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THE WORLD BANK 
Washington, DC 20433 

U.S.A. 

Office o f  the President August 3,2004 

MEMORANDUM TO THE EXECUTIVE DIRECTORS 

DISCLOSING IDA COUNTRY PERFORMANCE RATINGS 

The Country Policy and Institutional Assessment (CPIA) ratings and the IDA Country 
Performance (ICP) ratings, which are mainly derived from the CPIA ratings, have evolved over 
time as the key elements o f  the IDA performance-based allocation system. There also has been a 
movement toward greater transparency. In FYOO (the start o f  IDA12), IDA initiated the 
disclosure o f  the relative CPIA and ICP ratings o f  IDA-eligible countries in the form o f  quintiles. 
Management instructed country teams o f  IDA-eligible countries to discuss with each country’s 
authorities their country’s CPIA and ICP ratings and the resulting country IDA allocation, and 
posted on the Bank’s extemal website the quintile-based results for the CPIA, i t s  four clusters, the 
country portfolio, and the ICP rating. The CPIA criteria were also disclosed. This quintile-based 
disclosure i s  now a provision o f  The World Bank Policy on Disclosure of Information, 2002 
(2002 Disclosure Policy). 

Because o f  the importance o f  IDA’S assessment system in the allocation o f  resources, there i s  
considerable interest in it, and growing sentiment in favor o f  i t s  greater transparency and 
disclosure. As discussed in detail in the attached paper, in preparation to broadening disclosure 
Management consulted with country authorities to discuss their concerns over the disclosure o f  
the ratings, assembled an external panel o f  experts to review the CPIA process and methodology, 
and took several steps to strengthen the methodology and process underpinning the ratings. The 
conclusions o f  the Panel’s report and the actions taken thereafter provide, in Management’s view, 
a sound basis to move over the next two years to disclosure o f  the ratings for IDA-eligible 
countries. 

Consistent with the spirit o f  the Bank’s 2002 Disclosure Policy, which significantly expanded the 
information to be made available to the public, and following up on the recommendations in the 
report Additions to IDA Resources: Thirteenth Replenishment, the attached paper proposes 
broadening the disclosure o f  the ratings. This proposal would involve a change to the Bank’s 
disclosure policy, and thus requires approval by the Executive Directors. 

I recommend the Executive Directors approve the public disclosure o f  the numerical CPIA, as the 
IDA Resource Allocation Index, and the ICP ratings for IDA-eligible countries, starting with the 
results o f  the 2005 CPIA exercise. 

I recommend the Executive Directors approve the public disclosure of  this paper. 

James D. Wolfensohn 
President 

by 
Shengman Zhang 
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DISCLOSING IDA COUNTRY PERFORMANCE RATINGS 

1. The Country Policy and Institutional Assessment (CPIA) ratings and the IDA Country 
Performance (ICP) ratings, which are mainly derived from the CPIA ratings, have evolved over 
the past decades as key elements o f  the IDA performance-based allocation (PBA) system.‘ 
Because o f  the importance o f  IDA’S assessment system in the allocation o f  resources, there i s  
considerable interest in i t  and growing sentiment in favor o f  its greater transparency and 
disclosure. Since 2000, IDA has been disclosing the relative CPIA ratings for countries eligible 
for IDA financing, classified in a quintile format.* Consistent wi th  the spirit o f  the Bank’s 2002 
Disclosure Policy, which significantly expanded the information to be made available to the 
public, and following up on the recommendations in Additions to IDA Resources: Thirteenth 
Replenishment, this paper presents for Executive Directors’ consideration a proposal for 
broadening the disclosure o f  the IDA country performance ratings and its components, 
specifically the CPIA ratings. 

A. Background 

2. The Bank initiated country assessments in the late 1970s to help guide the allocation o f  
lending resources. The methodology has evolved over time, reflecting lessons leamed and 
mirroring the evolution o f t he d evelopment p aradigm. T oday, t h e  C PIA ratings a re p repared 
annually and cover 136 countries. The ratings consist o f  20 equally weighted criteria 
representing the different poIicy and institutional dimensions o f  an effective poverty reduction 
and growth strategy. The ratings are used in the IDA allocation process and several other 
corporate activities, and have recently been used in the Global Monitoring Report3 (without 
disclosing results for individual countries). 

3. CPZA Ratings. The objective o f  the CPIA i s  to assess the quality o f  a country’s policy 
and institutional framework to foster sustainable growth, poverty reduction, and the effective use 
o f  development assistance. This is an inherently challenging task. The ratings should depend on 
actual policies, rather than intentions, and should depend on the level o f  performance rather than 
changes from the previous year. The criteria are focused on policies and institutional 
arrangements, the key elements that are within the country’s control, rather than on actual 
outcomes (for example, growth rates) that are influenced by elements outside the country’s 
control. Good policies and institutions are expected to lead, over time, to higher growth and 
poverty reduction, notwithstanding possible yearly fluctuations due to external factors. 

4. CPIA Criteria. The 20 equally weighted CPIA criteria are grouped in four clusters: 
Economic Management, Structural Policies, Policies for Social Inclusion and Equity, and Public 
Sector Management and Institutions. For each of the 20 criteria, countries are rated on a scale o f  

’ For arecent description o f  the CPIA and ICP ratings, see Annex 1 o f  Additions to I D A  Resources: Thirteenth Replenishment 
(IDA/SecM2002-488), September 17, 2002, at h~://siteresources.worIdbank.ore/ID~esources/FinaltextIDA13Re~ort.~df 
See Country Assessments and IDA Allocations, November 2000, posted at httD:/Jwww.worldbank.ore/iddidalloc.htm. 
See Global Monitoring Report 2004: Policies and Actions for Achieving the MDGs and Related Outcomes. 



2 

1 ( low) t o  6 (high), a n d  these ratings are averaged t o  yield a composite c ountry rat ing. T he 
ratings reflect a variety o f  indicators, observations, and judgments based o n  country knowledge 
originated in the Bank, through analytic work  or  pol icy dialogue, or based on work done by 
partners and relevant publ ic ly available indicators. 

5 .  CPIA and IDA Allocation. IDA resources are allocated in per capita terms on the basis 
o f  the country’s ICP rating and, to a lesser extent, GNI per capita. The ICP i s  obtained by 
calculating a weighted average o f  the C P I A  (80 percent) and the port fo l io rating in the Bank’s 
Annual Report on Portfolio Performance (ARPP) (20 percent), and then multiplying this 
weighted average by the govemance f a ~ t o r . ~  Use o f  the ICP rating ensures that good performers 
receive, in per capita terms, a higher share o f  IDA’s available resources. 

6. Disclosure Practice. In FYOO (the start o f  IDA l2 ) ,  IDA began disclosing, in a quintile 
format, the CPIA and ICP relative ratings for  IDA-el igible countries. Management (a) instructed 
country teams o f  IDA-el ig ib le countries to discuss with each country’s authorities their country’s 
CPIA and ICP ratings and the resulting country IDA allocation, and (b) posted o n  the external 
website the quintile-based rating results for the CPIA, its four clusters, the country portfolio, and 
the ICP rat ing (see IDA’s external web page for the 2003 CPIA quintile rating?). Disclosure o f  
the relative CPIA ratings, classified by quintile, o f  IDA-el igible countries i s  n o w  covered under 
the Bank’s 2002 Disclosure Policy.6 Thus, whi le the methodology o f  the PBA system i s  in the 
public domain, the detailed CPIA and ICP numerical ratings for individual countries are 
available on l y  to  World Bank staff. 

7.  IDA13 and Disclosure. During the I D A 1 3  replenishment discussions the issue o f  further 
disclosure o f  IDA country ratings for IDA-on ly  and blend countries was discussed. According to 
the IDA1 3 Replenishment Report, 

... disclosure o f  the rating system would al low i t  to benefit from open scrutiny and to 
serve as a diagnostic tool  for strengthening development partnerships. Deputies agreed 
that sharing ratings with client countries was an important step and recommended that 
IDA explore ways to share ratings with other partners with the goal o f  publ ic disclosure 
o f t  hese r atings. D eputies a sked M anagement t o  report o n readiness o f t he system for 
publ ic disclosure and the timing of publ ic disclosure o f  indiv idual  country ratings at the 
IDA13 Mid -Tenn  Review. ’ 

Following-up on this recommendation, Management has engaged the Board  and IDA clients in a 
series o f  discussions on disclosure o f  the ratings for IDA-el igible countries to address concerns 

The special treatment o f  govemance in the allocation system i s  under review. At this time, the govemance factor i s  derived 
from the average rating for seven governance criteria that are part o f  the IDA’s performance-based allocation system. The 
seven c riteria i nclude the s ix g ovemance-related C PIA criteria (#4 and #16-20) p Ius the procurement practices c riterion 
included in the ARPP rating. The governance factor i s  calculated by dividing the average rating o f  these seven criteria by 
3.5 (the midpoint of the 1-6 rating scale) and applying an exponent o f  1.5 to this ratio. 
See ht~://siteresources.worldbank.or~/l DA/Resources/Quintiles2003CPIA.~df. 
See The World Bank Policy on Disclosure of Information, 2002, para. 46. 
See Additions to IDA Resources: Thirteenth Replenishment, op. cit., para. 18. The Mid-Term Review took place November ’ 
4-5, 2003. 
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over disclosure, and it has taken several steps to strengthen the methodology and process 
underpinning the ratings to ensure their robustness. 

8. Ratings of Other Multilateral Development Banks. Although Bank staff have 
periodically discussed the ratings methodology wi th  their counterparts in other multilateral 
development banks (MDBs) and in bilateral agencies, the absence o f  disclosure has limited the 
scope o f  these exchanges. A number o f  M D B s  prepare country policy ratings: for example, 
those o f  the African Development Bank (ADB) and Asian Development Bank (AsDB) contain 
metrics similar to the World Bank’s CPIA. Other MDBs prepare ratings that focus on specific 
dimensions o f  policies and institutions: for example, the European Bank for Reconstruction and 
Development (EBRD) prepares transition indicators that focus on governance and the transition 
to a market-based economy. Among the other MDBs, only EBRD discloses at this time i t s  
performance indicators (the EBRD transition indicators). 

B. Addressing Dissemination and Robustness Concerns 

9. Two broad sets o f  concerns were expressed in the context o f  Board discussions on the 
disclosure o f  CPIA ratings. One was that the overall methodology and process used to determine 
the CPIA ratings, and more broadly the IDA allocation process, was not well understood by IDA 
countries. Prior to broadening the disclosure o f  the ratings i t  was considered important to 
enhance countries’ understanding o f  the process and methodology underpinning the ratings and 
the IDA allocation system, and to discuss with country authorities the possible implications o f  
disclosure o f  the ratings. A second set o f  concerns covered the issue o f  robustness o f  the ratings. 
These included the degree o f  robustness o f  the methodology, the role o f  judgment in the 
determination o f  the ratings in contrast to an approach more directly based on  quantitative 
indicators, the complexity o f  the criteria, the lack o f  consensus among development practitioners 
o f  the relative importance for growth and poverty reduction o f  the different dimensions that the 
criteria attempt to capture, and the possible effects o f  disclosure o f  less than robust ratings on 
foreign direct investment and other financial flows to some countries. Several Executive 
Directors recommended that an independent Panel be convened, to be composed o f  both 
academic and government officials drawn from developed and developing countries, to conduct 
a review o f  the methodology and process o f  the CPIA and to advise on any possible 
improvements. T o address these concerns the Bank consulted with b orrowing c ountries, and 
thereafter assembled an independent Panel to review the robustness o f  the CPIA methodology 
and process and to advise on any possible improvements. 

I O .  Client Consultations. In the second ha l f  o f  2003, the Bank organized a set o f  workshops 
for IDA countries covering the CPIA methodology, IDA allocation process, and disclosure. 
These workshops were intended to complement the discussions on the CPIA ratings and IDA 
allocation that country directors have held with their country counterparts since 2000. The 
workshops were held in Dubai during the Annual Meetings, in Addis Ababa and Dakar in 
October 2003, and in Ouagadougou in November 2003.’ A t  the workshops, participants noted 

* The meetings took place on October 9-10, 2003, in Addis Ababa; October 15-16, 2003, in Dakar; and November 4-5, 2003, 
in Ouagadougou. 
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that IDA’S PBA system i s  a valuable mechanism for effective use o f  scarce external f inance. 
They  recommended that the B a n k  b e  more proactive in disseminating information about the 
performance-based allocation system, a n d  increase country awareness o f  the objectives o f  the 
process and how i t  i s  conducted. They  indicated that at the in i t ia l  stages o f  the ratings process, 
the Bank’s ongoing po l i cy  dialogue with the authorities should include a discussion o f  CPIA- 
related topics. Participants also noted that greater transparency o f  the CPIA and PBA processes 
cou ld  increase the robustness o f  the system, and they generally supported increased transparency 
but cautioned against moving too rapidly in changing current disclosure practices. Some felt  that 
increased disclosure cou ld  hurt countries by, for example, sending negative signals to other 
partners and private markets. Participants also suggested that disclosure o f  the ratings should b e  
preceded by a discussion with the country, providing an  opportunity for the government to 
comment on the ratings. 

11. During the workshops it became clear that 
the depth o f  past discussions o f  the ratings he ld  by country directors/managers with country 
authorities had been uneven across countries. To enhance transparency and increase ownership, 
th is engagement needs to b e  m o r e  extensive and consistent; and i t  i s  essential to ensure that a l l  
the countries are adequately covered. In December 2003, country directordmanagers were 
provided with the f ina l  results o f  the 2003 CPLA exercise for  a l l  IDA-e l ig ib le  countries. They  
were instructed to  discuss these results in detail with country authorities and report back o n  any  
issues. The feedback received covered many o f  the issues highl ighted in the country workshops. 
They  included the importance o f  an  earlier country involvement in the ratings process, the 
desirabil ity of a more comprehensive informat ion on the ratings system, the need to incorporate 
the most up-to-date informat ion in the assessments, and the importance o f  the benefits o f  
harmonizing the indicators used by the different mult i lateral institutions. 

Follow-up on Discussions ofthe Ratings. 

12. The CPIA Panel. In early 2004, Management assembled a n  independent Panel to rev iew 
the ratings and m e t h o d ~ l o g y . ~  T h e  Panel’s Terms o f  Reference, w h i c h  benefited from comments 
received f rom the Executive Directors, were issued on February 10,2004.10 The Panel m e t  at the 
Bank’s headquarters in Washington, D.C., during February 17 and 18,2004, and i t s  f inal  report 
was submitted o n  April 12,2004. 

13. Panel Conclusions. The  Panel’s conclusions were reassuring: they concluded that the 
CPIA criteria focus on the right set o f  issues and produce robust results. However, the Panel also 
found unnecessary overlap in some o f  the criteria, and out l ined actions to address some 
methodological and process issues. The Panel broadly supported the practice of determining the 

The Panel comprised Dr. Isher J. Ahluwalia, Visiting P rofessor, School o f  Public Affairs, University o f  Maryland; Dr. 
Mario I. Blejer, Director o f  the Center for Central Banking Studies and Adviser to the Governor o f  the Bank of  England; Dr. 
Willem Buiter, Chief Economist and Special Counselor to the President, European Bank for Reconstruction and 
Development; Dr. Susan M. Collins, Senior Fellow, Economic Studies, The Brookings Institution; Dr. Najib Harabi, 
Professor o f  Economics, Solothum University of  Applied Sciences, Northwestern Switzerland; Dr. Jannes Hutagalung, 
Deputy Minister for International Economic Cooperation, Indonesia; Dr. Harris M. Mule, Executive Director, Tims 
Limited; Dr. John Williamson, Senior Fellow, Institute for International Economics (Chairman); Dr. Kerfalla Yansane, Lead 
Consultant, African Peer Review Secretariat, NEPAD Secretariat. 
Panel of Experts Review of Country Policy and Institutional Assessments (CPIA) - Revised Terms of Reference (OM2004- 
0003/2), February 10,2004. 

‘O  



5 

ratings o n  implemented pol icy actions rather than intended actions. The Panel also underscored 
that although available outside indicators could help guide the ratings, the Bank s taf fs  
professional judgment o f  country performance against the criteria will need to continue to p lay 
the k e y  role. The Panel strongly favored disclosure o f  the ratings for  IDA-el ig ib le countries and 
suggested s ome steps t o b e t aken p r i o r  t o  disclosure t o  enhance t h e  ratings' robustness. T he 
Panel recommendations are summarized in B o x  1. 

C. Key Changes Introduced in the CPIA 

14. Management found the Panel's report and recommendations highly valuable, and 
initiated a process o f  revision o f  the C P I A  methodology involv ing the Regions, Networks, and 
Central Departments that specifically addressed the Panel's recommendations. These 
recommendations together with Management follow-up actions were discussed with Executive 
Directors at an informal Board meeting o n  June 29,2004." A detailed description o f  the changes 
made in the CPIA i s  contained in Annex A. 

15. Content. The CPIA  revisions included deleting some o f  the criteria and combining and 
streamlining others. The result i s  a simplification o f  the criteria, and a reduction in overlap that 
had crept up during the periodic revisions o f  the CPIA. The levels 1 and 6 o f  the rating scale 
were expl ici t ly defined in a manner consistent with the 2-5 levels. The results o f  the statistical 
analysis recommended by the Panel corroborated earlier findings that informed the choice o f  the 
weights o f  the existing C P I A  (see Annex B). The overall conclusion was that the overall CPIA 
country scores are highly correlated with those obtained from indices that aggregate the ratings 
for the different criteria using statistically derived weights. The current CPIA  weighting 
procedure has the added advantage o f  simplici ty and transparency. Going forward, the CPIA 
will attach equal weights to each o f  i ts four clusters, a procedure that i s  broadly in l ine with the 
current approach. To al low for these revisions to be completed and tested, the inception o f  the 
2004 CPIA  exercise was postponed from April to  September 2004. Implementing the 2004 
exercise under the revised methodology wil l also offer an early opportunity to  fine-tune the 
system and address any issues that m a y  emerge. 

16. Client Involvement. Client involvement in the CPIA process should be  an integral part 
o f  the ongoing pol icy dialogue between the Bank and the country. An early discussion o f  the 
Bank's views on country progress in addressing the issues identi f ied during the discussion o f  the 
previous CPIA results could help ident i fy areas where the assessments o f  the Bank and the 
country might differ, providing the authorities with an opportunity to  comment o n  the Bank's 
views. The clear identification o f  areas where country performance i s  perceived to be relatively 
weak wou ld  help the country and the Bank to discuss options to address the identified issues and 
develop possible avenues for Bank assistance in tackling those issues. Fully integrating these 
discussions into the pol icy dialogue wou ld  complement the present ex-post discussions o f  
countryratings. 

" Countty Policy and Institutional Assessments: An External Panel Review - Panel Recommendations and Management 
Follow-up, (SecM2004-0304), June 15,2004. 
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Box 1. Summary of  Panel Recommendations 
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Simplification. 
recommended maintaining the present four clusters, but rationalizing their content to reduce overlap. 

Weighting. The panel recommended that the Bank carry out analytic work necessary to inform the choice o f  weights. 

Rating Scale. The Panel recommended that the rating scale be extended, allowing for the assignment of ratings of 1 and 1.5, 
and 5.5 and 6 to extremely weak or extremely strong performers, respectively. 

The Panel concluded that there were some overlapping criteria in the CPIA questionnaire. The Panel 

Client Involvement. The Panel recommended a stronger involvement o f  country authorities in the CPIA process, to allow 
authorities an opportunity at an early stage o f  the process to comment on the Bank’s assessment of the country’s performance, 
highlighting potentially divergent assessments o f  the Bank and the authorities. This exchange o f  views should be part o f  an 
ongoing policy dialogue. Noting the potential risks to the integrity o f  the system, the panel strongly emphasized the need to 
ensure that such discussions be seen as part o f  a process o f  consultation, not a negotiation. 

Stafffncentives. The Panel felt that providing inputs for the CPIA should be given due importance in the incentive structure 
for staff, so that due diligence can be ensured and that accountability i s  present even where subjective assessments are 
inescapable. 

Benchmarking. The Panel agreed that the benchmarking phase o f  the CPIA exercise i s  an important step to guide the 
remainder o f  the process, and it recommended that the Bank be more proactive in explaining to clients and other stakeholders 
the purpose o f  the benchmarking phase and how and why benchmark countries are selected. 

Revisions ofrhe Criteria. For the sake o f  continuity and comparability, the Panel felt that it was important not to revise the 
criteria too frequently. Thus, the Panel suggested that major changes to the clusters be made only within a longer cycle 
recognizing that minor adjustments in the questionnaire (for the sake o f  clarification, rationalization, etc.) may be necessary in 
the interim. 

Advisory Committee. The Panel recommended that an independent standing committee be established to undertake a formal 
review of the CPIA methodology and process every three years. 

Budget. The Panel recommended that the CPIA exercise be explicitly and fully funded. 

Frequency. Given that CPIA ratings are used annually as an input to the IDA allocation process, the pane1 recommended the 
continuation of an annual exercise for IDA-eligible borrowers, but suggested the consideration o f  a longer cycle for IBRD 
countries. 

Disclosure. The panel fel t  strongly that full disclosure of  the CPIA ratings would be beneficial for rated countries, for the 
Bank, and for other stakeholders (e.g., bilateral and multilateral institutions, researchers, and interested groups in donor and 
borrowing countries). Information sharing and outside scrutiny will likely contribute to the further improvement o f  the CPIA 
over time. The panel suggested that the Bank continue disclosing the ratings in quintile groups for the time being, and that the 
proposed enhancements in the system be incorporated in time to disclose the numerical ratings of  the 2005 CPIA exercise for 
IDA-eligible borrowers. 

Harmonization. The panel recommended that as the Bank moves toward disclosure, it should work with other multilateral 
development banks with the objective o f  harmonizing the institutions’ respective rating systems, thus reducing the burden of 
the exercise on countries. 

Governance Factor. Although recognizing the importance o f  governance to development and to the efficient and effective use 
o f  public resources, the panel concluded that the current implicit weight o f  approximately two-thirds given to governance in the 
IDA allocation process (mainly through the governance factor) i s  excessive. The Panel recognized that this i s  an issue related 
to the IDA allocation process rather than to the CPIA. 
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17. Accountability Issues. Management views client involvement in the CPIA process as an 
important component o f  the pol icy  dialogue between the Bank and the country. As noted by the 
Panel, a broader consultative process could pose risks for the integri ty o f  the system. However, 
Management is committed to  prevent any dilution o f  accountability for  the ratings. That 
accountability lies squarely with Bank staff. In its guidance to  staff Management wi l l  reiterate 
that the CPIA ratings represent the Bank’s staff professional assessment o f  country policies and 
institutions against given criteria, and i t  will make clear that country discussions should be seen 
as consultations not negotiations. Existing checks and balances are being strengthened to  ensure 
the adequacy o f  the internal review process o f  the ratings. 

18. Advisory Committee. T o facilitate the comparability o f  the ratings over t ime and the 
pol icy  dialogue, major changes to the criteria wil l be made o n  a longer cycle than before. This 
will not preclude minor adjustments in the questionnaire (for the sake o f  clarification, 
simplification, and so forth) within that time period. Periodic reviews (for example, every three 
years) o f  the CPIA wil l be  undertaken by an advisory committee composed o f  experts f rom 
developing and non-developing countries, wi th  pol icymaking andor  academic backgrounds. 
This technical committee, whose composition would change over time, wou ld  review the CPIA 
methodology, procedure, and quality o f  the ratings in general, and i t  would report to 
Management o n  i t s  findings. 

19. Incentive Issues. T o  underscore the importance of  the exercise for  the Bank and i ts 
clients, Management will issue a guidance note to staff before the start o f  the 2004 C P I A  
exercise underscoring the need to adequately recognize staff contributions to  the CPIA  exercise 
in their work program and in performance evaluations, and the importance o f  client involvement 
in the C P I A  process as part o f  a continuing pol icy dialogue. T o  further signal the importance 
attached to this work, the CPLA will be explicitly funded, starting with the 2004 exercise. 

20. Frequency and Coverage. The CPIA ratings are used annually as an input to the IDA 
allocation process, and therefore the exercise needs to be  conducted annually for IDA-el ig ib le 
countries. One option raised by the Panel was to undertake the exercise for  non-IDA eligible 
countries over a longer cycle. A Bankwide consultation process indicated strong support for  the 
continuation o f  annual exercises for  a l l  countries. I t  was pointed out that the CPIA provides a 
synthetic diagnostic tool  for  Regions to  track country po l icy  and institutional performance and to 
guide the formulation o f  lending and nonlending programs. Fol lowing the consultation with 
Regions, Networks, and Central Departments it was decided to  continue to conduct the CPIA 
exercise annually for a l l  countries. 

D. Near-Term Road Map 

21. The Bank’s objective i s  to increase the transparency o f  the CPIA process while ensuring 
an adequate degree o f  ownership o n  the part o f  client countries. Disclosure o f  country ratings i s  
an important and sensitive issue for many stakeholders. IDA wil l  continue to  work closely with 
borrowers to increase their understanding o f  the IDA performance-based lending methodology 
and process and achieve broader country ownership. 



22. The Bank intends to adapt a more proactive dissemination approach 
regarding the performance-based system and the CPIA. In parallel to the 2004 exercise, 
Management will step up ongoing efforts to broaden the dissemination o f  the methodology and 
process underpinning the CPIA, including holding workshops with country representatives to 
discuss the revised system. Management wil l also ensure that Bank staff adequately discuss the 
assessments with country authorities as part o f  the ongoing policy dialogue between the Bank 
and the country. Before the ratings are disclosed the Bank will post on its external website a 
comprehensive set o f  materials discussing the CPIA in a non-technical manner. 

DiscZosure. 

23. 
on disclosure would imply that: 

Coverage and Designation. The approval by the Board o f  the Management’s proposal 

Starting with the results o f  the 2005 CPIA exercise, the numerical CPIA scores for all 
criteria, and the ICP ratings will be disclosed for the IDA-eligible countries. 

To underscore the role played by the CPIA in the IDA allocation process, the 
disclosed scores for the IDA-eligible countries could be designated as the IDA 
Resource Allocation Index in al l  external discussions and correspondence. 

In accordance with current practice, following country consultations the information 
would be placed on the IDA external website (where the quintile-based information i s  
already available). The ratings information would also be included in the annual IDA 
Performance-Based Allocation Report to the Executive Directors. 

To clearly establish accountability, disclosure will be accompanied by a statement 
indicating that the ratings are the product o f  staff judgment and do not necessarily 
reflect the views o f  the Board o f  Executive Directors or the countries they represent. 

24. Fine-tuning the System. The implementation o f  the 2004 CPIA should provide a basis 
to fine-tune the system if such need arises. Throughout, the Bank will continue to work on 
improving the set o f  indicators used, strengthening the role o f  the Networks in the CPIA process 
and ensuring that the assessment work i s  adequately resourced. Close contact with other MDBs 
will be maintained to share information and experiences about methodologies and processes. 

25. Monitoring Disclosure. Going forward, the Bank intends to continue to improve the 
already existing checks and balances that ensure the integrity of the system, prevent undue 
effects on clients, and mitigate reputational r isks for the Bank. Disclosure o f  the CPIA scores 
for the IDA eligible countries (designated as the IDA Resource Allocation scores) may create 
pressures fi-om some IDA borrowers for changes in their ratings, and questions may also arise 
regarding the ratings o f  countries where governance weaknesses have been broadly publicized. 
Public scrutiny i s  expected to enhance the robustness o f  IDA’S assessment system, and it wi l l  
place an onus on IDA to continue to enhance the objectivity and robustness o f  its assessments. 
These assessments will be compared against judgments from other publicly available sources and 
could affect perceptions about borrowing member countries. Management intends to monitor 
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closely the impact o f  disclosure o f  the ratings through country offices and External Affairs, so as 
to address rapidly any issues emerging from misinterpretation o f  the ratings. 

26. Going Forward. The fol lowing steps reflect the above considerations. 

2004 CPIA timetable. To allow the incorporation o f  the revisions suggested by the 
Panel, the 2004 CPIA exercise will start in September 2004 and i s  expected to  finish 
in February 2005. 

Guidance to stafi P r ior  t o t h e  s tart o f t he 2 004 e xercise, M anagement w ill i ssue 
guidance to  staff that will underscore the importance o f  the exercise and o f  
maintaining client involvement, that will outline the steps taken to  strengthen the 
exercises checks and balances, and that will expl ici t ly establish roles and 
accountabilities. 

Dissemination Activities. Outreach activities wil l include the fol lowing: 

0 

0 

a. A set o f  dissemination materials discussing the CPIA in a non-technical 
manner, will be prepared and posted o n  the extemal website. 

b. Workshops to discuss with country authorities the IDA allocation process and 
the role played by the CPIA, disseminate the changes introduced in the CPIA 
with respect to the methodology and process, and discuss concerns countries 
m a y  have about the system. 

c. A workshop to update IDA deputies on the recent changes introduced system 
i s  under consideration. 

0 Harmonization A ctivities. Bank staf f  will continue to share with counterparts in 
other institutions their experiences in implementing the performance-based system. In 
January 2005, the A s D B  i s  planning to  host a technical workshop to  further explore 
opportunities for  harmonization o f  the MDB’s performance-based allocation systems. 
Participants are expected to include the AsDB, the AfDB, the World Bank  and other 
interested agencies. The workshop findings will be  summarized in a report for the 
High-Level Meet ing o f  the Heads o f  the M D B s  scheduled for M a r c h  2005. 

Stocktaking ofthe 2004 Experience. Fol lowing the completion o f  the 2004 exercise 
a br ie f  stocktaking will be undertaken to  dist i l l  the key  features o f  the exercise. The 
results o f  the stocktaking will i n fo rm any fine-tuning o f  the CPIA to be  carried out 
before the 2005 exercise. Any major emerging lessons could b e  the subject o f  a 
technical Board briefing in the spring o f  2005. 

2005 CPIA Timetable. Management i s  concemed with the amount o f  t ime taken to 
conduct the CPIA exercise and intends to  explore ways to reduce it. Af ter  taking into 
account the 2004 experience with starting the exercise in early September, 
Management will set the 2005 timetable. 

0 
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E. Recommendations 

27. Given the importance o f  IDA’S assessment system in the allocation o f  IDA resources, 
there i s  considerable interest in the CPlA and growing sentiment in favor of greater transparency, 
and consequently, in favor o f  disclosure o f  the ratings. In Management’s view, the Panel report 
and the associated actions taken provide a sound basis to move over the next two years to 
disclosure o f  the ratings for IDA-eligible countries. Disclosure of the ratings involves a change 
to the Bank’s disclosure policy (para. 46), and thus requires approval by Executive Directors. 
Management recommends that: 

0 Executive Directors approve the public disclosure o f  the numerical CPIA, as the IDA 
Resource Allocation Index, and the ICP ratings for IDA-eligible countries, starting wi th  
the results o f  the 2005 CPIA exercise. 



ANNEX A 

CPIA PROCESS AM) METHODOLOGY 

1. The W o r l d  Bank’s Country Pol icy and Institutional Assessment (CPIA) evaluates the 
quality o f  a country’s pol icy and institutional framework. In 2004, the Bank assembled a panel 
o f  e xperts t o r eview the  C PIA r atings a n d  m ethodology. ‘ T h is  A nnex d escribes i n d etail t he  
major changes introduced to address the methodological and process issues identified by the 
Panel. Section I provides a br ie f  background o n  the changes introduced in the CPIA cri teria 
pr ior  to the 2004 revisions. Section I1 outlines the key  steps in the process used to determine the 
C P I A  ratings, focusing particularly o n  the benchmarking phase. Section I11 describes the major 
content changes.introduced in the criteria for  the 2004 exercise. Section IV focuses o n  the 
disclosure a n d  h armonization i ssues. A s ummary o f t  he actions t aken t o address t h e  P anel’s 
concerns i s  presented in Table Al .  

I. BACKGROUND 

2. The Bank initiated country assessments in the late 1970s to  help guide the allocation o f  
IDA 1 ending r esources. T oday, the C PIA r atings are p repared annually and c onsist o f s et o f 
criteria representing the different po l icy  and institutional dimensions o f  an effective poverty 
reduction and g rowth  strategy. The criteria evolved over time, ref lect ing lessons leamed a n d  
mirror ing t h e  e volut ion o f t  he d evelopment p aradigm. In 1 998, t h e  criteria underpinning t h e  
country assessments (then called the Country Performance Ratings) were substantially revised: 
coverage was expanded t o include governance and social policies, the number o f  criteria was 
raised to 20 (where i t  remains), and the ratings scale was changed f r o m  1 to 5 to 1 to 6. To 
underscore the need to strengthen the comparability specifically across Regions, the ratings 
process was revised with the introduction o f  the benchmarking step. To reflect i ts broader 
coverage the designation o f  this analytic too l  was changed to Country Pol icy and -Institutional 
Assessment. 

3. 2001 Revisions. In 2000, the Bank established a working group that thoroughly reviewed 
the CPIA criteria. This review benefited from the conclusions o f  an Operations and Evaluation 
Department (OED) report prepared in the context o f  an evaluation o f  the implementation o f  the 
IDAl 0- 12 replenishment agreements.* OED’s review recommended strengthening the CPLA by 
establishing a written record for  each country to provide the rationale for each rating, by 
improving the design o f  the rating system, and by expanding disclosure. Several changes were 
introduced in the CPIA prior to the 2001 exercise as a result o f  both the OED and the working 
group reviews. These changes included establishing a writ ten record, providing detailed 
guidance for criteria with several subcomponents, broadening o f  the set o f  benchmark countries, 
revising the content o f  the criteria, and defining the rating levels 2 to 5 (previously only the 2 and 
5 rat ing levels were fully defined). These changes in the CPIA  process and methodology were 
discussed with the Board’s Committee o n  Development Effectiveness (CODE) in July 2001. 

‘ 
’ 

Panel of Experts Review of County Policy and Institutional Assessments (CPIA) - Revised Terms of Reference (OM2004- 
0003/2), February 10,2004. 
OED IDA Review: Review of the Performance-Based Allocation System, I D A l  0-12, (CODE200 1-001 2), February 15,200 1. 
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11. CPIA PROCESS AND THE BENCHMARKING PHASE 

4. The CPIA assesses the quality o f  a country’s policy and institutional framework. Quality 
i s  defined as the extent to which that framework supports sustainable growth and poverty 
reduction. The ratings are determined by policy actions and implementation rather than by 
promises or intentions. O f  course, situations can be envisioned where a step such as passage o f  
specific legislation can represent a breakthrough that merits consideration in the ratings. 
However, as underscored by the Panel, the manner in which such actions are factored into the 
ratings should be carefully assessed, because the impact o f  the legislation depends on i t s  
implementation. In the context o f  a framework for growth and poverty reduction, policies and 
institutions can be seen as “inputs’-as elements that are essentially under the country’s control. 
In most cases, however, the available evidence used in the CPIA process (e.g., macroeconomic 
data and social indicators) refers to “outcomes” that can be affected by external factors beyond 
the country’s influence. Although such indicators can help guide the determination o f  the ratings 
and can play a u s e h l  role in ranking countries, in the view of the Panel the professional 
judgment by staff o f  country performanFe against the CPIA criteria would need to continue to be 
the central determinant o f  the ratings. The depth o f  staff knowledge o f  the country represents a 
major source o f  strength o f  the CPIA exercise, and underscores the importance o f  adequate 
incentive mechanisms to keep such knowledge up to date and to adequately reflect i t in the 
assessments. 

5 .  Ratings Process. In parallel wi th periodic reviews o f  CPIA methodology, the internal 
Bank process that determines the ratings has also evolved over time. The objective has been to 
enhance the robustness o f  the ratings by strengthening the internal checks and balances so as to 
ensure the consistency o f  the ratings across countries. The CPIA ratings are prepared by country 
teams and are then subjected t o  a “checks and balances” process o f institutional review, first 
within each Region and then by the Network anchors and Central Departments, to secure 
consistency o f  country ratings within and across Regions. The ratings process has two key 
phases. The first i s  the benchmarking phase, in which a small, representative sample o f  countries 
i s  rated. In the second phase, the remaining countries are rated using benchmark countries 
ratings as guideposts. 

6. Benchmarking Phase. The objective o f  the benchmarking phase i s  to help ensure that, 
on the basis o f  the criteria, the ratings are set at the right level and are consistent across countries 
and Regions. Countries from the six operational Bank Regions are included in the benchmarking 
phase, and are selected in consultation wi th  Regions, Networks, and Central Departments. The 
goal i s  to obtain a representative sample that includes both IBRD and IDA-eligible borrowers, 
good as well as poor performers, and that has a ratings distribution similar to the overall 
distribution o f  the CPIA country scores. In the 2003 CPIA exercise, for example, 19 o f  the total 
136 rated countries were included in the benchmarking phase, covering both IDA and IBRD 
countries and a range o f  performance that closely mirrored the ratings distribution o f  the overall 
C P W 3  The set o f  benchmark countries i s  reviewed every year, taking into account the need to 
maintain some continuity in the sample, as well as the need to refresh it. The introduction of 
new countries provides an opportunity for a detailed review o f  their ratings, further increasing 

The 19 countries included in the 2003 benchmarking exercise were Albania, Brazil, Bulgaria, Burkina Faso, Central African 
Republic, Dominican Republic, Ecuador, Ethiopia, Grenada, India, Kyrgyz Republic, Lao PDR, Lebanon, Morocco, 
Nicaragua, Philippines, Uganda, Vietnam, and Yemen. 
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the robustness o f  the exercise. By using a representative set o f  countries, and by expl ic i t ly  rat ing 
countries against the criteria, the benchmarking phase avoids potential biases. A set o f  
benchmark countries heav i l y  t i l ted toward good performers, for example, could lead to a bias in 
the ratings o f  poorer performers. 

7. Benchmarking Review Process, F or  e ach o f t h e  b enchmark c ountries, c ountry t eams 
submit rat ing proposals for each criterion, accompanied by wr i t ten  justifications. The proposals 
and the write-ups are i n i t i a l l y  vetted by the respective Regional  C h i e f  Economist, and then are 
reviewed by the Networks  and Central Departments. The f ina l  ratings are determined at a two- 
day meeting in w h i c h  representatives f rom the Regions, Networks, and Central Departments 
review the proposed ratings for a l l  the criteria and for a l l  the benchmark countries. The ratings 
discussion i s  informed not only by the country teams’ submissions and Bank-wide comments, 
but also by available extemal indicators and other relevant support ing documentation (which 
m a y  include analysis that was  developed outside the Bank). U s i n g  the CPIA cri teria as the 
anchor, this informat ion guides the discussion o f  the ratings at the benchmarking meet ing and 
helps ensure that the ratings are pitched at the right level and are consistent across Regions. At 
the conclusion o f  the benchmarking phase, these ratings are “frozen” and the second phase o f  the 
CPIA exercise begins. 

8. The steps fol lowed in the second phase are similar to those in the 
benchmarking phase. Count ry  teams prepare ratings proposals that are accompanied by a wr i t ten  
justif ication. These proposals are reviewed within the respective Reg ion  by the Ch ie f  Economist 
and are then submitted to a Bankwide review by the Networks  and Central Departments. 
Throughout this process the benchmark country ratings are used as guideposts to help ensure the 
ratings consistency within countries in a Region and across Regions. G iven that more  than 100 
countries are reviewed at th is stage, virtual communication replaces a physical meet ing to 
f inal ize the ratings. 

Second Phase. 

9. Panel Assessment. The  Panel’s report noted the importance o f  the benchmarking step in 
the CPIA process, and it agreed that the procedures used to  select the countries invo lved were 
adequate. Panel members felt, however, that this phase o f  the exercise i s  probably n o t  w e l l  
understood by countries (and others), and it recommended a m o r e  proactive stance in explaining 
to country counterparts the purpose o f  the benchmarking phase and how benchmark countries are 
selected. As discussed earlier, more  proactive dissemination o f  the CPIA process i s  part o f  the 
Bank’s planned 2004-05 road  m a p  for the CPIA (see also Table Al). 

rrr. KEY CHANGES FOR THE 2004 EXERCISE 

10. The panel’s report concluded that the CPIA cri teria focus on the right set o f  issues and 
produce robust r e ~ u l t s . ~  However,  the Panel also found unnecessary overlap in some o f  the 
criteria, and it outl ined actions to address some methodological and process issues. In response 
to the report, a process o f  revis ion o f  the CPIA methodology was init iated that invo lved the 
Regions, Networks, and Central Departments. The k e y  changes are discussed in this section, and 
a summary i s  presented in Table Al .  

Country Policy and Institutional Assessments: An External Panel Review - Panel Recommendations and Management 
Follow-up (SecM2004-0304), June 15,2004. 
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A. Content 

11. Simplifjting the CPIA and Reducing Overlap. One o f  the objectives of the Panel’s 
recommendations was to simplify the criteria and reduce overlap by merging or deleting criteria. 
The Panel recommended merging and streamlining two criteria covering the financial sector (46, 
Financial Stability, and 47, Financial Sector Depth, Efficiency, and Resource Mobilization), and 
also two criteria covering the environment for private sector growth (QS, Competitive 
Environment for the Private Sector, and Q9, Goods and Factor Markets)’. The financial sector 
criteria covered areas that were being covered elsewhere, such as monetary and credit policies, 
and given the similarities o f  coverage the Q6 and 47 scores were, as expected, highly correlated. 
Wi th  respect to the private sector criteria, both QS and Q9 covered the degree o f  competition, 
with QS focusing on policies and administrative procedures such as licensing requirements and 
exit and entry barriers, while Q9 focused on state intervention in goods markets. The scope for 
consolidation was significant, and the criteria have been merged into a Business Regulatory 
Environment criterion. 

12. Deletions. The Panel also recommended removing 4 4  (Management and Sustainability 
o f  the Development Program) and Q l 5  (Monitoring and Analysis o f  Poverty Outcomes and 
Impacts). Because 44 covered elements that in one form or another are included in other 
criteria, the scope for reducing overlap was significant. Two areas in the 44 criterion-the 
effectiveness o f  institutions and instruments, and the degree o f  political commitment and 
political support to reforms-influence pol icy and institutional performance in most, if not all, 
criteria. Similarly, Q15 assessed the quality o f  systems to monitor poverty impact, and their use 
in policy formulation. These dimensions are also covered elsewhere in the CPIA criteria. The 
Equity o f  Public Resource U s e  (Ql2) and the Building Human Resources criteria (Q13), for 
example, assess the country’s ability to identify individuals that are poor, vulnerable, and have 
unequal access to services (health, education or HIVIALDS, among others), and to design 
appropriately targeted programs. This ability depends to a large extent on the availability o f  up- 
to-date household surveys and poverty analysis, areas that are covered in Q 15. 

13. Outcome of the Revisions. As a result o f  these revisions, the 2004 CPIA will consist o f  
16 criteria (see Box 1) that exclude 44 and Q15 from the 2003 criteria and consolidate the 
financial and private se ctor criteria i n to  a s ingle criterion each: t he Financial S ector and the  
Business Regulatory Environment criteria. The Panel also suggested that debt management be  
combined into the Fiscal Policy criterion. Although this i s  a sensible recommendation 
conceptually, upon hrther reflection i t  was decided to maintain the separation o f  the two areas to 
avoid overextending the coverage o f  the Fiscal Policy criterion. 

~ ~~ ~~ 

These designations refer to the 2003 CPIA criteria presented in Box 1 o f  Annex B. 
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Box 1. Revised 2004 CPIA Criteria 

A. Economic Management 
1. Macroeconomic Management 
2. Fiscal Policy 
3. Debt Policy 

B. Structural Policies 
4. Trade 
5. Financial Sector 
6. Business Regulatory Environment 

C. Policies for Social Inclusion/Equity 
7. Gender Equality 
8. 
9. Bui lding Human Resources 
10. Social Protection and Labor 
1 1. Policies and Institutions for Environmental Sustainability 

Equity o f  Public Resource Use 

D. Public Sector Management and Institutions 
12. Property Rights and Rule-based Governance 
13. Quality o f  Budgetary and Financial Management 
14. Efficiency o f  Revenue Mobil izat ion 
15. Quality o f  Public Administration 
16. Transparency, Accountability, and Corruption in the Public Sector 

14. ExpZicitZy Defining the I and 6 Ratings. Although the C P I A  criteria have used a 1 to 6 
rating scale, on l y  the 2 to  5 ratings were expl ici t ly defined. Under the present system, the 2 and 
5 rating represented an unsatisfactory and a good coyntry performance, respectively, whi le the 1 
and 6 ratings were intended to cover their equivalent level o f  performance for an  extended period 
o f  time. T o  clarify the meaning o f  “extended period,” a ru le  was established that when a country 
has been rated a 2 (or 5) in a given criterion for  three consecutive years, the rat ing for  the third 
year would be  automatically adjusted to a 1 (or 6) rating. However, this three-year rule created 
important discontinuities, and adverse incentives to  inflate ratings at a lower end o f  the spectrum. 
Fol lowing the adjustment o f  one or more 2 ratings to  a 1 as a result o f  the three-year rule, for 
example, the overall rating could decline even in the absence o f  a deterioration in country 
performance. Moreover, i t  was dif f icult  to  recognize small changes in performance at both ends 
o f  the scale. The objectives o f  extending the rat ing scale to al low for  ratings of 1.5 and 2.5, and 
o f  explicitly defining the 1 and 6 ratings in a manner consistent with the existing 2 to  5 ratings, 
are to recognize small  changes in performance at both ends o f  the rat ing scale and to  eliminate 
discontinuities. Particularly at the l o w  end o f  the scale, such small changes in performance m a y  
have significant resource allocation implications. For  the 2004 CPIA exercise, the criteria was 
revised to include expl ici t  definitions o f  the 1 and 6 ratings, consistent with the in-between rating 
definitions, and 1.5 and 5.5 ratings will be  used. 

15. Testing the Criteria. The CPIA  revisions provided an opportunity to  take a fresh look at 
a l l  criteria and to fine-tune them. The extension o f  the ratings scale required that the 1 and 6 
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ratings be  expl ic i t ly  defined in a manner consistent with the rest o f  the rat ing scale. That also 
required revisit ing the cri teria fo r  the 2-5 ratings. T o  ensure that the revisions did n o t  shif t  the 
criteria “bars” in ways that cou ld  result in significant change in country ratings and rankings, the 
Networks have taken the lead to test the criteria using the write-ups and the data available for the 
2003 benchmarking exercise. The objective i s  to ensure that for each criterion the revised “bar” 
has been set adequately, and t o  test this premise by comparing country scores under the old and 
the n e w  criteria, thus ensuring to the extent possible the comparabi l i ty o f  the ratings before and 
after these revisions. The  use o f  data available for the 2003 benchmarking exercise al lows the 
separation o f  rat ing changes result ing from revisions o f  the criteria, f r o m  those that cou ld  be  due 
to changes in performance. 

16. Criteria Weights. The results o f  the analytic work undertaken o n  the choice o f  weights 
(see Annex B) show that summary country scores obtained from indices that are based on 
statistically derived weights are highly correlated with the CPIA scores that are based o n  an 
equal weights procedure. An index that attaches equal weights to i t s  components (in the case o f  
the CPIA, either at the cluster o r  the criteria levels) i s  largely interchangeable with a n  index  
where the weights are derived f r o m  principal components analysis. This result holds whether the 
analysis i s  conducted using a l l  o r  a subset o f  the CPIA criteria. The underlying reason i s  the 
significant correlation between country scores for  the dif ferent CPIA criteria. An index in w h i c h  
each o f  the four clusters receives the same weight i s  largely interchangeable with indices where 
weights per  criteria are statistically determined. 

17. Computation. Following the revisions discussed above, the number o f  criteria in the 
revised CPIA i s  reduced f r o m  20 to 16, divided into four clusters as before. Go ing  forward the 
CPIA overal l  score will b e  obtained as the mean o f  the scores o f  the four clusters. The score o f  a 
given cluster i s  obtained as the mean o f  the criteria scores in that cluster. The CPIA can then b e  
interpreted as representing an  overal l  country score that considers each o f  the four clusters 
equally relevant even if some o f  the clusters contain more  cri teria than others. For country x the 
overal l  CPIA score, s“, i s  the mean o f  the scores o f  the four clusters, 

i=l  

where six represents country x score in the ith cluster. Country x score for  the ith cluster, s: i s  
the mean o f  the scores o f  the criteria included in that cluster: 

w h e r e j  i s  the number o f  cri teria in the ith cluster, and 
the ith cluster. 

sI7 i s  country’s x score in c r i t e r i on j  o f  
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B. Process 

18. Client Involvement. One o f  the Panel’s recommendations was that client involvement in 
the CPIA process be strengthened. Under existing guidelines, country directors and country 
managers discuss with country authorities the final ratings for the country, using as a reference 
point the average ratings for IDA borrowers, and also discuss the country’s IDA allocation. Past 
coverage and depth o f  these discussions has been uneven across countries. This unevenness was 
identified during the 2003 workshops and was reflected in country authorities’ incomplete 
knowledge about the methodology, content, process, and use o f  CPIA ratings. 

19. The Bank has placed priority on ensuring the 
adequate coverage o f  country discussions and on strengthening client involvement in the CPIA 
process. This should be an integral part o f  the ongoing policy dialogue between the Bank and 
the country. An early discussion o f  the Bank’s views on country progress in addressing the 
issues i dentified during the d iscussion o f t he p revious C PIA results m ight h elp i dentify areas 
where the assessments o f  the Bank and the country differ, providing authorities with an 
opportunity to comment on the Bank’s views. I t  could help identify relevant facts that are 
material to the assessments but that may have been overlooked or inadequately factored into the 
assessment. The clear identification o f  areas where country performance i s  perceived to be 
relatively weak, would help the country and the Bank to discuss options to address the identified 
issues and ways in which the Bank might help tackle those issues. Fully integrating these 
discussions into the policy dialogue process would complement the present ex-post discussions 
o f  country ratings. 

Strengthening Client Involvement. 

20. Risks and Mitigation. As noted by the Panel, a broader consultative process could pose 
r isks for the integrity o f  the system; therefore, i t  i s  important that these discussions be seen from 
the outset as consultations not negotiations. To prevent any dilution o f  accountability for the 
ratings, staff guidance wil l clearly reiterate that the CPIA ratings represent professional 
assessment by Bank staff o f  country performance against specified criteria. This point will also 
be highlighted in the documentation that will be made available through the external web, 
including a disclaimer indicating that the ratings represent the judgment o f  Bank staff and do not 
necessarily represent the views o f  the Board o f  Executive Director or the countries they 
represent. Existing checks and balances are being strengthened to ensure the adequacy o f  the 
internal review process o f  the ratings proposed by country teams. 

21. Timing. To allow the incorporation o f  the Panel’s suggestions into the revised criteria, 
the beginning o f  the CPIA exercise was postponed from April to September 2004. The delay in 
the start o f  the 2004 exercise provided room to revise the criteria and to conduct a “dry run” to 
ensure that these revisions wil l  not result in significant changes in country ratings. As noted 
above, the calibration o f  the criteria was conducted by Network and Regional staff using last 
year’s data and write-ups for a subset o f  the 2003 benchmark countries. Implementing the 2004 
exercise under the revised methodology wil l also offer an opportunity to fine-tune the system and 
address any issues that may emerge. The delay in the start o f  the 2004 exercise may, however, 
delay the finalization o f  the 2005 IDA allocation. Because the pace o f  the CPIA exercise 
typically slows down in late July and August, the delay in finalizing the IDA allocation exercise 
i s  expected to be small. The Bank i s  exploring ways to shorten the CPIA exercise period without 
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jeopardizing the integrity o f  the process. The timetable o f  the 2005 exercise will be set taking 
into account the 2004 experience. 

22. Periodic Reviews. Previous major revisions o f  the CPIA criteria have taken place about 
every three years, with minor interim fine-tuning to clarify specific criteria, as needed. The last 
major revision took place in 2001. A higher degree o f  constancy in the criteria would facilitate 
both the comparability o f  the ratings over time and the policy dialogue. On that basis, the Panel 
recommended that major changes to the criteria be made on a longer cycle recognizing that 
minor adjustments in the questionnaire (for the sake o f  clarification, rationalization, and so forth) 
may be necessary within that time period. I t  was also suggested that such periodic reviews of the 
CPIA methodology, content, and process would benefit from outside external advice. The Panel 
recommended that an independent committee be established to undertake a formal review o f  the 
CPIA methodology, content, and process every three years. 

23. Advisory Committee. Periodic reviews o f  the CPIA by outside experts, as i t  was the case 
with the 2004 panel, provide an effective tool to ensure that the criteria reflect the findings o f  the 
development literature and that lessons o f  experience are adequately incorporated. Going 
forward, periodic reviews (e.g., every three years) o f  the CPIA will be undertaken by an advisory 
committee composed o f  experts wi th policymaking or academic backgrounds from developing 
and developed countries. This technical committee, whose composition would change over time, 
would review the CPIA methodology, procedures used, and the quality o f  the ratings in general, 
and would report to Management on i t s  findings. A full disclosure o f  the ratings, and their 
availability to policymakers, researchers, and others, would help identify issues and provide 
inputs to the committee’s work. 

24. Incentive Issues. To underscore the importance o f  the exercise for  the Bank and i ts  
clients, the guidance note to staff to be issued before the start o f  the 2004 CPIA exercise will 
underscore the need to adequately recognize staff contributions to the CPIA exercise in the work 
program and in performance evaluations, and the importance o f  client involvement in the CPIA 
process as part o f  a continuing policy dialogue process. To hrther signal the importance 
attached to this work, the CPIA will be explicitly funded, starting with the 2004 exercise. 

25. Frequency and Coverage. The CPIA i s  a complex and costly exercise, and given the 
nature o f  the criteria, country ratings are not expected to change much from one year to another. 
This raises the question o f  the appropriate frequency o f  the exercise. C unently, the CPIA i s  
undertaken annually for all IBRD and IDA countries. In the 2003 CPIA exercise, 60 of the total 
136 countries rated were IBRD countries. The CPIA ratings are used internally in several 
different roles: as key  input to the IDA country performance ratings and IDA allocation process; 
to inform Country Assistance Strategy (CAS) business plans and country pol icy dialogue; to 
assist in the assessment by the Quality Assurance Group (QAG) of the degree o f  portfolio risk; to 
help identify countries for extra attention on fiduciary standards and governance; to provide 
background to OED’s Country Assistance Evaluations; and to offer input to research on the 
determinants o f  growth and poverty reduction. They are also used as inputs in the Global 
Monitoring Reports. 

26. Panel Recommendation. Given that CPIA ratings are used annually as an input to the 
IDA allocation process, the Panel recommended that the exercise continue to be conducted 
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annually for IDA-eligible b orrowers. H owever, t o  reduce the s ignificant c ost (particularly i n 
terms o f  staff time) and to help manage the length o f  time required to conduct the exercise, i t  was 
suggested that consideration be given to moving to a three-year cycle for rating IBRD-only 
countries (with the possible exception o f  benchmark countries), particularly as IBRD ratings are 
not subject to disclosure. A Bankwide consultation process indicated that the Regions strongly 
favored the continuation o f  annual exercises for all countries. I t  was pointed out that the CPIA 
provides a synthetic diagnostic tool for Regions to track country performance and to guide the 
formulation o f  lending and nonlending programs. Following Bank-wide consultation i t  was 
decided to continue to conduct the CPIA exercise annually for both IDA and IBRD countries. 

IV. DISCLOSURE AND HARMONIZATION ISSUES 

27. Both the Panel and participants in the workshops held in late 2003, recommended that the 
Bank should be more proactive in disseminating information about the performance-based 
allocation system and the CPIA, to increase country awareness of the objectives and procedures 
o f  the process. These dissemination efforts assume an even greater importance in the context o f  
disclosure. Prior to disclosure o f  the ratings the Bank intends to post a comprehensive set o f  
dissemination materials on i t s  external website, discussing the CPIA in a nontechnical manner. 
Workshops are also being planed with country authorities to continue the discussion initiated last 
year on the nature and purpose o f  the CPIA, what it attempts to assess, and the process and 
methodology used. Other initiatives are being considered targeted to IDA deputies and bilaterals 
and other partners. 

28. Implications of Management’s Proposals. Approval by the Board o f  Management’s 
proposal on disclosure would imply that starting with the results o f  the 2005 CPIA exercise, the 
numerical CPIA scores and the ICP ratings wil l be disclosed for IDA-eligible countries. Country 
write-ups will not be disclosed. By offering a candid assessment o f  country performance against 
the CPIA criteria, they provide the rationale for the ratings and are a key input in the internal 
review process by Networks and central departments. To ensure that the candor o f  the 
assessments i s  maintained, these write-ups would not be disclosed, although they will continued 
to be shared with respective country authorities. In accordance with current practice, following 
country consultation the information would be placed on the IDA external website (where the 
quintile-based information i s  already available). The ratings information would also be included 
in the annual IDA Performance-Based Allocation Report to the Executive Directors. To 
underscore the role played by the CPIA in the IDA allocation process, the disclosed scores for 
the IDA-eligible countries could be designated as the IDA Resource Allocation Index. 

29. To clearly establish accountability, the disclosure o f  ratings will be 
accompanied by a statement indicating that the ratings are the product o f  staff judgment and do 
not necessarily reflect the views of the Board o f  Executive Directors or the countries they 
represent. Management intends to monitor closely the impact o f  disclosure o f  the ratings 
through country offices and External Affairs, so as to address rapidly any issues emerging from 
misinterpretation o f  the ratings. 

AccountabiZity. 

30. Harmonization. Disclosure i s  likely to support harmonization initiatives. Although 
periodic interactions have taken place between Bank staff and MDB counterparts to discuss the 
different c riteria u sed, the absence o f d isclosure h as 1 imited the  s cope o f t hese exchanges. In 
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January 2005, the AsDB i s  planning to host a technical workshop to hr ther  explore opportunities 
for harmonization o f  the MDB’s performance based allocation systems. Participants are 
expected to include the AsDB, the AfDB, the World Bank and other interested agencies. The 
workshop findings will be summarized in a report for the High-Level Meeting o f  the Heads o f  
the MDBs scheduled fo r  March 2005. Although the criteria used by the  different MDBs in 
evaluating c ountry p erformance s how s ome s imilarities, there a re  also c lear d ifferences. T he 
EBRD criteria focus explicitly on transitional economy issues and assess countries in terms o f  
progress toward a market economy. In the AfDB criteria, regional trading blocs receive special 
attention, an area not included in the CPIA. By facilitating exchange o f  information between 
MDBs, the disclosure o f  the ratings could provide further impetus to harmonization efforts in 
this field. 



21 

Panel recommendations Actions taken 

Simplification. Rationalize the CPIA 
content to reduce overlap. 

Weighfing. Undertake analytic work to 
inform the choice o f  weights. 

Governance Factor. Recognizing the 
importance o f  governance to development 
and to the efficient and effective use o f  
public resources, reconsider the current 
implicit weight given to governance in 
the IDA allocation process. 

Rating Scale. Extend the rating scale to 
allow for ratings o f  1.5 and 5.5 and 
:xplicitly define ratings 1 and 6 in a 
manner consistent with existing 2 to 5 
:atings. 

Tlient Involvement. The CPIA process 
ihould include a stronger involvement o f  
:ountry authorities, providing them wi th  
in opportunity for comment on  
issessments as part o f  a consultation 
xocess, not as a negotiation o f  the 
,stings. 

Content 

The criteria were revised along the l ines recommended by the Panel. Two 
criteria o f  the 2003 CPIA were dropped (44, Management and Sustainability 
o f  the Development Program, and Q15, Monitoring and Analysis o f  Poverty 
Outcomes and Impacts). The criteria covering financial and private sector 
issues were consolidated in a single criterion each. The objective i s  to 
simplify the CPIA, reduce overlap, and strengthen the set o f  indicators that 
offer guidance to staff in preparing the assessments. The 2004 exercise will 
use the revised CPIA. T o  al low for the completion o f  the revisions, the start 
o f  the 2004 exercise was delayed from April to September. 

Analytic work was undertaken by  D E C  and  0 PCS t o  i n f o r m  the choice o f  
weights (see Annex B). As the Panel recommended, principal components 
analysis was used to generate the statistical weights that best summarize the 
available information into a single index. The results o f  th is work show that 
the current CPIA procedure o f  attaching equal weights to each criterion yields 
very similar results to those obtained using an index w i th  statistically derived 
weights. The correlation between the CPIA and the index using weights 
derived from principal components i s  very high. This result holds robustly 
when some questions are omitted as the Panel suggested, and when annual or 
polled data are used. When the principal component analysis i s  performed at 
the cluster level, the correlation between an index with statistically derived 
weights and the CPIA i s  also very high (R2=.99). Overall, the current CPIA 
approach o f  u sing e qual weights has the additional a dvantage o f s implicity 
and transparency. In light o f  these results, the revised CPIA wil l attach equal 
weights to each o f  i t s  four clusters. 

The governance factor i s  used in the IDA allocation process and lies outside 
the CPIA criteria proper. In the context o f  the I D A 1 4  Replenishment, 
analytic work i s  being undertaken to assess the implications o f  modulating the 
weight o f  governance in the overall IDA assessment and allocation processes. 
The c onclusions o f t his work will b e  presented t o  the IDA D eputies a t  the 
:ime o f  their October 2004 meeting. 

[n the context o f  the revision o f  the CPIA criteria undertaken by the Networks 
:see Simplijlcation), the rating scale was extended to al low for ratings o f  1.5 
ind 5.5, and the 1 and 6 ratings were explicitly defined in a manner consistent 
with the 2 to 5 ratings. 

Process 

The Bank views client involvement in the CPIA process as an important part 
o f  a continuous pol icy dialogue between the country and the Bank, helping to 
identify (a) areas where country performance i s  perceived to be relatively 
weak and, (b) in the CAS context, possible avenues for the Bank to assist the 
country to tackle the identified issues. Past coverage and depth o f  the Bank- 
country discussions o n  the ratings have been uneven across countries, and for 
the 2003 exercise Management underscored to country teams the importance 
4 * E ... ,-I , . . .̂... * 



22 

Panel recommendations 

Staff Incentives. Ensure that staff 
contributions to the assessments are 
adequately recognized. 

Benchmarking. Clarify to clients and 
other stakeholders the purpose o f  the 
benchmarking phase and how and why 
benchmark countries are selected. 

Revisions of the Criteria. Major changes 
to the clusters could be undertaken with 
longer intervals than before, without 
?recluding minor adjustments in the 
questionnaire in the interim. 

4dvisory Committee. Establish an 
ndependent standing committee to 
mdertake a formal review o f  the CPIA  
nethodology and process every three 
tears. S ome members o f t  he c ommittee 
:ould be made available to advise o n  
l iff icult rating cases, but they would no t  
lave a dispute resolution role. 

Actions taken 

o f  timely and in-depth discussions. Going forward, country involvement in 
the CPIA w i l l  become a more systematic part o f  the ongoing pol icy dialogue 
between the Bank and the country, and this could include an early discussion 
o f  the Bank’s views o n  progress made to address issues identified during the 
discussion o f  the previous CPIA ratings. Such an exchange o f  views would 
help to identify areas where the Bank’s and the country’s assessments might 
differ and would provide the authorities w i th  an opportunity to comment on  
the Bank’s views. Such a step would also complement the ex post 
discussions o f  the ratings that are already part o f  the CPIA  process and 
provide an opportunity for the Bank to answer country authorities’ questions 
about the CPIA methodology and process. As the Panel noted, a broader 
consultative process could pose r isks for the integrity o f  the system. To  
clearly delineate accountability for the ratings, Management in i t s  guidance to 
staff w ill underscore that the discussions are part o f  a consultation process, 
not a negotiation. The ratings will become final only after a thorough review 
by central departments, a function that w i l l  be strengthened to  address the 
risks identified by the Panel. The Bank wil l continue to periodically organize 
regional workshops to make IDA clients more familiar w i th  the CPIA  process 
and methodology. 

To underscore the importance o f  the exercise for the Bank and i t s  clients, 
oefore the start o f  the 2004 CPIA Management w i l l  issue a guidance note that 
wi l l  point out the need to adequately recognize contributions to the CPLA 
Zxercise in the work program and performance evaluations o f  Bank  staff. To 
Further signal the importance i t  attaches to this work Management has decided 
:o explicitly fund the CPIA, starting with the 2004 exercise (see Budget). 

4lthough the Panel fe l t  that the benchmarking phase was an important step in 
h e  CPIA exercise and that the procedures used to select countries and to 
letermine the ratings were adequate to ensure effectiveness, it also noted that 
.he role o f  the benchmarking phase may not be widely understood. To  
iddress this issue the Bank i s  preparing dissemination notes that will be 
,laced on the external Web and made available to country teams for their 
iiscussions with c ountry authorities. I n addition, a series o f workshops a re 
ieing planned to disseminate the revised criteria (see Client Involvement). 

To maintain the comparability o f  the CPIA ratings over time, major revisions 
)f the criteria are expected to take place within a longer timeframe than in the 
,ast. The Panel’s recommendation o f  a longer cycle seems at th i s  stage 
road ly  appropriate. The need for revisions wil l be reviewed at the tri-annual 
neetings o f  the Advisory Committee (see Advisory Committee). 

danagement intends to establish an independent group that will undertake a 
ormal review the CPIA methodology and process on a three-year cycle, the 
verage periodicity o f  previous CPIA  reviews. These periodical reviews w i l l  
le undertaken by an advisory committee composed o f  experts f rom 
leveloping and non-developing countries, with pol icy-making and/or 
cadernic backgrounds. This technical committee, whose composition would 
hange over time, w i l l  review the CPIA methodology, procedures used and 
he quality o f  the ratings in general, and wil l report to Management on  i t s  
indings. Taking into account, as warranted, the experience gathered in 
arrying out the CPIA exercises, these reviews are l ikely to  lead to some 
djustments in methodology and process. I t  i s  envisaged, however, that 
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Panel recommendations Actions taken 

major changes in the criteria would take place only within a longer time 
frame (see also Revisions of the Criteria). 

Budget. Provide explicit full funding for 
the CPIA exercise. 

Frequency. Continue the annual exercise 
for IDA-el igible borrowers, but consider 
a longer cycle for IBRD countries. 

Reduce the burden o f  the exercise on  
country counterparts and, in the context 
o f  disclosure, work with other MDBs 
wi th  the  objective o f  harmonizing the 
institutions’ respective rating systems. 

Starting with the 2004 exercise, the CPIA wil l be  explicitly funded. 

Other MDBs undertake rating exercises based o n  criteria that have substantial 
similarities with the CPIA. As the Panel noted, there i s  scope for efficiency 
gains through harmonization. Bank staff have been sharing their experience 
with their counterparts in other MDBs and have discussed methodologies. 
However, the absence o f  disclosure significantly hinders harmonization 
initiatives. The Bank intends to continue and strengthen contacts between 
Bank staff and counterparts in other MDBs and to further explore 
harmonization possibilities. Disclosure o f  the ratings i s  expected to facilitate 
efforts in this area. 

Fol lowing consultation wi th the Regions, Networks, and central departments 
it was decided to continue to carry out the CPIA exercise annually for both 
IDA and IBRD countries. 

Disclosure 
I 

Incorporate proposed enhancements in 
time t o  disclose the numerical ratings o f 
the 2005 CPIA exercise for IDA-eligible 
borrowers. Continue disclosing the 
ratings in quintile groups for the time 
being. 

Consistent with the Panel’s recommendations o f  April 2004, Management i s  
implementing a set o f  changes in the CPIA  pr ior  to disclosure o f  the ratings 
(see Simplification). The  start o f  this year’s exercise has been delayed to 
September 2004 to allow sufficient time for these revisions to be fully 
implemented. Following the present practice, the results o f  the 2004 exercise 
wil l be disclosed in the form o f  quintiles. 

Harmonization 

I 

I 





ANNEX B 

DETERMINING THE WEIGHTS FOR THE CPIA INDEX 

1. An external panel appointed by Bank Management in 2004 to rev iew the CPIA 
procedures and methodology recommended that the B a n k  undertake analytic work to assess the 
CPIA procedure o f  equally weight ing each o f  20 criteria.' The panel suggested the use o f  
pr incipal  components a nalysis/factor analysis to  i dent i fy the appropriate w eights.2 Under  this 
approach the weights are derived f r o m  the statistical correlation between each o f  the cri teria and 
their underlying common factor. 

2. This Annex summarizes the results obtained using pr incipal  components analysis to 
construct indices in w h i c h  the weights attached to each o f  the CPIA criteria are statistically 
derived. The question i s  the extent to wh ich  these indices di f fer  significantly from the CPIA 
index that uses an  equal weights approach. Several summary indices-based on cluster scores, 
o n  the scores for a l l  the CPIA criteria, and o n  a subset o f  the CPIA criteria that excluded some 
cri teria singled out by the Panel-were constructed, and the summary scores obtained from these 
dif ferent indices were compared with the overal l  CPIA scores. No significant differences were 
found between the results obtained from indices based on statistically derived weights and the 
CPIA index. The correlation between the different indices was extremely high, about 0.99, 
essentially rendering them interchangeable. The CPIA with i ts  equal weights approach has, 
however, the additional benefi t  o f  transparency over indices whose weights are derived from a 
more  complex statistical approach. 

3. Section I br ie f l y  describes some methodological aspects o f  pr incipal  components 
analysis. Section I1 discusses the results o f  applying this approach at the cluster leve l  versus the 
criteria level, using the 1999-2003 country scores. Section I11 analyses the impl icat ions o f  
dropping t w o  criteria singled out by the Panel. Section I V  explores the robustness o f  the 
conclusions by simulat ing alternative weight ing schemes, and by der iv ing weights on the basis o f  
changes in country scores rather than on the scores themselves. Section V summarizes the 
conclusions o f  this analytic work. 

I. METHODOLOGY 

4. Principal components analysis i s  a useful tool to reduce the dimensional i ty o f  data sets 
that contain a large number o f  correlated variables. As m a n y  pr incipal  components as the 
number o f  original variables can be  generated. The objective i s  to transform the set o f  or ig inal  
variables into a smaller set of  uncorrelated variables (principal components) that capture most  o f  
the informat ion contained in the original variables. W h e n  the correlation among the or ig inal  set 
o f  variables i s  low, pr incipal  components analysis i s  not a very useful tool: near ly as many 
pr incipal  components as original variables would b e  needed to account for a signif icant 

' Panel of Experts Review of Country Policy and Institutional Assessments (CPIA) - Revised Terms of Reference (OM2004- 
0003/2), February 10,2004. 
Country Policy and Institutional Assessments: An External Panel Reviewpanel Recommendations and Management 
Follow-up (SecM2004-0304), June 15,2004. 
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proportion o f  the variance contained in the original set, and the approach would yield small gains 
in terms o f  data reduction. 

5 .  Use of Principal Components. Principal components analysis can be used to construct a 
linear composite index that best summarizes the information contained in the original variables. 
The question i s  to how to choose the set o f  weights that wil l be attached to the variables to create 
the sunimary index. Principal components analysis can be used to derive the index weights that 
maximize the information contained in the linear composite index.3 Because principal 
components are ranked according to the size o f  the total variance explained, the first principal 
component accounts for the largest share of the variation explained by the principal components. 
This is essentially the case wi th  the CPIA scores. In this case, when the original variables are 
positively correlated, the elements on the principal component loadings are all positive. 
Moreover, if the correlations are al l  about the same order o f  magnitude, the elements o f  the first 
principal component loading are all positive and o f  a similar magnitude. Thus, the first principal 
component provides the required information to calculate the weights o f  the index that best 
summarizes the data, and these weights should be o f  similar magnitude. 

6. Factor Analysis. Factor analysis, another approach suggested by the Panel, is  closely 
related to principal components analysis; i t  also aims to convert a set o f  variables into a smaller 
number o f  dimensions, but there are some differences. Principal components analysis focuses on 
explaining the total variation in the observed variables on the basis o f  the maximum variance 
properties o f p rincipal c omponents. T here i s n o underlying s tatistical model o f t he o bserved 
variables. Factor analysis has an underlying model that separates total variance into common 
variance and unique variance. The approach focuses on explaining the common variance in the 
observed variables on the basis o f  a few underlying factors. When, for example, the unique 
variance i s  zero, factor analysis i s  equivalent to principal component analysis. When the unique 
variance i s  large i t  i s  absorbed into al l  the principal components, both retained and rejected, 
while factor analysis makes a special provision for it. Generally, when the factor model holds, 
and unique variances are small, principal components and factor analysis yield similar results. In 
the CPIA case, most o f  the variation can be accounted for by a single factor, unique variance i s  
small, and principal components and factor analysis produce similar results. 

11. ANALYSIS USING DATA FOR ALL CRITERIA 

7. 
components analysis reported in this s ection are b ased o n  data f o r  a l l  the C PIA criteria. 

The 2003 structure o f  the CPIA i s  shown in Box 1. The results o f  the principal 
In 

Principal components are uncorrelated linear combinations o f  the original variables whose variances are as large 
as possible. The first principal component i s  the linear combination with the largest variance. Principal 
components analysis i s  essentially the problem o f  finding the eigenvalues and eigenvectors o f  the covariance (or 
correlation) matr ix o f t he original v ariables data matrix. The  c orrelations o f t he variables w i th  the pr incipal  
components, known as component loadings, are obtained as the product o f  the elements in each eigenvector by 
the square root of the corresponding eigenvalue. The sum o f  squares o f  a l l  the loadings o n  a particular principal 
component i s  equal to the variance associated with that component. That means that the variance o f  a principal 
component i s  equal to the amount o f  variation that i s  explained across a l l  of  the variables. 
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Section 111, the analysis will omit two criteria-Q4 (Management and Sustainability of 
Development Programs) and Q15 (Monitoring and Analysis o f  Poverty Outcomes and I m p a ~ t ) . ~  

Box 1. CPIA 2003 Criteria 

A. 

B. 

C. 

D. 

Economic Management 
1. 
2. Fiscal Policy 
3. 
4. 

Management o f  Inflation and Macroeconomic Imbalances 

Management o f  Public Debt (External and Domestic) 
Management and Sustainability o f  the Development Program 

Structural Policies 
5. 
6 Financial Stability 
7 
8. 
9. Goods and Factor Markets 
10. Policies and Institutions for Environmental Sustainability 

Trade Policy and Foreign Exchange Regime 

Financial Sector Depth, Efficiency and Resource Mobilization 
Competitive Environment for the Private Sector 

Policies for Social Inclusion/Equity 
11. Gender 
12. Equity o f  Public Resource U s e  
13. Building Human Resources 
14. Social Protection and Labor 
15. Monitoring and Analysis o f  Poverty Outcomes and Impacts 

Public Sector Management and Institutions 
16. Property Rights and Rule-based Governance 
17. Quality o f  Budgetary and Financial Management 
18. Efficiency o f  Revenue Mobil izat ion 
19. Quality o f  Public Administration 
20. Transparency, Accountability and Corruption in the Public Sector 

8. The CPLA assesses country performance across 20 different, but 
correlated, d imensions. P rincipal c omponents analysis i s u sed t o d etermine the s et o f i ndex 
weights that best capture the information contained in the country scores for the different criteria. 
A country’s policy and institutional performance tends to show strong similarities across areas, 
reflecting the fact that good performance tends to encompass several different areas. The 
resulting correlation among the CPIA criteria scores provides the underpinning for the 
construction o f  a summary index. Country scores across the different CPIA criteria are in fact 
highly correlated, with the bulk o f  the correlations between 0.50 and 0.70. This high correlation 
suggests the presence o f  common underlying factors, an analysis of which can provide the basis 
o f  a statistical weighting procedure. Principal components analysis is used to analyze the extent 
to which this set o f  variables measures a common dimension, and to obtain a set o f  statistically 
derived weights that are based on the degree to which each variable i s  associated with the 
common dimension. 

Approach Used. 

To e nsure c onsistency, i n th i s  annex a I1 references t o c lusters a n d  criteria refer t o t h e  C PIA f ramework i n B ox 1 . F or  
simplicity, references to a specific criterion use its CPIA question number; a reference to Q11, for example, indicates the 
gender criterion. 
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0.200 
0.201 
0.189 
0.208 
0.202 

Table 1. Principal Components Based Weights for all 20 Criteria 

0.050 
0.050 
0.047 
0.052 
0.050 

Cluster 
Cluster A 

Q 1  
4 2  
4 3  
4 4  

Cluster B 

Q 5  
4 6  
4 7  
Q 8  
Q 9  

Cluster C 

Q 10 
Q 11 
Q 12 
Q 13 
Q 14 
Q 15 

Cluster D 

Q 16 
Q 17 
Q 18 
Q 19 
Q 20 

Analysis by cluster 

0.259 
0.252 
0.237 

0.065 
0.063 
0.059 

0.252 0.063 i 
0.185 
0.196 
0.208 
0.210 
0.200 

0.162 
0.162 
0.175 
0.176 
0.175 
0.150 

0.046 
0.049 
0.052 
0.053 
0.050 

0.04 1 
0.041 
0.044 
0.044 
0.044 
0.037 

Analysis for all 
criteria 

Weights in the overali 
index 

0.048 
0.045 
0.048 
0.056 

0.043 
0.048 
0.049 
0.053 
0.049 

0.049 
0.044 
0.054 
0.052 
0.051 
0.045 

0.053 
0.055 
0.05 1 
0.055 
0.05 1 

9. Two different summary indices are calculated using pooled data from 1999 to 2003. The 
first i s  a cluster-based index that i s  calculated by applying principal components analysis 
separately to each o f  the four clusters o f  the C P U .  T o  obtain the index weights for the criteria in 
a specific cluster, the factor loadings for the criteria in each cluster are rescaled so that their sum 
per cluster i s  equal to one. The cluster-based index i s  obtained as the simple mean o f  the scores 
of the four clusters. This score can be interpreted as representing an overall country assessment 
that considers each cluster equally relevant, even though some clusters contain more criteria than 
others. A second index, designated here as the overall index, i s  calculated by applying principal 
components analysis to the full data set o f  scores for the 20 criteria. The country scores obtained 
with these two indices are then compared to the CPIA scores. 
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10. Cluster-Based Index. The C P I A  i s  grouped into four clusters (see B o x  1): Economic 
Management (Cluster A), Structural Policies (Cluster B), Policies for Social Inclusion and Equity 
(Cluster C), and Public Sector Management and Institutions (Cluster D). Principal components 
analysis indicates the existence o f  one dominating common factor within each CPIA cluster that 
accounts for  most o f  the variance in the scores. The share o f  variance explained by the single 
factor in each cluster ranges f rom 70 to 80 percent, and additional factors account for very l i t t le 
additional variance in the scores. The presence o f  a single important common factor in each 
CPIA cluster suggests that the scores in a given cluster can be  aggregated into one index.’ 
Within each cluster the correlations o f  the variables with the common factor are nearly identical, 
suggesting that each criterion should receive a nearly equal weight. T o  obtain the cluster-based 
index, each criterion in a given cluster i s  weighted by the strength with wh ich  i t  loads o n  the 
common factor. The weight attached to  each criterion i s  obtained by dividing the corresponding 
factor loading by the sum o f  al l  factor loads so that the sum o f  the weights in the cluster is equal 
to one. The score o f  each o f  the four CPIA  clusters i s  then a weighted average o f  the scores 
within the cluster (see Table 1, column 1). The cluster-based index yields the overall country 
score as the mean o f  the four cluster scores.6 The implici t  weights corresponding to each C P I A  
component in the overall index are presented in Table 1 , column 2. 

11. Overall Index Versus a Cluster-based Index. The previous analysis weights the fou r  
clusters equally in determining the overall country score (the cluster-based index). Alternatively, 
an overall index can be constructed directly f rom the information provided by al l  the criterion 
scores independently o f  the clusters to  which they belong. Principal components analysis is used 
to construct such an index that aggregates a l l  CPIA assessments at once, rather than cluster by 
cluster. Once again, the results suggest that only one dimension o r  conunon factor underlies a l l  
the scores f rom the 20 CPIA  criteria. A s  in the cluster-by-cluster case, the analysis o f  the factor 
loadings suggests that each criterion i s  similarly associated with the underlying common factor 
and should receive about the same weight in the overall index. Fol lowing the same steps 
outlined above, a set o f  statistically derived weights i s  obtained (Table 1, column 3). The 
overall country score i s  a weighted average o f  a l l  the criterion scores. 

12. The cluster-based index and the 
overall index are highly correlated. Al though the individual weights are different between the 
two indices (columns 2 and 3 of Table l), the correlation among cri terion scores ensures that the 
indices are very highly correlated at 0.99-and thus are essentially interchangeable. Within each 
cluster there i s v ery 1 i t t le v ariation in  c r i ter ion weights (see T able 1 ), suggesting that indices 
based o n  principal components analysis are unl ikely to diverge signif icantly f r o m  those based o n  
equal weights, such as the CPIA. The correlation between the CPL4 scores and either the 
cluster-based index or the overall index scores is indeed very high (0.99). 

Correlation Between Indices and with the CPZA. 

If the results had shown that more than one common factor i s  relevant, a single index could s t i l l  be constructed but various 
types o f  rotations would be needed to ascertain how assessments load into each dimension (or factor). 
One question i s  whether the indices for the four clusters are sufficiently correlated to reflect a single common factor. 
Principle components analysis o f  the four indices confirms that one factor explains the vast majority o f  the variance and that 
their relative weightings on that factor are nearly identical. These findings indicate that there i s  no substantive difference 
between using the mean o f  the four cluster indices or a new index derived from principal components analysis on them. For 
simplicity and transparency, the simple mean score i s  retained. 
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Figure 1. Plot of  Eigenvalues and Principal Components 

Year 

2000 
2003 

2000 

Criteria 
QlI 012 Q13 Q14 915  Q16 Q17 Q l 8  Q19 Q20 

0.040 0.055 0.055 0.050 0.045 0.053 0.057 0.051 0.058 0.050 
0.044 0.052 0.051 0.049 0.047 0.055 0.054 0.050 0.056 0.053 

0 5 10 15 
Mnber 

2003 

0 5 10 15 
hlrrrber 

13. Using Annual Data. This analysis used pooled data, but the conclusions do not change 
when annual d ata are u sed. T o test t he  homogeneity a ssumption under ly ing t h e  d ata p ooling, 
principal components analysis was applied to  annual data to generate the index weights. The 
results show very similar weights across years, and the shares o f  the variance explained by the 
single factor are also nearly identical across years. Figure 1 shows the similari ty o f  the plots o f  
eigenvalues and principal components for 2000 and 2003, respectively. The pronounced drop in 
eigenvalues suggests the presence o f  a single common factor that explains most o f  the variance. 
This i s  the typical pattem obtained throughout the analysis. Overall scores do not depend o n  
whether weights are based on pooled or annual data. The correlation between, for  example, the 
2003 CPIA scores and those obtained aggregating the 2003 scores o n  the basis o f  the weights 
presented in Table 1 i s  0.999. The rank correlation i s  0.998. Slight changes were made in some 
o f  the criteria pr ior  to the 2001 exercise. T o  analyze the extent to  which these changes m a y  have 
affected the weights, these weights were separately calculated for 2000 and 2003. The derived 
weights are extremely similar (Table 2), suggesting that changes in the wording o f  the criteria 
did not substantively affect the weights. 

Table 2. Principal Components-Based Weights-2000 and 2003 
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Cluster 

Cluster A (41-43) 
Cluster B (Q5-Q9) 
Cluster C (410-414) 
Cluster D (416-420) 

111. ANALYSIS EXCLUDING Q4 AND Q15 

Share of variance explained by: 

1st factor 2nd factor 
0.80 0.13 
0.74 0.13 
0.77 0.08 
0.78 0.08 

14. The analysis in the preceding section included all the CPIA criteria. The panel suggested 
dropping some criteria-Q4 (Management and Sustainability of Development Programs) and 
Q15 (Monitoring and Analysis o f  Poverty Outcomes and Impacts)-to simplify the CPIA and 
reduce overlap. This section analyzes the effects on the CPIA o f  excluding these two criteria. 
The results o f  principal components analysis performed on the subset o f  18 CPIA criteria, both at 
the cluster level and directly using all the scores, do not change substantively in relation to those 
obtained for the full set. The presence o f  a single common factor i s  s t i l l  evident, and the derived 
weights show a pattem that i s  similar to that obtained before, both by cluster and overall. The 
summary indices obtained excluding 4 4  and Q15 are virtually identical to those obtained before, 
indicating that the ability to assess overall country performance does not perceptibly depend on 
the inclusion or exclusion o f  4 4  and Q15. 

Table 3. Percentage of Variance Explained by Additional Factors i s  Small 

15. A Cluster-Based Index. A s b efore, p rincipal components analysis indicates that o ne 
dominating common factor or concept within each cluster o f  CPIA ratings accounts for the vast 
majority o f  the variance o f  the ratings within those clusters. The percentage o f  variance 
explained by the single factor in each cluster ranges from 74 to 80 percent, and additional factors 
account for very little additional variance (see Table 3). The weights within each cluster are 
again very similar (Table 4, column 1). As before, the cluster-based index i s  obtained as the 
mean o f  the four clusters. The implicit weights for an overall index are presented in Table 4, 
column 2. The homogeneity assumption underlying the pooling o f  observations i s  also tested to 
ascertain the consistency of the weights from year to year. There i s  remarkably minor variation 
in the weightings across years, indicating that i t  is  appropriate to pool the scores for al l  years to 
derive the index weights (see Table 5). 

16. Overall Index. Principal components analysis i s  also used to derive the weights for an 
overall index that excludes 4 4  and Q15. As before, the analysis suggests that one common factor 
underlies all 18 CPIA assessments and that criterion scores are similarly associated with the 
underlying common factor, suggesting that similar weights should be used in the overall index 
(see Table 4, column 3). The cluster-based index and the overall index are highly correlated. 
Either index explains nearly 100 percent o f  the variance o f  the other. Although their individual 
weights are different (Table 4, columns 2 and 3), the high correlation among scores for the CPIA 
criteria leads to the high correlation (0.997) o f  the indices. 
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Weights in 
each cluster 

0.344 

Table 4. Subset Criterion Weights Derived from Principal Components Analysis 

Implicit weights in tht 
overall index 

0.086 

Cluster 

0.185 
0.196 
0.208 
0.2 10 
0.200 

0.192 
0.190 
0.205 
0.207 
0.206 

0.200 
0.201 
0.189 
0.208 
0.202 

Cluster A 

Q 1  
4 2  
4 3  

Cluster B 

Q 5  
4 6  
4 7  
Q 8  
Q 9  

Cluster C 

Q 10 
Q 11 
Q 12 
Q 13 
Q 14 

Cluster D 

Q 16 
Q 17 
Q 18 
Q 19 
Q 20 

0.046 
0.049 
0.052 
0.053 
0.050 

0.048 
0.048 
0.051 
0.052 
0.052 

0.050 
0.050 
0.047 
0.052 
0.050 

Analysis by cluster 

0.336 0.084 

Analysis for the 
overall set 

Weights in the 
overall index 

0.052 
0.049 
0.053 

0.048 
0.054 
0.055 
0.059 
0.054 

0.055 
0.049 
0.060 
0.058 
0.057 

0.060 
0.061 
0.056 
0.062 
0.057 

17. Correlation with the CPIA. The l i t t le variation in weights across criteria in either the 
cluster-based or the overal l  index suggests that summary scores obtained us ing  these indices are 
un l i ke ly  to diverge signif icantly from those obtained using equal weights. The correlation 
between the CPIA (based on only 18 criteria) and the indices based on pr incipal  components 
analysis i s  very high. Standard and rank  correlation coefficients are 0.99. Again, this extremely 
strong association suggests the interchangeabil ity o f  the indices. 
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Table 5. Principal Components Cluster-Based Weights 
(Annual Data) 

Cluster 
Cluster A 

Q 1  
42 
43 

Cluster B 
Q 5  
4 6  
4 7  
Q S  
Q 9  

Cluster C 
Q 10 
Q 11 
Q 12 
Q 13 
Q 14 

Cluster D 
Q 16 
Q 17 
Q 18 
Q 19 
Q 20 

1999 

0.35 
0.34 
0.3 1 

0.19 
0.19 
0.21 
0.2 1 
0.20 

0.19 
0.19 
0.21 
0.21 
0.20 

0.20 
0.20 
0.20 
0.2 1 
0.20 

2000 

0.35 
0.33 
0.32 

0.19 
0.19 
0.2 1 
0.21 
0.20 

0.19 
0.19 
0.21 
0.21 
0.21 

0.20 
0.20 
0.19 
0.2 1 
0.20 

2001 

0.34 
0.34 
0.32 

0.18 
0.20 
0.21 
0.21 
0.20 

0.19 
0.19 
0.20 
0.2 1 
0.2 1 

0.20 
0.20 
0.19 
0.2 1 
0.20 

2002 

0.34 
0.33 
0.32 

0.18 
0.20 
0.21 
0.21 
0.20 

0.19 
0.19 
0.20 
0.2 1 
0.2 1 

0.20 
0.20 
0.18 
0.2 1 
0.21 

2003 

0.34 
0.34 
0.32 

0.18 
0.20 
0.21 
0.21 
0.20 

0.19 
0.19 
0.21 
0.2 1 
0.2 1 

0.2 1 
0.20 
0.18 
0.21 
0.21 

18. Merging Criteria. The panel also recommended merging and streamlining two criteria 
covering the financial sector (46, Financial Stability, and 47, Financial Sector Depth, Efficiency 
and Resource Mobilization) and two criteria covering the environment for private sector growth 
(QS, Competitive Environment for the Private Sector, and Q9, Goods and Factor Markets). The 
financial sector criteria covered areas that were being covered elsewhere, such as monetary and 
credit policies. Given the overlap in the coverage o f  4 6  and 47 their scores were, as expected, 
highly correlated. Wi th  respect to the private sector criteria, both Q8 and Q9 covered the degree 
o f  c ompetition, w ith Q 8 focusing o n p olicies and  administrative p rocedures such as 1 icensing 
requirements and exit and entry barriers, while Q9 covered state intervention in goods markets. 
Thus there i s  significant scope to reduce overlap. To test the effects o f  this consolidation, i t  was 
assumed that 46 and Q8 scores represent good proxies for the scores o f  the combined new 
criteria. Principal components analysis was performed using the 2000 and 2003 scores on a 
subset o f  CPIA criteria that excluded 44, 47, Q9, and 415. As could be expected, the weights 
obtained from this analysis did not significantly differ from an equal weights set (0.0625), and 
the correlation between the scores obtained f rom the new index, and an equal weights CPIA 
index that excluded the four criteria, was very high. 
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19. The Panel suggested that the environment 
criterion, Q 10 (Policies and Institutions f o r  E nvironmental S ustainabil ity) b e m oved from t h e  
second cluster (Structural Policies) to the third cluster (Polices for  Social InclusiodEquity) .  
There i s  some evidence, albeit weak, in support o f  such a shifi. W h i l e  the f irst factor explains 
most o f t he  v ariation i n  t h e  d ata s cores u sing t h e  1 8 C PIA criteria, t h e  s econd fac to r  can b e 
interpreted as the extent to w h i c h  the first two clusters, Economic Management and Structural 
Policies, d i f fer  from the last two clusters, Policies for  Social Inc lus iodEqu i ty  and Pub l ic  Sector 
Management and Institutions. In the second factor, the f irst n ine  CPIA criteria load with a good 
deal o f  strength, wh i le  the remaining nine, including QlO,  load  relat ively weakly. Th i s  result 
suggests that Q l O  could b e  grouped with cluster C. But g i v e n  the smal l  amount o f  variance 
explained by the second factor, caution needs b e  used in interpreting it. In addition, the changes 
in the second and third clusters indices before and after Q l O  i s  m o v e d  are quite small. Pr incipal  
components and correlation analysis indicate that the results presented above do not depend on 
whether Q10 i s  included in the second or the third cluster. 

Moving the Environmental Criterion, 

IV. TESTING ROBUSTNESS 

20. The pol led analysis used both the cross-country and time-series dimensions o f  the CPIA 
data. However, the cross-country dimension i s  by far the more  influential, because the CPIA 
scores vary signif icantly more  across countries than over time. Th is  section analyzes whether 
weights derived from time-series informat ion dif fer f r o m  the weights derived in the previous 
sections. The time-series dimension o f  the data m a y  provide interesting insights because it 
focuses o n  a country’s progress over t ime in the various areas covered by the CPIA. 

2 1. A simple w a y  to  focus on t ime- 
series informat ion i s  to use as the unit o f  analysis the yearly changes in scores, rather than their 
year ly levels (as done before). A f te r  computing the CPIA data in first differences, pr incipal  
components analysis i s  conducted on the transformed data for the 18 or ig inal  components. The 
results show that on l y  one m a i n  common factor emerges f r o m  the data in first differences; 
however, that factor explains only 23.3 percent o f  the variance in the component scores (less 
than one-third o f  the variance explained by the common factor obtained f r o m  leve l  data). The  
weights imp l ied  by the common factor o f  the data in differences are quite s imi lar  to those 
obtained from the data in levels (see Table 6). Therefore, i t  i s  n o t  surprising that an index  with 
weights based o n  yearly changes in scores i s  very highly correlated with both the CPIA (based 
on equal weights) and the overal l  index with weights derived from the scores in levels. In bo th  
cases the correlation coeff icient i s  higher than 0.99. There i s  very  l i t t le  difference between the 
indices with principal components-based weights, whether derived f r o m  levels or changes, and 
the CPIA index. 

Deriving Weights from Changes Rather than Levels. 
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Weights for changes in 
yearly ratings Criteria 

Table 6. Principal Components-Derived Weights 
Based on Changes in Yearly Ratings 

Weights for original 
ratings a 

Q 5  
4 6  

0.048 
0.054 

0.046 
0.068 

1 0.055 1 Q 7  
Q 8  

0.062 

0.059 0.059 
n A L I  

Q 16 

0.054 
Q 9  
Q 10 
Q 11 

Q 12 
Q 13 
Q 14 

V . V V I  

0.055 

0.049 
0.044 

0.026 
V.VO3 

0.058 
0.057 

0.036 

0.046 

n nc? 1 0.060 

aJSame as Table 4, column 3 

22. Simulating Alternative Weighting Schemes. One important question to consider i s  h o w  
the summary scores f rom the above indices would compare to  those obtained f rom indices that 
weigh the criteria in radically different ways. Assuming that the lowest weight a criterion can 
receive is zero, then the most extreme weighting scheme would be  one that assigns a weight o f  
one to  a given criterion and zero to  the rest. These “extreme” indices would then be  just 
represented by the criteria themselves. Table 7 shows the correlation between scores f rom each 
criterion, and the scores f rom the indices derived earlier. The correlations are remarkably high, 
basically because the scores f rom the different criteria are highly correlated. The most 
“extreme” weighting scheme would give a l l  the weight to  Q5 the cri terion the least correlated 
with the other indices. This alternative wou ld  nevertheless y ie ld an index that has a correlation 
coefficient with the CPIA close to  0.70 (see Table 7), suggesting that the CPIA index i s  quite 
robust to a l l  reasonable weighting schemes. 

1 

~- 

0.047 
I o , -  I 0.069 

0.060 
0.061 

~ 

Q 18 
Q 19 

0.056 
0.062 

0.059 
0.073 
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CRITERIA 

Table 7. Correlation Coefficients Between Single Criteria and Alternative Summary Indices 

SIMPLE MEAN INDEX PRINCIPAL COMPONENTS-BASED INDICES 
ALL 18 

Q 1  
CRITERIA Cluster-based All 18 criteria Cluster-based First difJ: weights 

0.758 0.79 1 0.752 0.793 0.776 

42 
Q 3  

0.712 0.747 0.707 0.748 0.73 1 

0.768 0.797 0.766 0.795 0.782 

Q 5  
4 6  
4 7  

0.692 0.691 0.686 0.689 0.692 

0.773 0.765 0.772 0.765 0.783 

0.786 0.776 0.785 0.777 0.795 

Q 8  
Q 9  
Q 10 

0.837 0.83 1 0.837 0.832 0.843 

0.775 0.769 0.773 0.769 0.777 

0.778 0.761 0.780 0.760 0.759 

a 44  and Q15 are excluded from the analysis. 

Q 11 
Q 12 
Q 13 

23. Alternative Approaches. An alternative methodology suggested by the panel to obtain 
the CPIA weights was to attempt to econometrically estimate, using for example cross-country or 
other empirical analyses, the contribution o f  each o f  the areas covered by the CPL4 to growth 
and poverty reduction. The coefficients o f  the criteria scores in a growth regression would help 
to ascertain whether some criteria are more important than others for growth. Such an 
econometric approach, however, faces severe obstacles concerning model specification, 
causality, and multicollinearity among country scores for the different criteria. The large number 
o f  CPIA components and their high correlation render impractical an econometric approach to 
determine the weights because the presence o f  multicollinearity would produce greatly imprecise 
coefficient estimates. At the cluster level such an approach was attempted for the period 1998- 
02. However, the cluster coefficients were very imprecisely estimated as a result o f  
multicollinearity problems mentioned above. 

0.694 0.676 0.693 0.675 0.662 

0.849 0.843 0.851 0.844 0.841 
0.815 0.802 0.818 0.803 0.795 

24. When included in conventional growth regressions, however, the overall CPIA was found 
to be significantly correlated with growth. In these growth regressions the dependent variable 
was the average GDP per capita growth rate for a five-year period. The right hand side o f  the 
regression included in addition to the CPIA, different combinations o f  variables measuring the 

Q 14 
Q 16 
Q 17 
0 18 

0.803 0.788 0.806 0.789 0.783 

0.845 0.826 0.849 0.826 0.834 

0.867 0.870 0.870 0.870 0.874 

0.800 0.792 0.800 0.791 0.798 

Q 19 
Q 20 

0.873 0.868 0.877 0.869 0.876 

0.799 0.782 0.804 0.782 0.788 
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accumulation o f  human capital (e.g., literacy rate or enrollment rate); macroeconomic conditions 
(e.g., b lack m arket p remium, inf lat ion t ax, t erms o f t rade, investment t o G DP ratio); 1 eve1 o f 
infrastructure (e.g., phones per 1000 people); initial level o f  GPD per capita, and dummy 
variables to account for regional and or time effects. Growth equations were estimated using 
panel data for the 1977-2002 period, divided into five, five-year periods. Beginning o f  periods 
levels were used for all the independent variables. In the different specifications o f  the growth 
regressions that were e conometrically e stimated, the c oefficient o f t he C PIA t umed o ut t o  b e 
statistically significant, after controlling for the different factors mentioned above. 

V. CONCLUSIONS 

25. Principal components analysis suggests that essentially all scores from the different CPIA 
criteria are associated in a very similar way with one underlying common factor, both by cluster 
and for the full set o f  assessments. This implies that weights derived from principal components 
analysis are very similar to equal weights for individual assessments or clusters. Furthermore, 
the overall indices are robust to the use o f  data from different years, to alternative specifications 
that omit or combine some o f  the criteria, and to the use o f  data in levels or differences. An 
implication o f  this finding i s  that i t  i s  unlikely that the changes proposed by the panel would 
substantively affect countries’ overall CPIA rankings. Overall, the traditional aggregation 
procedure based on equal weights yields results that are very similar to those that employ more 
sophisticated statistical techniques; however, the traditional approach has the added advantages 
o f  simplicity and transparency. 


