Progress report on implementation of the performance-based allocation system

I. Introduction

At its twenty-sixth session, held in February 2003, the Governing Council endorsed the view that the Executive Board would henceforth apply the performance-based allocation required under the Lending Policies and Criteria in a more systematic way, along the lines of the approaches found at other international financial institutions (IFIs), and adopt a performance-based allocation system (PBAS). Authority was delegated to the Executive Board to develop the details of the system’s design and implementation.

The PBAS is based on annual allocation exercises that operate in the context of three-year cycles, or allocation periods. Within each cycle, IFAD reviews the ex ante allocations annually to reflect the results of the annual country performance assessments, as these capture significant changes in country needs and/or achievements in the sphere of policy and institutional frameworks. 

II. Adjustments to the PBAS

Since these systems were introduced, it has been recognized by all practitioners that adjustments and improvements would be needed. At its April 2006 session, the Executive Board agreed that: 

(i) In line with the Agreement Establishing IFAD, the resources of the Fund would continue to be used with due regard to a fair geographic distribution. 

(ii) The weight of 0.45 was regarded as a “point of balance” where population still carried significant influence as a determinant of “needs” in the formula but at the same time allowed performance and GNI per capita to have a strong role. It was therefore agreed that the formula would be modified accordingly to reflect a revised weight of population at 0.45.

(iii) There was broad agreement that, given IFAD’s specific focus on rural poverty, the use of rural population would respond better to IFAD’s mandate. In this regard it was agreed that the concept of rural population would be applied as of the 2008 work programme.

The Board further agreed to convene a working group to develop a broader understanding of evolving issues in PBAS implementation.

III. PBAS Working Group

The working group, chaired by an Executive Board member, met in February and September 2008 to review technical and methodological issues. The Report of the Consultation on the Eighth Replenishment of IFAD’s Resources requested that the Executive Board mandate the PBAS Working Group to continue its functions and, as well, to review the practices of other IFIs and identify improvements to the system. 

IV. Application of the PBAS in 2008

The practice introduced for the 2007-2009 allocation period was to include only those countries designated as “active” for new commitments where IFAD expected to have lending or DSF grant operations in 2007-2009. In this way, 90 countries were identified as potentially requiring financing. This has facilitated more reliable and higher country allocations, and should reduce the extent of reallocations required when countries do not use their allocations. On this basis, final allocations for 2007 and provisional figures for 2008 and 2009 were arrived at, giving an overall country allocation for the three-year allocation period. The figures for 2008 and 2009 were indicative and subject to changes in annual performance, as well as population and GNI per capita. This process was repeated in September/October 2007 as updated data on portfolio and rural sector performance became available. Where appropriate, weighted averages have been used to reduce statistical variance over time. All loans and country-specific grants presented to the Executive Board for approval in 2008 have been within a country’s PBAS allocation. In line with DSF implementation, those countries assessed as not at risk of future debt distress have received slightly higher PBAS allocations. 

V. Updating of 2008 country scores and 2009 country allocations

In the fourth quarter of 2008, as data on portfolio and rural sector performance has become available, country scores have been updated. The updated data will be reflected in the final 2008 country scores and 2009 country allocations. In 2007 and 2008, the first two years of the allocation period, no reallocations between countries have been required. However, in developing the PBAS within IFAD, the Executive Board recognized that it might not be possible to deliver commitments against ex ante country allocations within the allocation period. In such cases, the unused allocation would be reabsorbed into the allocable resource pool4 for redistribution through the prevailing PBAS allocation system. In 2009, therefore, all unused resources from the 2007-09 allocation period have been treated as part of the allocable pool of resources for the final year of the allocation period. The unused resources have been allocated according to the PBAS methodology.

The PBAS Working Group, at its September meeting, discussed the possibility that it might be necessary in 2009 to grant one or two new countries eligibility. This would be done without affecting the balance of overall country allocations, to facilitate their entry into the pipeline of projects for Executive Board approval in 2009. The allocations for 2009, tabled at the Executive Board session in December 2008, therefore included Haiti and Liberia.
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