project
that has some strong positive aspects, but does not compensate adequately for shortfalls and has
generally failed to meet expectations. Unsatisfactory indicates a project with negative aspects that
clearly outweigh positive aspects and has failed to meet expectations.

(6) IFC Additionality

Principal indicators that should be considered involve the rationale for IFC’s support and IFC’s in-
volvement in the project (at approval and ongoing).

e Would alternate funding for the advisory project have been likely?

e  Would the company have found alternative financing (e.g., if a business development ser-
vices project)?

e Could other providers have filled the gap, and how likely is it that they might have?
e Did IFC maximize opportunities to add value?

e Did IFC add gender, poverty reduction, environmental, or other similar focus that increased
the developmental focus?

e Was IFC particularly catalytic or innovative in its advisory project?

Evalnation standard: Excellent indicates that IFC was essential and made major contributions resulting
in a particulatly catalytic, innovative, or developmental project. Satisfactory indicates that IFC’s role
and contribution were in line with its operating principles, that is, IFC had additionality; Partly unsatis-
factory indicates that IFC’s role or contribution fell short in a material area. Unsatisfactory indicates that
IFC’s role was not plausibly additional and IFC’s expected contribution was not delivered.

(7) IFC's Work Quality

This dimension is a synthesis rating of IFC’s performance on the advisory project. The advisory pro-
ject outcomes should not unduly affect the IFC work quality ratings.

(a) Project Preparation

This rating should reflect evaluation of the extent to which IFC has professionally executed its front-
end work in relation to the advisory project.
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To what extent were project objectives identified and indicators laid out that are specific,
measurable, attributable, realistic, and time bound? Were baseline data collected, and were
appropriate systems for ongoing monitoring put in place?

To what extent were project risks identified and mitigated appropriately?

Was coordination with other partners and stakeholders appropriate and sufficient? This in-
cludes coordination with investment officers, World Bank staff, and others in the World
Bank Group, as well as external parties. Particularly important here may be the extent to
which there was adequate coordination with those involved in similar projects, either internal
or external to IFC.

Were appropriate knowledge sources tapped?

How well were the terms of reference specified? Were clearly defined objectives set for the
advisory project with specified dates and monitorable success indicators?

Were ESHS, gender, poverty and social development aspects taken into account appropri-
ately?

Appropriate cost recovery targets.

Adequate attention to sustainability.

Evaluation standard: Excellent indicates that IFC’s front-end work could serve as a best-practice exam-
ple. Satisfactory indicates that IFC’s front-end work was of generally acceptable performance. Partly

unsatisfactory indicates a material shortfall in front-end work. Unsatisfactory indicates material shortfalls

in front-end work.

(b) Project Supervision

Principal indicators that should be considered are:

Candor, timeliness, and quality of performance monitoring.
Extent to which required reports to donors were on time and of acceptable quality.

Extent to which IFC staff monitored well; identified problems early and resolved them
quickly and appropriately.

Maintenance of relations with clients and other stakeholders and adequacy of coordination
with stakeholders. This includes continuing coordination with investment officers, World
Bank staff, and others internal to the Wotld Bank Group, as well as those external to it.

Timeliness of product delivery and product quality.
Role in ensuring transition arrangements in staff turnover.

Supervision of ESHS aspects, when applicable.
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e Use of peer reviewers, as appropriate.
e Quality of monitoring and evaluation.
e Achievement of cost-recovery targets.
e Adequate attention to sustainability.

Evalnation standard: Exccellent indicates that IFC’s supervision could serve as a best-practice example;
Satisfactory indicates that IFC’s supervision was of generally acceptable performance. Partly unsatisfac-
tory indicates a material shortfall in IFC’s supervision. Unsatisfactory indicates that material shortfalls in
IFC’s supervision.

(c) Project Implementation

If IFC staff had direct responsibility for implementing one or more project components, this rating
should be completed. Otherwise, “nonapplicable” should be checked. Principal indicators that
should be considered are the following:

e Extent to which IFC component implementation was of adequate quality

e Extent to which IFC staff took advantage of opportunities and surpassed expectations
¢ Timely resolution of implementation issues

e Timeliness of services and product delivery

e Extent of client engagement and follow-up.

Evalnation standard: Excellent indicates that IFC’s implementation could setve as a best-practice exam-
ple. Satisfactory indicates that IFC’s implementation was of generally acceptable performance. Partly
unsatisfactory indicates that a material shortfall in IFC’s implementation. Unsatisfactory indicates that
material shortfalls in IFC’s implementation.

IFC’s Work Quality Rating

Based on the ratings of the two or three indicators: (a) project preparation, (b) project supervision,
and (c) project implementation (if applicable).

Evalnation standard: Exccellent indicates that IFC’s performance was exemplary. Satisfactory indicates that
IFC’s performance was materially up to a high professional standard. Partly unsatisfactory indicates a
material shortfall in at least one area. Unsatisfactory indicates shortfalls in several areas or an egregious
shortfall in one area that led (or could have led) to a less than satisfactory advisory project outcome
or impact.

(8) Consultant(s) Work Quality

This rating reflects evaluation of the extent to which the consultant(s) professionally executed their
responsibilities in relation to the advisory project. Principal indicators are:
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e Extent to which the consultant(s) had the right skills for the work to be done
e Extent to which the consultant(s) were responsive to the terms of reference

e Relations of the consultant(s) with clients and other stakeholders and adequacy of coordina-
tion with stakeholders

e Technical quality

e Appropriateness of the recommendations

e Readability and clarity of the written report.
e Timeliness of product delivery

e Transfer of knowledge to local counterparts.

Evalnation standard: Excellent indicates that the consultant(s)” work quality could serve as a best-
practice example for others. Satisfactory indicates that the consultant(s)’ work quality was of generally
acceptable performance. Partly unsatisfactory indicates a material shortfall in the consultant(s)” work
quality. Unsatisfactory indicates material shortfalls in the consultant(s)” work quality.

(9) Partners’ Work Quality

There are often others, in addition to IFC staff and consultants, whose work quality is critical to the
success of the advisory project. These partners may be other donor organizations, nongovernmental
organizations, clients (as in a project to build business associations), government ministry or other
officials, even though they may not be the direct beneficiaries of services. In these instances, meas-
ures can be taken of the extent of the partners’ interest in and ownership of the project and the ex-
tent to which the partners’ expected contribution was forthcoming.

Evaluation standard: Excellent indicates that the partner(s) demonstrated strong ownership of the pro-
ject; contribution substantially exceeded expectations and/or was essential for the project. Satisfactory
indicates that the partner(s) demonstrated commitment during project implementation; contribution
was fully in line with expectations. Partly unsatisfactory indicates that the partner(s) demonstrated mod-
erate interest in the project; there was a substantial shortfall in partner(s)’ contribution. Unsatisfactory
indicates that the partner(s) demonstrated low interest in the project throughout its life; expected
contribution was not forthcoming.
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APPENDIX C
IEG-IFC METHODOLOGY FOR EVALUATING IFC ADVISORY OPERATIONS

Appendix C: List of IFC Investment Operations in Ukraine

TABLE C1: IFC COMMITMENTS IN UKRAINE, FY 1994-2006

Project Name Approval Commitmt Status | Grn/Exist? | Sector code Sector name Project size | IFC commitmt
(FY) (FY) ($000s) ($000s)

Ukraine VC Fund 1994 1994 Closed G P-BA Private equity/venture capital fund: country 11,500 2,000
Ukraine VC Fund Il 1996 1997 Active E P-BA Private equity/venture capital fund: country 1,500 1,500
HVB Bank Ukraine 1998 1998 Closed G 0-AA Commercial banking: general 16,500 2,279
FUIB 1996 1998 Closed E 0-AA Commercial banking: general 53,333 6,500
MBU 2000 2001 Active G 0-AC Comm. banking: microfinance & small business 14,387 5,166
Okean Shipyard 2001 2002 Dropped E M-CA Ship building and repairing 40,700 10,000
HVB Guarantee Fa. 2003 2003 Active G O-AE Commercial banking: risk management facility 15,000 15,000
HVB Ukraine RI 2004 2004 Closed E 0-AA Commercial banking: general 500 525
MBURI 2004 2004 Closed = 0-AC Commercial banking: microfinance & small business 8,000 1,024
Mironovsky 2004 2004 Active E A-BB Poultry farming 119,000 30,000
First Lease 2004 2004 Active E O-LB Leasing services 2,000 2,000
Nova Liniya 2004 2004 Active G Q-BA Retail (including supermarkets, grocery stores etc.) 14,000 5,000
ProCredit Ukraine 2004 2004 Active G 0-AC Commercial banking: microfinance & small business 8,500 8,500
Sandora 2004 2004 Active E F-BA Soft drink 74,818 20,000
RZB Ukraine 2004 2005 Active G 0-AA Commercial banking: general 30,000 0
Aval 2005 2005 Active G 0-AA Commercial banking: general 35,000 35,000
Mironovsky |1 2005 2005 Active E A-BB Poultry farming 260,500 80,000
AES Kyiv Oblenegro 2005 2005 Active E C-AG Distribution 120,000 30,000
AES Rivne Energo 2005 2005 Active G C-AG Distribution 29,400 15,000
EVUII 2005 2005 Active G P-BA Private equity/venture cap fund: country 50,000 7,500
Aval Il 2005 2005 Active E 0-AA Commercial banking: general 50,000 50,000
Galnaftogaz 2006 2006 Active = G-AC Other petroleum and coal products 185,000 25,000
Sofia Kiev Hyatt 2006 2006 Active G U-AA City and business hotel 77,780 16,500
Rise 2006 2006 Active G A-AJ Other 34,000 10,000
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Project Name Approval Commitmt Status | Grn/Exist? | Sector code Sector name Project size | IFC commitmt
(FY) (FY) ($000s) ($000s)
Nova Liniya Il 2006 2006 Active E Q-BA Retail (including supermarkets, grocery stores, etc.) 37,400 10,000
Biocon Group 2006 2006 Active = G-FA Pharmaceuticals and medicine 7,223 3,500
Asnova 2006 2006 Active E Q-AA Wholesale (including grocery and farm products) 18,400 8,000
Zeus Ceramica 2006 2006 Active G H-BB Glazed ceramic tiles 33,000 9,000
Velyka Kyshenya 2006 2006 Active E Q-BA Retail (including supermarkets, grocery stores, etc.) 197,000 45,000
ISD 2006 2006 Active = I-AB Integrated steel works 1,102,000 100,000
Source: IFC.

Note: Shaded projects are not or not yet eligible for evaluation. The table excludes regional financial markets facilities with portions allocated to Ukraine.
a. Greenfield/Existing.
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EVALUATION RATINGS FOR IFC ADVISORY OPERATIONS IN UKRAINE

Appendix D: Evaluation Ratings for IFC Advisory Operations in
Ukraine

TABLE D1: EVALUATION RATINGS FOR IFC ADVISORY OPERATIONS IN UKRAINE

Devel(?pment Strategic Output Outcome Impact Efficiency IFC Work IFC R_ole fmd Projec_t Projch Ir:;:gs;:m Consultan_t P\?\g?ir
Effectiveness Relevance Quality  Contribution Preparation Supervision ) Work Quality .
ation Quality
1 E E E E E S E E S E E n/a S
2 S E E E S S S E S S E n/a S
3 PU PU S S PU PU PU PU PU S S n/a PU
4 S S S S PU PU S S S S S n/a n/a
5 S E S S S S S S S S S n/a n/a
6 S S S S PU PU S S S S S n/a n/a
7 S S S S PU PU S S S S S n/a S
8 E E E E S E E E E S E n/a n/a
9 PU S S S TS/U S S PU S PU S S U
10 PU PU PU PU PU S PU PU PU S S S n/a
11 E E E E S E S S E S E S E
12 S S S S S S S S S s S n/a S
13 S S S S n/a S S S S S E S S
14 S S S S n/a S S S S S PU S n/a
15 U PU PU U U PU PU PU PU PU PU PU n/a
16 E E E S S E S S S S S S n/a
17 PU S PU U n/a S PU PU PU PU U PU n/a
18 S S S S S S S S S S S S n/a
19 S S E S n/a S S S S S S S n/a
20 PU S S PU n/a PU PU PU S PU PU S PU
21 PU PU S PU n/a PU S PU S S S S PU
22 PU PU PU PU n/a PU PU PU S PU PU S PU
23 S S S S n/a S S S S S S S S
24 S S S S n/a S S S S S S S S
25 S S S n/a n/a E S S S S S S S
Source: IFC.

Note: E = Excellent; S = Satisfactory; PU = Partly Unsatisfactory; U = Unsatisfactory; TS = too soon to tell; and n/a = not applicable.

57






APPENDIX E

Appendix E: IEG-IFC Risk Profiling
Methodology for Investment Operations and

Summary of Risk Profiling Results for Ukraine
and ECA Projects

l. IEG-IFC profiled the comparative high-risk intensity of Ukraine projects and
those in ECA and IFC countries, excluding Ukraine.

Within Independent Evaluation of IFC’s Development Results 1FC 2007b), IEG-IFC conducted a risk pro-
filing exercise for 278 projects approved in FY 2002-05 (excluding Ukraine projects). In the present
study, the risk profiles of these projects were compared with the profiles of the 26 Ukraine FY 1993—
2006 approvals as a group; in addition, the profiles of FY 2002-04 approvals were compared with
those of Ukraine FY 1993-2004 approvals and the profiles of FY 2005 approvals were compared
with Ukraine FY 2005-06 approvals to assess directional trends.

II. The eight risk factors used in profiling the samples

With the study samples established, IEG-IFC profiled each project in both samples from informa-
tion available or discernible at its investment approval stage. The significance of some of these fac-
tors in differentiating outcome quality (development and investment, aggregate equity returns) has
been established from existing IEG-IFC studies.

The risk factors and high-risk criteria applied in the sample profiling are described below. The first
four factors required no analysis or judgment to profile by high-risk attribute, whereas the last four
required varying degrees of analysis and judgment. It should be noted that IEG-IFC developed this
framework, in consultation with staff from other departments, solely for the purpose of comparing
the risk profile of the recent commitments with the sample of more mature projects whose associ-
ated outcome ratings were known. The framework is deliberately simple to facilitate this comparison,
recognizing that the objective is for IEG-IFC to make an objective and independent assessment of
the likely outcome quality of recent approvals compared with the profiles of projects evaluated
within annual expanded project supervision report programs. For appraisal of emerging risk pros-
pects of IFC investments, IFC has been using a credit risk rating system since 1999 that is based on
continuous (as opposed to binary) scales of risk applying weightings according to the experience and
judgment of Credit Review staff and portfolio managers.

1. IFC Review Intensity

Proxy: IFC investment amount using current IFC project review Tier I benchmark of $5 million for
loan, $2 million for equity.

High-risk criterion: IFC investment lower than $5 million for loan, $2 million for equity (per current
Tier I limit) that were not reviewed by Credit Review.
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Total IFC exposure for its own account of no more than $5 million on the transaction, and
IFC equity exposure of no more than $2 million, and

Total IFC exposure on the transaction, combined with existing IFC exposure to the client,
would not raise the project to the next Tier (i.e., from Tier I to 1I or Tier 1I to 11I), and

Not environmental Category A, and
No special issues.

2. Project Type

High-risk criterion:

Greenfield projects (as opposed to expansion projects)

3. Country Business Climate

Proxy: Wall Street Journal/Heritage Foundation Index of Economic Freedom, overall synthesis rat-

ings. (See http://www.heritage.oreg/research/features/index/ for the composition of this index and
gs. ( I P

related country ratings.)

High-risk criteria:

Countries with Heritage overall ratings > 3.0

4. Sector

High-risk criterion: projects in the following sectors:

Plastics & rubber (end-products)
Accommodation & tourism (hotels)
Textile, apparel & leather

Health care

Agriculture & forestry

Lease/rental services.

5. Sponsor quality

Four sub-indicators (listed in the table below) are used for determining risk category:

High risk criteria: either (a) the sponsor is rated high risk in at least one sub-indicator and
medium risk or high risk in at least one other sub-indicator; or (b) if sponsor’s prior per-
formance in an IFC project, or general business reputation, suggests performance unreliabil-
ity.

Low risk: the sponsor is not rated high risk in any sub-indicator and is rated medium risk in
not more than one sub-indicator.

Medium risk: all other cases.

Table E1 presents sponsor quality subindicators and associated risk levels.
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TABLE E1: SPONSOR QUALITY SUBINDICATORS AND ASSOCIATED RISK LEVELS

Sponsor risk indicator?

High risk

Medium risk

Low risk

1. Specific experience in pro-
ject’s business line (pro-
duction and market)

Less than 5 years

All other cases (not high or
low risk)

10 or more years

2. Commitment to the project
and strategic importance
of project to sponsor

Less than 25 percent equity
stake or project of low strate-
gic value to sponsor

All other cases (not high or
low risk)

At least 51 percent equity
stake or project of high strate-
gic value to sponsor

3. Financial capacity relative
to obligations or commit-
ments to support the pro-
ject

Source of equity or internal
cash generation (existing op-
erations) or net worth less
than two times financial obli-
gations to support the project

All other cases (not high or
low risk)

Source of equity or internal
cash generation (existing op-
erations) or net worth more
than four times financial obli-
gations to support the project

4. Business reputation and
commitment to good gov-
ernance and environ-
mental, health, and safety
sustainability; prior per-
formance in IFC projects”

Opposite of low risk, or pre-
dominant absence of the listed
low risk factors

All other cases (not high or
low risk)

Good performance in prior
IFC projects (if any).

Long and/or several business
ties with multinationals; long
membership and responsible
roles in business associations;
directorships in other, espe-
cially listed, companies; ab-
sence of material legal prob-
lems.

For sponsors of existing com-
panies: good record of com-
pliance with government regu-
lations; good accounting and
management information sys-
tems; reputable external audi-
tors; etc.

a. The main sources of data for these ratings are the appraisal documents only in the case of mature projects (i.e., projects with
XPSRs). Sponsor ratings in the case of new approved from FY 2002-03 may use additional data as indicated in the next footnote.

b. Some important data sources for rating sponsors, particularly business reputation, not available in the appraisal documents but
reasonably obtainable during any project appraisal are: at least three good references, preferably from IFC clients, local banks,
international creditors, or World Bank Group staff; and ratings from local credit agencies (if available). Sponsors who may be
involved with illegal activities are extremely high risk and are rated over-all as high risk automatically under this rating system. IFC
does not knowingly deal with such sponsors because of reputation risks to IFC, although IFC could have unwittingly supported such

sponsors in the past.

6. Project’s/company’s market

High-risk criteria: if any one of the following conditions holds:

e Competing state-owned enterprises have significant presence/role in the project’s market
(more than 20 percent SOE market share), or

e No clear evidence of project having an inherent competitive advantage, measured by:

e  Optimistic price assumptions, by comparing price or margin assumption used in base case
scenario versus historical price or margin, without sufficient justification of changes, or

e  Excessive reliance of cash generation, measutred by (a) cash generation as percent of project
cost and (a) cash in project as percent of discretionary cash flow.

Financial intermediary projects: FI's total assets or returns on total assets (both previous three-year aver-

age) rank the financial intermediary below the country’s top three in the project’s sector.
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7. Debt service burden
(Proxy for financial risk of default for projects with an IFC loan is IFC loan terms & conditions)
High-risk criteria:

For real sector projects: if (shaded projects are not or not yet eligible for evaluation) either one of the
following two conditions hold:

@) The aggregate IFC loan principal amount due for repayment during the first 24 months of
the repayment period is one third or more of the disbursed IFC loan principal

(i) The project (versus loan) grace period (defined as the time between the appraisal estimated
start of project production and when the first principal repayment is due under the loan
agreement) is 18 months or less for greenfield projects and 12 months or less for expan-
sion/rehabilitation projects.

Fot financial intermediary projects:

@) For banks, capital adequacy ratio (CAR, defined as Basel I total risk-adjusted capital) at ap-
praisal is less than 10 percent, based upon most recent year’s audited accounts.

(i1) For leasing, insurance and other financial sub-sectors, the same concept: if the financial in-
termediary’s CAR is less than 125 percent of the international norm for the industry, the pro-
ject is high risk.

(iii) In all other financial markets sub-sectors, (I)—(ii) above if there is an IFC loan.
8. Repeat projects/investments
High-risk criteria:

e There is no previous IFC investment with the same project company that has reached at
least early operating maturity and is performing as scheduled (loan) or has an expected equity
internal rate of return of at least 10 percent.

lll. Process and Execution

IEG-IFC profiled risk factors for each project by reviewing appraisal documents. These included,
among others, Boatd reports, decision memos, appraisal/investment repotts, engineering/ technical
experts’ reports, draft term sheets, decision meeting minutes, and project data sheet documents. Also,
documents loaded in the iDesk were used, along with Corporate Portfolio Management’s intranet da-
tabase of Board documents. Static information (such as project’s approval tier, project type, sector,
repeat investment) was obtained from the corporate portfolio database.
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IV. Chart: Comparative Risk Intensity of Ukraine Projects and Those in ECA
Countries excluding Ukraine Broken down by Risk Factor

The chart compares the risk profiles of Ukraine projects and those in the rest of ECA broken down
by risk factor, which is discussed in paragraphs 4.24—4.25 of the country impact review. Although a
comparison was also made between the risk profiles of Ukraine projects and those in the rest of IFC,
only one comparator set (rest of ECA) is shown here as the risk profiles of projects in the rest of
ECA and the rest of IFC are similar.

Figure E1: Risk Intensity: Ukraine Compared with the
Rest of Europe and Central Asia

Risk Intensity - Ukraine vs. ECA
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Source: IEG-IFC.
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APPENDIX F

Appendix F: List of Interviewees Contacted
During IEG-IFC Mission to Ukraine

Yuri Mikhailovich Alboschiy, Head of Land Parceling, State Land Committee, Kyiv

Ismail Arslan, Senior Evaluation Officer, Country Evaluation and Regional Relations, IEG—World
Bank

Eugene Baranov, Junior Partner, Private Equity, Dragon Capital (Kyiv)

Tatiana Bogatyreva, Senior Investment Officer, Portfolio Central and Eastern Europe, IFC (Mos-
cow)

Dmytro Bondar, Operations Analyst and Business Developer: Ukraine Corporate Development Pro-

ject
Oleh Bosyy, Operations Analyst, Trust Funds—Ukraine, IFC (Vinnytsya)
Laurence Carter, Director, Small and Medium Enterprises, IFC (by e-mail)

Bohdan Chomiak, Chief of Agricultural Division, Office of Economic Growth, U.S. Agency for In-
ternational Development (Kyiv)

Victor Dima, former IFC staff
Nina Dmytrash, Operations Analyst, Trust Funds—Ukraine, IFC (Vinnytsya)

Remi Duflot, First Secretary, Head of Operations Section 111, European Union—Technical Assistance
for the CIS (Kyiv)

Marina Fedorova, Program Assistant, Private Enterprise Partnership, IFC (Moscow)

Stephanie Freymann, Manager, Sector Group 11, IFC (by e-mail)

Anatoliy Alekseevich Goloschapov, Head of Kharkiv State Property Fund (by phone)

Vladimir Vasilievich Goncharuk, Owner, Yagodnoye fruit growing company

Yana Gorbatenko, Operations Officer, Trust Funds—Russia IFC (Moscow)

Darrin Hartzler, Senior Program Officer, Investor and Corporate Practice, IFC (by e-mail)

Jason Hollman, First Secretary, Canadian International Development Agency, Canadian Embassy
(Kyiv)

Robert B. Horner, Senior Environmental Specialist, Investment Support Group, Environment and
Social Develop-ment Department, IFC (by e-mail)

Roman Ivanenko, General Director, EuroLeasing

Ebbe Carl Vigen Johnson, Operations Officer, Trust Funds—Ukraine, IFC (Kyiv)

Nikolay Nikiforovich Kalyuzhny, Head of Donetsk Regional Land Management Unit

Elena Khoteeva, Finance Director, CJSC (Closed Joint Stock Company) Nova Liniya

Nadezhda Klypa, Deputy Head of Crimea State Property Fund (Simferopol)

Alexey Kononets, Impact Research Analyst, Ukraine Leasing Development Project, IFC (Kyiv)

Tetyana Korinna, Communications Assistant, Trust Funds—Ukraine, IFC (Vinnytsya)

Olha Kosenko, Communications Assistant, Trust Funds—Ukraine, IFC (Mykolaiv)
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Oto Krajcir, Commercial Director, CJSC Nova Liniya
Elena Mikhailovna Kulich, Plant Director, Sandora

David William Lawrence, Senior Operations Officer, Program for Eastern Indonesia SME Assis-
tance, IFC (by phone)

Valentina Legka, Executive Director, Ukrainian Federation of Professional Accountants and Audi-
tors

Amanda Leness, former IFC staff (by phone)

Alexander Nikolaevich Likhoy, Head of Vinnytsya Fruit Growers’ Association

Tania Lozansky, General Manager, PEP-ECA, Private Enterprise Partnership, IFC (Moscow)
Thomas Lubeck, Senior Investment Officer, Operations and Portfolio, IFC (Kyiv)

Ian Luyt, Senior Operations Manager, Eastern Europe and Central Asia, IFC (Moscow)
Anatoliy Maksymyuk, Finance Specialist, Southern Ukraine Vegetable Project, IFC (Mykolaiv)

Evgenia Malikova, Project Management Specialist, Private Enterprise Development, U.S. Agency for
International Development (Kyiv)

Anatoliy Matsievskiy, Agronomist, Melnik Farm (Mykoliav)

Heather Matson, Assistant Operations Manager, Central and Eastern Europe, IFC (Kyiv)

Kateryna Maynzyuk, Economic Advisor, Department for International Development—Ukraine
(United Kingdom)

Joseph McClean, Investment Officer, Operations Division, IFC (by e-mail)

Ernst Mehrengs, Project Manager, Trust Funds—Ukraine, (Kyiv)

Elena Merkulova, Legal Advisor, Southern Ukraine Vegetable Project, IFC (Mykolaiv)

Bastian Mohrmann, Principal Investment Officer, Small and Medium Enterprise Department Link-
age, IFC (by phone)

Olga Mrinska, Deputy Programme Manager, Department for International Development—Ukraine
(United Kingdom)

Ueli Muller, Ukraine Country Director, Secretariat for Economic Affairs (Switzerland)

Irina Nasadyuk, Legal Advisor, Technical Assistance, Trust Funds—Ukraine, (Vinnytsya)

Edward Nassim, Regional Vice President, IFC (former Director, Central and Eastern Europe)

Olexander losifovich Paskhaver, President, Center for Economic Development (Kyiv)

Mykhaylo Pavlychenko, Business Development Specialist, Vinnytsya Dairy Project, IFC (Vinnytsya)

Viktor Perjan, Production Manager, Loostdorf Ltd.

Igor Petrovich Petrash, Deputy Director (Supplies), Loostdorf Ltd.

Lyudmila Podakova, Communications Assistant, Trust Funds—Ukraine, (Mykolaiv)

Volodymyr Polischuk, Head of the Regional Department, State Property Fund of Ukraine (Zhyto-
myx)

Vladimir Polovenko, Operations Analyst, Trust Funds—Ukraine, (Mykolaiv)

Olena Poperechna, Program Assistant, Trust Funds—Ukraine, (Vinnytsya)

Andrei Popov, dairy farm owner, Pysarivka

Fjodor Rybalko, Associate Operations Officer, Trust Funds—Ukraine, (Mykolaiv)

Kristina Salomonsson, Swedish International Development Agency—Ukraine (by phone)

66



APPENDIX F

Volodymyr Seniuk, Senior Project Officer, Canadian International Development Agency, Canadian
Embassy (Kyiv)

Natalia Sergeeva, Advisor, Dragon Capital: CJSC Nova Liniya

Sanwaree Sethi, Operations Analyst, Private Enterprise Partnership, IFC (Moscow)

Gennadi Shemshuchenko, former IFC staff (Kyiv)

Larisa Shidlovska, Communications Consultant, IFC (Kyiv)

Vadim Solovyov, Principal Investment Officer, Agribusiness Department, IFC (by phone and e-mail)

Olexander Stativka, Deputy Project Manager, Vinnytsya Fruit Project, IFC (Vinnytsya)

Sergey Sypko, General Director, Sandora

Morgan Tinnberg, Project Manager, Vinnytsya Dairy Project, IFC (Vinnytsya)

Sergly Tryputen, Deputy Project Manager, Ukraine Corporate Development Project, IFC (Kyiv)

Vadim Tsap, Partner and Co-owner of Melnik Farm (Mykolaiv)

Anton Usov, Communications Advisor, European Bank for Reconstruction and Development
(Kyiv)

Oksana Varodi, Projects Development Officer, Agribusiness Department, IFC Private Enterprise
Partnership—Ukraine (Kyiv)

Yuri Mikolaiovich Vasin, Director, Nadra Service leasing company

Alona Voloshina, Ukraine Country Manager, Central and Eastern Europe, IFC (Kyiv)

Anatoliy Ivanovich Vovk, Deputy Head, Ukraine Land Union

Natalia Yalovskaya, Associate Investment Officer, Operations and Portfolio, IFC (Kyiv)

Vladimir Yehorenko, Plant Director, Sandora
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APPENDIX G
DEFINITIONS OF EVALUATION TERMS

Appendix G: Definitions of Evaluation Terms

INVESTMENT

OPERATIONS:

Company: The entity implementing the project and, generally, IFC’s invest-
ment counterpart; for financial markets operations, it refers to the
financial intermediary (or fund manager) as distinct from its portfo-
lio of IFC-financed subproject companies.

Investment: IFC’s financial product(s) in the evaluated operation: loan, guaran-
tee, equity, underwriting commitment, and so on.

Operation: IFC’s objectives, activities, and results in making and administering
its investment.

Project: The company objectives, capital investments, funding program, and

related business activities partially financed by IFC’s investment se-
lected for evaluation.

Example: Through this gperation, IFC provided $55 million for the company’s $100 million cement manu-

facturing expansion pryject in the form of a $20 million A loan, a $30 million B loan from commercial

banks, and a $5 million equity énvestment.

Sponsors: Local investors.

Financial markets projects: All projects in which the company is a financial intermediary or fi-
nancial service company, including agency lines and private equity
investment funds.

Non-financial market projects: All other projects; sometimes referred to as “real sector” projects.
NON-INVESTMENT Adpvisory Services, which could include technical assistance com-
OPERATIONS ponents.

Outcomes: Outcomes refer to implementation of recommendations or advice.
Impacts: Impacts refer to the changes that occurred following the implemen-

tation of recommendations.
Example: A technical assistance operation recommended that the country amend the leasing law to in-
corporate best practice in similar markets in the region. The outcome was that the country amended the
leasing law in accordance with the recommendation. The zzpact was that the leasing industry became at-
tractive to potential sponsors, as evidenced by new companies that were established following the
amendment of the leasing law.
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Endnotes

Executive Summary
1 Unless otherwise noted, all dollar amounts in this document are U.S. dollars.

2The CIS includes Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgyz Republic, Moldova,
Russian Fed-eration, Tajikistan, Turkmenistan, Ukraine, and Uzbekistan.

OCHOBHI IIOAOKEHHA

1 Slkro He 3a3HAYEHO iHAKIIIE, YCI AOAAPOBI BEAYHHH Y IIbOMY AOKYMEHT] ITOAQHO Y AOAAPAX

CLIA..

2 Ao cxaaay xkpain CHA BxoasTs Bipmenis, Asepbatiaxan, biaopycs, I pysia, Kazaxcran, Kupruspka
Pecry6aixa, MoaaoBa, Pociticeka @eaepartis, Tapxuxucran, Typkmenicran, Ykpaina i Y30exknucraH.

Chairman’s Summary: Committee on Development Effectiveness

1'The Ukraine Country Evaluation (CAE) note was prepared by IEG-WB and will be available at
www.ieg.worldbank.org after it is disclosed.

Chapter 1

1'The CIS includes Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgyz Republic, Moldova,
Russian Fed-eration, Tajikistan, Turkmenistan, Ukraine, and Uzbekistan.

2 JFC undertook a total of 45 advisory operations in FY 1993-2004, including 37 operations that
have at least reached early maturity; however, the evaluated sample excludes two Foreign Investment
Advisory Service assignments undertaken in FY 1994 and FY 1998 respectively, because despite best
efforts to locate project information within FIAS, none was available.

3 ECA includes Albania, Armenia, Azerbaijan, Belarus, Bosnia and Herzegovina, Bulgaria, Croatia,
Czech Republic, Estonia, Former Yugoslav Republic of Macedonia, Georgia, Hungary, Kazakhstan,
Kyrgyz Republic, Latvia, Lithuania, Moldova, Montenegro (until 2006 part of Serbia and Montene-
gro), Poland, Russian Federation, Serbia, Slovakia, Slovenia, Tajikistan, Turkey, Turkmenistan,
Ukraine, and Uzbekistan.

+ PEP-ECA’s regional mandate includes the 12 CIS countries, but not those in Central or Southern
Europe; however, because Central Europe lacked a comprehensive program of advisory operations
and Southern Europe was serviced by the Southeast Europe Enterprise Development (SEED) facil-
ity, which used a business concept largely different from PEP-ECA’s, comparative analysis of advi-
sory operations in Ukraine with those in the ECA region beyond PEP-ECA would not yield mean-
ingful conclusions.

5> Before 2006, Operations Evaluation Group (OEG) was the designation for the present IEG-IFC.
Similarly, Operations Evaluation Department (OED) was the previous designation for the present
IEG—World Bank.

Chapter 2
! See also Bondar and Lilje (2002).

2 According to the World Bank’s Doing Business: Creating Jobs (2006), Ukraine ranks 128th of a to-
tal of 175 countries and fifth lowest among ECA countries rated (other than Belarus, Croatia, Tajiki-
stan, and Uzbekistan).

3 As evidenced by 1998-2004 data from the Transparency International Corruption Perception Index
(available at: http:/ /www.transparency.org/ policy_research/surveys_indices/cpi). For example, in
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2004 Ukraine was rated 122nd of 145 countries, although it should be noted that its 2005 ranking
improved to 107th of 158.

4 For the Institutional Investor Country Credit Risk Rating, a country score below 30 is considered
high risk and a score of 30 or higher is considered medium risk.

> See EIU 1996-97, pp. 1415, and the Public Enterprise Reform and Privatization Database, World
Bank.

¢ Furthermore, according to IBRD Development Data Platform data, the 2004 ratio of private sector
participation in infrastructure to GDP in Ukraine was similar to that in Russia, but lower than in
most CIS countries, except Uzbekistan and Tajikistan.

7'The draft Ukraine Country Assistance Evaluation by IEG—World Bank discusses this issue in more
detail.

8 In this regard, IFC’s (2004) evaluation of World Bank assistance to transition economies, referring
to de Melo and others (2001: paragraph 1.14), remarks that “while initial conditions (levels of devel-
opment and resources, macroeconomic distortions, trade interdependence, location, years under cen-
tral planning, and so on) helped explain the rate of economic liberalization and growth, economic
liberalization was the most important factor determining differences in growth between transition
economies. Political reform was in turn the most determinant of the speed and comprehensiveness
of economic liberalization.”

9 These and other macroeconomic data (paragraph 7—14) come from internal World Bank databases.
10 Armenia, Azerbaijan, and Georgia.
11 Kyrgyz Republic, Tajikistan, Turkmenistan, and Uzbekistan.

12 For a substantive discussion of Ukraine’s macroeconomic conditions, please see the Ukraine coun-
try assistance evaluations.

13 Wortld Bank (2000b), paragraphs 5-8 in the executive summary and paragraphs 3.4, 3.12, 3.14,
4.16-4.17,5.1, 5.3, 5.16.

14 As established by IFC for country business environment assessment purposes. A country is con-
sidered high risk if its Institutional Investor Country Credit Risk Rating is below 30, medium risk if
this rating is between 30 and 60, and otherwise low risk.

1> Although the European Investment Bank focuses mainly on infrastructure, EBRD’s target sectors
and strategic priorities in Ukraine are similar to IFC’s with a focus on agribusiness; manufacturing;
property and tourism; banking sector, micro-lending, and non-bank financial institutions; energy; and
infrastructure (EBRD 2005b, as approved by the Board of Directors on May 17, 2005).

Chapter 3
TFY 2006 PEP-ECA data for countries other than Ukraine ate not currently available.

2 Chapter 4 discusses the performance of IFC’s advisory operations in Ukraine and relevant lessons
from experience and IFC’s value added.

3 This excludes $0.8 million in advisory engagements with individual clients, grouped instead under
“individual assighments.”

4 Seventy-one percent of Ukraine’s land area is agricultural, compared with an average of 50 percent
for the rest of ECA and 13 percent for Russia. This is surpassed only by Kazakhstan and Moldova
with 77 percent each. At the same time, Ukraine lacks the extensive natural resources to develop ex-
tractive industries; however, much of Ukraine’s agricultural potential was underexploited in the
1990s. (See World Bank 2000b: paragraphs 1.13 and 4.11-4.12, and EIU (1996-2000).

5 This is largely explained by Ukraine’s population and economy size. In terms of both aid to gross
national income and aid per capita, Ukraine received lower rates of official development assistance
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than many smaller CIS countries, such as Armenia, Georgia, Moldova, or Kyrgyz Republic (Organi-
sation for Economic Cooperation and Development statistics).

¢ Based on interviews with representatives of the Canadian International Development Agency
(CIDA), Department for International Development in the United Kingdom, European Union—
Technical Assistance for the CIS, U.S. Agency for International Development, and Secretariat for
Economic Affairs (Switzerland) in Ukraine. Other sources include the 2005 USAID Ukraine annual
report, EBRD (2005b), CIDA (2001), EIU (1996-20006), and others. Although private sector devel-
opment constitutes the core of IFC’s operations, it is indeed a relatively specialized activity for most
donors, because a large proportion of their funding in Ukraine has been directed toward political, se-
curity, nuclear safety, and humanitarian causes.

7 For the purposes of the review, “cooperation” is defined broadly to include any interaction among
World Bank Group institutions intended to improve the development impact of Bank Group in-
struments by maximizing synergies and reducing duplication and inconsistencies. It includes both
coordination and collaboration. “Coordination” is defined as efforts to integrate the strategies of the
three institutions to accomplish common objectives, such as through division of labor, and does not
necessarily involve interaction on specific interventions. “Collaboration” is defined as interaction
among the three institutions on specific interventions.

8 World Bank (2000a: paragraphs xv, 55, 62, and 67) and World Bank (2003: paragraph iv).

° There is evidence of positive developments in this area: it was agreed on May 10, 2007, that the cur-
rent project manager for PEP business enabling environment in Ukraine would spend 20 percent of
his time to work with IBRD in addition to his duties in PEP-Ukraine. His day-to-day duties include
acting as a focal point for collaboration and exchange of information on business enabling environ-
ment issues, providing support to World Bank Group operations focusing on private sector devel-
opment and business enabling environment, and providing input into the design of IBRD analytical
and advisory products, surveys, lending operations, and others.

10 Latest figure available.

11 It is noteworthy that of the 22 dropped projects, EBRD (the only other significant source of for-
eign private sector funding) subsequently financed only three, suggesting that, although these three
may have been lost by IFC as a result of competition with EBRD, others do not appear to have been
bankable, at least at the time.

12 Besides Ukraine, Central and Eastern Europe includes Armenia, Belarus, Czech Republic, Estonia,
Georgia, Hungary, Latvia, Lithuania, Poland, Russian Federation, Slovakia, and Slovenia. Compared
with ECA, the region excludes 15 countries in Central Asia and Southern Europe, which a different
administrative region manages within IFC.

13 The FY 1994-2000 share of promotion and prospecting costs in total investment-related costs in
Ukraine is even higher at 32 percent, compared with 26 percent in Russia and 22 percent in ECA;
however, a Central and Eastern Europe comparison is not available.

14 Chapter 4 discusses the performance of IFC’s investment operations in Ukraine and relevant les-
sons from experience and IFC’s value added.

15> Furthermore, although EBRD is not barred in its founding documents from investing in European
Union member countries, it faces a diminishing role in such countries. As a result, the recent and on-
going accession of 11 Central European countries to the European Union has raised the pressure for
EBRD to invest in CIS states.

16 This includes both private and public sector commitments; the latter equal about 30 percent of
EBRD’s total committed volume.

17 EBRD?s fiscal year is equivalent to the calendar year, unlike IFC’s (July 1-June 30); thus, the com-
parison between IFC and EBRD fiscal year commitment volumes provides a general indication of
relative volume, but lacks precision year by year, due to the resulting timing difference. For the pur-
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poses of figure 3.3, IFC commitment subtotals were recalculated in a calendar-year format to be di-
rectly comparable with EBRD figures, and regional facility amounts allocated to Ukraine in FY 2005
(two facilities totaling $125 million) were added to IFC Ukraine commitments to parallel EBRD’s
methodology.

18 At the same time, 29 percent of EBRD private sector commitments is represented by working
capital facilities to trading companies and short-term financing against warehouse receipts; IFC was
historically reluctant to engage in this type of transaction, but more recently has successfully under-
taken such projects in Latin America and the Catibbean region, as well as globally.

19 Before the period under review, EBRD undertook two privatization advisory assignments in 1992
totaling €1.8 million.

20 With an average size of about $300,000, EBRD’s technical cooperation projects are smaller than
IFC’s average advisory assignments (25 percent of the overall IFC average). They are, however, 1.8
times larger than IFC’s average investment project—related advisory assignments and much more
numerous than either (254 compared with IFC’s 45 total operations and 12 project-related operations
or 2.5 technical cooperation assignments per EBRD investment project, compared with 0.4 advisory
assignments per IFC investment project).

2l According to a 2006 internal IFC memorandum on technical assistance and advisory services pric-

ing guidelines.

22 Regarding IFC, the importance of maintaining a presence in the country is further supported by
IFC’s cutrent strategic vision and can be achieved within the Global/Local Initiative.

23 This is a simplified compatison, because it expressly ignores the numbers and promotional contri-
bution of Headquartters-based staff in each institution.

Chapter 4

1'The evaluation framework for advisory operations, outlined in detail in appendix B, broadly con-
sists of two groups of ratings: (a) development effectiveness, comprising strategic relevance, project
outputs (immediate), outcomes (short- to medium-term), impacts (long-term), and efficiency and (b)
work quality, comprising IFC role and contribution; IFC work quality at project preparation, supervi-
sion, and implementation; and consultant and/or pattner work quality, if applicable. Like investment
operations, advisory operations are rated on a four-point scale from excellent to unsatisfactory. This
framework is also similar to the current pilot advisory project completion report framework, but also
includes work quality ratings. Ratings for PEP-ECA projects were discussed with project teams and
PEP-ECA management as patt of the PEP-ECA study.

2 Based on partial data. Full statistics are not available.

3 For the majority of these, lackluster performance was a consequence of IFC’s attempts in the late
1990s to use advisory operations to supplement business development efforts and enhance IFC’s de-
gree of comfort with potential investees. Although this tactic was an attempt to mitigate the effects
of a difficult business environment, it did not prove viable and has been discontinued.

*This finding for Ukraine advisory projects differs from that for the 34 projects evaluated for the
PEP-ECA study, in that aggregate project preparation ratings were lower than other work quality rat-
ings (45 percent by number of projects and 54 percent by funding volume). Although the 34 projects
in question include seven projects in Ukraine that were also included in the present study with identi-
cal ratings, differences in the performance of other projects in the two respective samples (non-
Ukraine projects in the PEP-ECA study and non-PEP projects in the Ukraine study) are the reason.

5> This again contrasts with the corresponding PEP-ECA study finding, that is, aggregate project im-
plementation ratings were higher than other work quality ratings for the 34 evaluated projects (85
percent by number of projects and 94 percent by funding volume).

¢ Incomplete documentation often makes the demarcation between officially and de facto dropped
projects difficult.
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7 A number of projects that may appear supply driven were intended to generate demand in areas in
which none had previously existed, such as corporate governance.

8 Sources include various internal reports: final reports to donors for the Small-Scale Privatization
project and the Unfinished Construction Site Divestiture Project (both, U.S. Agency for International
Development), reports for the Mass Privatization Project regional hubs (Crimea, Luhansk, Kharkiv,
Sumy, and Zhytomyr,), interim and final reports to donors for the Land Privatization Project (De-
partment for International Development in the United Kingdom, U.S. Agency for International De-
velopment, CIDA, the Netherlands), and PEP Annual Reports 2001-05.

? Sources include project evaluation reports for the PEP-ECA study, advisory project supetvision re-
ports, project completion reports, and other IFC documents.

10 Sources include advisory project supervision reports, project completion reports, and other internal
IFC documents.

11 It should be noted that, although mature Ukraine projects were fully covered in this evaluation,
evaluated ratings for the rest of ECA and IFC projects are derived from a statistically representative
random sample of IFC approvals evaluated within the annual expanded project supervision report
program.

12 JFC’s project evaluation cycle covers a statistically representative sample of five-year-old approvals
on a rolling basis; thus, evaluation results for comparator ECA and IFC groups are not available for
approvals after FY 2001.

13 For all financial markets approvals evaluated for IFC FY 1994-2001, excluding Ukraine, the pet-
centage of “high-high” outcome ratings by number was 36 percent and the percentage of “low-low”
outcome ratings was 37 percent, whereas work quality was satisfactory or better for 64 percent of the
projects. These figures are lower than the corresponding success rates for evaluated non-financial
markets investments in the same period (outcome ratings of 49 percent and 31 percent respectively),
whose aggregate work quality is the same. The poorer performance of financial markets projects as a
group is influenced to some extent by the poor results of investments in collective investment vehi-
cles (C1V) (when viewed separately, non-CIV financial markets investments have “high-high” and
“low-low” rates of 42 percent and 32 percent respectively). It should also be noted in this context
that financial markets project performance has tended to improve: according to an IEG annual re-
view of evaluation findings in FY 2005, results for more recent (FY 1997-99) financial markets (non-
CIV) approvals are in line with the average for all sectors.

14 For risk profiling analysis, IFC uses the Heritage Foundation Index of Economic Freedom (avail-
able at: http:/ /www.heritage.org/research/features/index/), which tends to be more static than the
IICCRR; as a result, under this methodology, Ukraine is still considered high risk (see appendix D for
details).

15 According to an IEG-IFC annual review.
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