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Overview

This second report of a two-phase evaluation of the World Bank Group’s unprecedented response to the 2008-09
global economic crisis addresses questions raised by the findings of the Phase I evaluation regarding the Bank’s
crisis lending in the financial, fiscal, and social protection areas, and the adequacy of its lending instruments.

Many findings of the Phase I evaluation are reaffirmed in this report: the unprecedented volume of the Bank
Group’s response, especially to International Bank for Reconstruction and Development (IBRD) countries; ac-
celerations in processing efficiency and disbursements; the positive role, in crisis response, of well-established
country dialogue and country knowledge; the greater need to balance country focus with a global strategy
notwithstanding; and the Bank’s comfortable financial position at the start of the crisis, which was a key ele-
ment underpinning its crisis response. Findings regarding the International Finance Corporation (IFC) and
the Multilateral Investment Guarantee Agency (MIGA) have also been reaffirmed: IFC’s largely pro-cyclical
response, available financial capacity notwithstanding; its creative crisis initiatives, sometimes delayed in im-
plementation; and MIGA’s countercyclical support to key financial institutions in Eastern Europe.

At this time of renewed concern for the global economy, a key finding of this Phase II evaluation is that
IBRD now has limited headroom to accommodate further crisis response—were it to become necessary.
In response to a global call for strong countercyclical support, the Bank Group sharply increased financ-
ing, and its lending response was the largest among comparators. This was accomplished almost entirely by
increased use of traditional instruments. The decline in headroom was partly a result of the high volume of
IBRD financing, and also the decline in income following the reduction in loan spreads just before the crisis,
the commitment of transfers to the International Development Association (IDA), and the calibration of
the 2010 IBRD capital increase package to pre-crisis lending levels—strong management of equity income
notwithstanding.

The Independent Evaluation Group (IEG) also found that the World Bank extended support to the majority
of crisis-affected countries, often in the context of broader donor support packages, where the Bank played a
relatively small role. It also found that most new lending in response to the crisis reflected pre-crisis lending
patterns and had a low correlation with the severity of the crisis impact, though it was not thereby necessarily
unjustified. Likely factors leading to this outcome include the role of well-established country dialogue and
country knowledge and the need to stabilize countries of systemic importance or to step in, in the absence of
other lenders.

Looking at specific sectors, IEG found that in financial sector and fiscal management operations, a large num-
ber of crisis operations—identified as those explicitly addressing the crisis and those newly introduced in
country programs, increased in volume, or accelerated in timing following the onset of the crisis—had limited
short-term crisis-response policy content and were based on areas that lent themselves to swift preparation,
often through prior or ongoing engagement. They also lacked significant medium-term reform content, likely
reflecting the difficulties of focusing on this in times of crisis. In crisis-related financial sector loans, although
operations in the most deeply affected countries had relevant policy content and contributed to stabiliza-
tion, loans to less affected countries tended to build incrementally on existing dialogue. In crisis-related fiscal
management operations, policy content did not always bear directly on the crisis, sometimes fell short of solid
medium-term engagement, and generally paid insufficient attention to fiscal space where countercyclical pro-
grams were put in place. Support in social protection was hampered by limited country capacity—knowledge,
data, and pre-existing social protection mechanisms that could be ramped up—to specifically target those
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who were made poor by the crisis. Partly as a result, the bulk of social protection-related Bank support went
to social safety nets targeted to the chronically poor.

Regarding IFC, this Phase II evaluation finds that the Corporation did not achieve an increased volume of in-
vestments as a reflection of a strategic choice to protect its portfolio as well as an overestimation of the prospec-
tive deterioration in portfolio quality. Among its new crisis initiatives, Global Trade Finance and Global Trade
Liquidity Programs were broadly successful, but others had implementation shortcomings. MIGA's financial
guarantees in Europe and Central Asia contributed to stabilizing and restoring confidence, even though they
were limited in scope. MIGA could have further increased the volume of new guarantees in response to the
crisis, in line with other political risk insurers.

Going forward, a clear priority is the preparation of a roadmap for crisis engagement in both severely affected
and less affected countries. This would include a review of the Bank’s overall financial position as well as its
instruments to enable more effective crisis support and help preserve headroom. At IFC, there is a need to re-
assess and refine the methodology for stress testing credit risks and to institutionalize its successful new crisis

X

response platforms.

Context and Evaluation Framework

This evaluation assesses the World Bank Group’s re-
sponse to the global economic crisis. This is the second
phase of a two-phase Independent Evaluation Group
(IEG) evaluation of the World Bank Group response to
the unprecedented global economic crisis of 2008-09. Av-
erage gross domestic product (GDP) growth among Bank
client countries declined from 6 percent in 2005-07 to 1
percent in 2009; GDP growth in the hardest hit regions
of Europe and Central Asia and Latin America and the
Caribbean went from a positive 7 percent in 2005-07 to a
negative 2 percent in 2009. Private credit growth in Bank
client countries went from 9 percent in 2007 to 3 percent
in 2009. Consistent with a global call for strong countercy-
clical support, the Bank’s response, articulated as early as
November 2008 in a paper to the G20 summit and formal-
ized in a Board document on the Bank management’s re-
sponse to the crisis, sought to protect the poorest, stabilize
the financial and private sectors, manage fiscal challenges,
and secure long-term development expenditures, notably
for infrastructure. The Bank announced in 2009 that it
intended to triple IBRD lending, with new commitments
totaling $100 billion over three years.

Financially, the response was unprecedented. Average
new commitments of Bank and IFC combined were $63.7
billion a year in fiscal 2009-10, compared with less than
half that amount each year over the pre-crisis period, 2005-
07 (selected as a comparator, as this represented a period of
relative stability). Of this amount, the bulk ($45.4 billion,
compared with $18.7 billion pre-crisis) represented IBRD
and IFC financing in middle-income countries.

Phase I findings and their discussion helped define the
scope of this Phase II evaluation. The findings of Phase
I have guided the selection of focal areas for Phase II, as
have questions raised in discussions of the Phase I evalu-
ation with key stakeholders, notably the Board of Execu-
tive Directors. Phase I flagged the need to watch results
associated with World Bank Group financial sector, fiscal
management, and social protection support, motivating
the focus of Phase II on these three areas. Similarly, the
adequacy of World Bank Group instruments and terms,
and of IBRD’s capital headroom, featured prominently in
the Board discussion of the Phase I evaluation, motivating
a more in-depth look at these issues in Phase II.

This Phase II evaluation retains traits of a “formative”
evaluation—undertaken as events unfold—though less
so than Phase I. Information on the results (outcomes)
of World Bank Group interventions in support of client
countries is still only partially available. Formal self-as-
sessments and IEG reviews of many of the World Bank
Group financing operations have not yet been conducted.
In these respects, the Phase II evaluation retains some of
the “real-time” characteristics of the Phase I assessment.
At the same time, data on World Bank Group resource al-
location and instruments during the crisis are now defini-
tive. For most Bank client countries, there was substantial
recovery from the crisis by 2010 in terms of GDP growth,
which rebounded to an average of 4 percent. Even in the
severely affected regions of Europe and Central Asia and
Latin America and the Caribbean, the growth rate recov-
ered to 3.6 percent and 3.1 percent, respectively, in 2010.
This said, the latest developments suggest an increased
likelihood of a “double dip” or at least further slowdown.
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Core evaluation questions pertain to the relevance, ef-
ficacy, and efficiency of World Bank Group support. At
the level of the overall World Bank Group response, the
main question about relevance is the following: Was the
increase in Bank Group financial support—relative to a
baseline of pre-crisis lending patterns—related to the ex-
tent to which countries were affected by the crisis? On ef-
ficacy and efficiency, the questions include these: Were the
terms of crisis response financing operations appropriate?
How does this position the Bank Group to respond to fu-
ture crises? At the level of World Bank Group support for
a particular sector or thematic area, such as the financial
sector, fiscal management, or social protection, the key
evaluation question on relevance is the following: Were
the results sought in World Bank Group financing opera-
tions economically beneficial and strategically relevant to
countries, in light of their crisis impact as well as their
contribution to medium-term development? On efficacy,
the main questions include: Did Bank Group operations
in the financial sector achieve the stabilization needs of
financial institutions or help resolve structural issues in
countries’ financial systems? Did fiscal management-relat-
ed operations help create fiscal space for pro-poor spend-
ing or structural reforms to foster fiscal sustainability in
the near term as well as the medium term?

The evaluation takes into account the multidimensional
nature of the crisis and uses data from diverse sources
to assess its impact. Transmission channels ranged from
financial sector stress to trade, exchange market pressure,
fiscal positions, as well as GDP, and measures of stress
based on them were only partially correlated. Armenia,
for example, faced a sharp GDP decline and fiscal deterio-
ration, but little immediate distress in its banking system
or in its financial markets. Poland and Ghana faced pres-
sure on their exchange rates, and Ghana experienced fiscal
stress but little financial sector stress. By contrast, Ukraine
faced stress in multiple areas of the economy.

Indicators used in this evaluation for measuring crisis
impact reflect the principal channels of transmission,
following a now significant literature. These include, for
example, measures of export decline, reserve losses, credit
growth, private consumption, and banking system deposit
losses. High-frequency data for their construction were
drawn from a variety of sources, including International
Monetary Fund (IMF) and Bank data sets, Bloomberg,
Datastream, and the United Nations social development
databases. Data from other international financial institu-
tions (IFIs) were provided directly by the institutions. Data

on social impact or real sector effects are scarce and typi-
cally lagged, though they are used to the extent available.
Extending Phase I, which classified countries into three
bands based on the severity of the crisis impact as mea-
sured by GDP decline, this evaluation uses a continuum of
crisis impact and the wide range of indicators noted above.

Multiple approaches were used in the sector and the-
matic analyses. For the World Bank, these included the
following principal elements: (i) a streamlined review of
the entire lending program with content in the specific
area of focus, based on program or project documentation,
and (ii) in-depth reviews of operations in a purposively
selected (stratified) sample of countries—28 operations in
18 countries for the financial sector and 16 countries and
operations each for fiscal management and social protec-
tion—to ensure coverage of interventions across a spec-
trum of affected countries, in all regions and of all sizes,
with oversampling of Latin America and the Caribbean
and Europe and Central Asia, given the greater frequency
of crisis response operations there. For IFC, all crisis re-
sponse initiatives and investment projects underwritten
as part of these initiatives, as well as Risk Management
and Nonperforming Loan Advisory Services projects in
Europe and Asia, were assessed. In addition, a sample of
50 investments in the financial sector, out of 266 invest-
ments (about 19 percent of the total) was reviewed. The
assessment of MIGA’s interventions is based on reviews
of 17 guarantee projects that fit the criteria of crisis rel-
evance. These in-depth reviews of World Bank Group op-
erations were supplemented by interviews with staff and
in-country stakeholders in up to four countries per sector
where field visits were conducted. The time period for the
evaluation is FY09-10, although sensitivity to alternative
time frames was assessed, and some social protection op-
erations in FY11 were also reviewed. Criteria for defining
crisis lending operations were developed, and a key ele-
ment was a significant departure from envisaged patterns
of lending, as described in the country strategy (Country
Assistance Strategy or Country Partnership Strategy) pri-
or to the crisis.

Overall Response in the Context of the
Broader IFI Response

Like other multilateral development banks (MDBs), the
World Bank sharply increased the volume of financing
it made available in response to the crisis. The Phase II
analysis re-affirms the World Bank Group’s large counter-
cyclical response to the crisis noted in the Phase I analysis,
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especially in terms of IBRD lending volumes. The Bank’s
response was somewhat greater than other MDBs and,
mirroring other MDBs, included increased availability
of fast-disbursing funds. The BanKk’s increase in lending
to middle-income country clients also paralleled actions
in other MDBs, as did the lower concentration of lend-
ing compared to the IMFE, which focused selectively on a
limited number of crisis-affected countries. IFC’s intro-
duction of the Global Trade Finance Program mirrored a
general increase in trade finance initiatives by MDBs. The
relative decline of World Bank Group nonsovereign op-
erations during the crisis also reflected the trend in other
MDBs, except at the European Bank for Reconstruction
and Development (EBRD), where nonsovereign opera-
tions increased.

Much of the new lending in response to the crisis reflect-
ed pre-crisis lending patterns; partly as a result, the al-
location of the financial response had a low correlation
with the severity of the crisis impact. This finding dif-
fers from findings in the Phase I evaluation, which found,
based on the simpler model described above, that lending
allocation was associated with levels of stress. The finding
of a low correlation between lending allocation and crisis
impact remains robust if IBRD is considered separately
from IDA, whose flexibility in allocating resources based
on crisis impacts was more limited.

The low correlation between the allocation of new crisis
lending and the severity of crisis impact does not neces-
sarily imply that Bank Group support to the countries
that received it was unjustified. A credible counterfactual
analysis of what might have happened in specific countries
in the absence of Bank crisis support would be virtually
impossible to establish. Severely stressed countries may
have been seen to be in need of reining in their spending.
Some large borrowers may have been considered systemi-
cally important, and a signal of support may have been
considered important for calming markets. New crisis
lending may also reflect other factors that influence lend-
ing decisions, including country demand, country perfor-
mance, and the engagement of other IFIs. Finally, these
findings reflect lending allocation and crisis impact on an
ex post basis; during the crisis itself, it would likely have
been difficult to discern countries” levels of stress or the
extent and duration of their need for support.

In a comparator group of MDBs, lending increases were
mostly correlated with crisis intensity. These findings
are based on comparisons of the Bank with MDBs having

a similar mandate, that is, excluding the IME which has
a mandate to respond to crises, as well as the European
Union and the European Investment Bank, which focused
on crisis-affected European countries. These results may
in part reflect differences among the Bank and compara-
tor MDBs in lending policies, objective functions, business
models, and possibly greater country 