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KfW AT A GLANCE

THE KfW GROUP:
PROVIDING SUPPORT WITH BANKING EXPERTISE
The Kf W Group gives impetus to economic, social and ecological development on a global scale. As
bankers we strive to work efficiently every day. As promoters we stand for the sense and sustainability of
our actions. The fruit of our work flows back into our promotional activities and ensures our potential to
provide support in the long term. We have been proving our competence for more than 50 years. With
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long-term, low-interest loans KfW supports, among others, small and medium-sized enterprises (SMEs),
which are the backbone of the German economy.
Investment Finance: As a partner of SMEs we support innovations and are committed to the instrument of equity capital. In so doing we rely on long-term loans and on innovative financing mechanisms
such as securitization programmes and global loans. Together with IKB Deutsche Industriebank AG we are
developing new products for SME finance.
Housing Finance: As Germany’s leading promotional bank, KfW is also the main financier of private housing property. KfW gives many people the opportunity to realize their dream of owning their own
four walls, or to modernize their home. In accordance with our comprehensive focus on the environment
we are particularly pleased to finance construction projects that make ecological sense.
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FOREWORD

Development policy helps to ensure a common future
for everyone in the world. Our most important task is to create more dignified living conditions and to reduce poverty
in the developing countries. In this respect there is no alternative. In an increasingly interconnected world no one can
shut out the problems in other countries and regions for
long. In past years development policy has increasingly
moved back into the public eye.
Yet citizens want to know just how successful our development policy is. They expect that our projects and programmes are reviewed as objectively and as independently
as possible, and that the proper conclusions are being drawn
from the evaluation results. We take this task very seriously.
For this reason evaluations and evaluation reports are the
core elements of performance evaluation and accountability, not just in the field of Financial Cooperation but also for all instruments of German development policy.
This seventh evaluation report of KfW shows that nearly 75% of Financial Cooperation projects
have developmental effect and are thus successful; but the report also addresses weaknesses.
Interpreting the results of our own work so openly not only ensures the necessary diligence in
spending public funds; the experiences gained and the conclusions that can be drawn from them are simultaneously the basis for the efficient implementation and improved effectiveness of future projects.
I thank KfW for its committed and successful work in the field of German Development Cooperation that is documented by this report.

Heidemarie Wieczorek-Zeul, Federal Minister for Economic Cooperation and Development

2

PREFACE

The World Summit on Sustainable Development in
Johannesburg has shown how great the challenge is to ensure
a life in dignity free of grinding poverty for a constantly
growing population without at the same time destroying
the bases of life for future generations. However modest its
contributions may be in the face of the global dimension of
the problem - international development cooperation after
all has shown that there actually are ways of solving the
pressing global issues such as protecting the earth’s climate
and natural resources, containing diseases such as AIDS,
malaria and tuberculosis, and providing for education for all
the world’s children. Against this background the general
public as well as political decision-makers in recent years
have again become more aware of the importance of effective and targeted development cooperation. At the same
time they have come to demand stronger action in view of
the complexity of the problems. For this reason we regard our work as a continuous learning process. This
learning process is supported by an effective performance evaluation and consistent reporting to partners, mandators and the general public.
I am therefore pleased to be able to present you with our 7th Report on the Results of Financial
Cooperation. For the first time this report comprises a substantial number of evaluations that have been
performed under the sole responsibility of our in-house evaluation unit which was established specifically for this task. In the interest of a credible rendering of accounts its work is committed not only to
independence but also to transparency. KfW therefore publishes not only the present overall report but
also presents each individual evaluation with its main findings and detailed performance ratings in the
Internet for the interested public. However, we also welcome systematic feedback from our partners: In
each on-site evaluation the evaluation unit demands a detailed assessment of the cooperation with KfW
as well as recommendations for improvements.
The good results, as they present themselves in this report, stimulate and reinforce us in our endeavour to constantly put our work to the test and to learn from our experience.

Wolfgang Kroh, Member of the Board of Managing Directors, KfW
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SUMMARY

How successful is Financial Cooperation with developing countries? What difference does our contribution make? What concepts “work” and which ones do not? What can we and our partners learn from
them? These are the questions we try to answer in the context of our annual systematic performance reviews. They are intended to render a credible account of our work to our mandators and to the public.
They also constitute an essential building block of a continuous quality assurance at KfW and they promote institutional learning. In order to achieve both objectives even more effectively KfW in the year
2000 set up an independent evaluation unit which reports directly to the Board of Managing Directors.
The present 7th evaluation report for the first time comprises results of this independent performance
evaluation: around one-fifth of the ex-post evaluations of the years 2000 and 2001 were carried out under the sole responsibility of the evaluation unit. The report comprises a total of 174 evaluated projects
with a financing volume of around EUR 2.3 billion.
We apply stringent criteria in the evaluation of our projects. We want to be sure that the result will
give us a realistic impression of our work. This also includes obtaining a general assessment as to which
projects were successful but also which projects did not meet our high demands. Only this way can we
achieve specific improvements in the future. In contrast to what would be implied by giving German
school grades 1–6 in our evaluation, we no longer consider a project which we give a rating of 4 (adequate) to be successful even if it has achieved clearly positive developmental effects.
Overall 74% or 128 of the evaluated projects and programmes
were successful in development-policy terms. In relation to the funds invested this was a proportion of 73%. These pleasing results are slightly
above the long-term average.
After all, one third of the projects had a very good to satisfactory developmental effectiveness without major weaknesses (performance ratings
1 and 2). On the other hand, only one tenth of the projects had to be rated
clearly insufficient or complete failures (ratings 5 and 6). Only in these two
categories did the funds invested fail to achieve a significant developmental
benefit. Although they have achieved desired developmental impacts the
28 projects that received a performance rating of 4 did not lead to a positive overall rating by our standards because of their risks to sustainability
and their deficits. With 69 projects or around 40%, the performance rating
3 was the most frequently awarded rating. These projects achieved their
developmental objectives but have weaknesses in certain respects. (See
Chapter 3 for a detailed description of the performance ratings and corresponding project examples).

Infrastructure development and employment creation
Social Fund FONCODES in Peru.

The analysis by sector shows that projects in (basic) education and
health care including family planning and AIDS prevention were again particularly successful, as they have been on average throughout the years.
The energy sector too confirms the trend of an above-average success quota.
Fortunately, projects in agriculture and forestry as well as in the transport
sector, which historically have been less successful than the average,
achieved a very good overall performance in this evaluation. The results of
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financial sector projects were also better than the
long-term sector average. In the water supply and
sanitation sector, on the other hand, the results confirmed the finding that this developmentally so important sector is characterized by high risks which
endanger the success of projects. By far the poorest
performance was again achieved by the manufacturing and raw materials extraction sector.
In a regional comparison Latin America
achieved the best results with 96% developmentally A life in dignity for generations.
successful projects, followed by Europe with 80%.
They were closely followed by sub-Saharan Africa and Asia with 69% and North Africa/the Middle East
with 68% successful projects.
Following the in-depth analysis of our experiences in the water supply and sanitation sector in our
6th report on results, our focus this time is on the promotion of the financial sector. The development
of local financial systems as “nerve centres” of an economy has been an important area of KfW’s activities not only since the Asian crisis. Until the end of the 1980s the main emphasis used to be on cooperation with state-owned development banks and regulated lending operations to specific developmentally
preferred sectors and target groups at low, sometimes even negative interest rates in real terms. The negative experiences which this approach produced in an economic environment marked by state interventionism led to something of an international change in paradigm at the beginning of the 1990s. We then
proceeded to place the emphasis of our cooperation on strengthening financial institutions and the financial system as such because only efficient financial institutions enable sustainable development finance.
On the basis of the 19 financial sector projects evaluated in the period under review and the current FC
portfolio we sought to answer the question to what extent our practical work has corresponded with this
change in paradigm and what experiences can be drawn from the projects.
The evaluation demonstrates that KfW has learned from the “development bank crisis”. We have diversified our products (from the micro loan to the establishment of payment transaction systems) as well
as the promotional instruments (from the “classical” credit line to guarantee schemes). We are increasingly seeking to cooperate with refinancing institutions (so-called Apex institutions), private commercial
and micro banks as well as non-governmental organizations.
The individual ex-post evaluations confirm that projects are successful when their conception
builds consistently on the existing institutional framework and when they can be successfully developed
further. Above all, this requires a thorough analysis of the regulatory framework and the efficiency of the
financial institutions as a basis for designing projects. The financial products must be in accordance with
the needs of the target group which in turn must be eligible for banking at least in principle. Moreover,
successful projects are often embedded in an active sector policy commitment of KfW and coordinated
strategies of the most important donors; wherever possible FC funds are extended at market conditions
to prevent market distortions. These findings, however, cannot always be put to work in practice. In particular, it is often not possible to correct the recognized institutional weaknesses of the financial institutions that are being supported. This is particularly true where the regulatory framework is characterized
by strong governmental or political influence and the political will to reform is lacking. In this type of situation decisions relating to business policy and lending policy in the financial institutions are not taken
on the basis of banking considerations, and there are no incentives and instruments for sustainable financial services.
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1. OVERALL EVALUATION

uations in this Report. The others were carried out by the
regional departments using the previous procedure. Since
January this year the Financial Cooperation Evaluation Department has the sole responsibility for the ex-post evaluations. Our aim with this Report is, first, to give the public information on how our projects are being continued when
our work on site is finished. Second, the annual evaluation of
our projects is of very considerable importance for our future
work. What are possible weak points and how can they be
avoided in the future? Hence we apply stringent criteria in
assessing our projects (see table). Although the projects are
given marks on the system of 1 to 6 used in German schools,
with 1 being the top grade, projects classified as 4 (adequate)
are not regarded by us as meeting our criteria for a successful project. All the projects we classify as “4” have certainly
been able to achieve positive developmental effects, so there
is a significant developmental benefit from the funds invested.
But the overall result of the project does not meet our standards as a promotional bank of the German government,
such as our standards of efficiency and effectiveness. So we
are not really satisfied with these projects.

Clean drinking water next door –
Rehabilitation of water supply in rural Mali.

SURVEY: THE OVERALL RESULT
In this 7th Evaluation Report we provide information
for the general public on the developmental effectiveness of
altogether 174 FC (Financial Cooperation) projects, which we
subjected to a final evaluation in 2000 and 2001. For the first
time this Report also includes results by KfW’s independent
Financial Cooperation Evaluation Department, which commenced operating in January 2001. The new department is
already responsible for around one fifth of the ex-post eval-

The final overall result is very good. Of 174 projects
evaluated 128 or 74% were developmentally successful. In
relation to the volume of funds used the success rate is
73%. The share of successful projects is thus slightly above
the long-term average of 71%. Measured by the volume of
funds used, as well, the result is above the long-term average of 72%. In view of the difficult environments for our

THE OVERALL DEVELOPMENTAL RESULT

Performance rating

Category

Very good and good

1

13

7

233.7

12

Satisfactory

2

46

26

470.4

24

Altogether adequate

3

69

40

710.1

36

No longer adequate
despite positive effects

4

28

16

356.4

18

Insufficient

5

16

9

149.8

8

Failure

6

2

1

24.7

1

128

74

1,414.2

73

Total 1–3

Number of operations
absolute
in %

6

FC volume in EUR million
absolute
in %

COMPARISON OF SUCCESS RATES IN PREVIOUS FC EVALUATION REPORTS

By number
Total
Successful
in %

By volume
Total
EUR million

Successful
EUR million

in %

7th Evaluation Report: 2000/2001

174

74

1,945

1,414

73

6th Evaluation Report: 1998/1999

214

66

3,336

2,536

76

5th Evaluation Report: 1996/1997

237

75

3,786

2,734

72

4th Evaluation Report: 1994/1995

177

67

2,179

1,459

67

3rd Evaluation Report: 1992/1993

153

71

1,565

1,118

71

2nd Evaluation Report: 1990/1991

112

76

1,549

1,043

67

1st Evaluation Report: 1988/1989

110

75

1,148

902

79

1,177

71

15,508

11,206

72

Total

The following table shows the success rates by
sector and also enables comparison with the long-term
average since the First Evaluation Report.

work in the developing countries that is an extraordinarily
good overall result. The projects already mentioned that were
given a rating of 4 account for a further 16% of the commitments with positive individual developmental effects.
This welcome overall result is also reflected in the
breakdown into the six performance ratings. One third of all
the projects were rated 1 or 2 (very good/good or satisfactory)
and only two are complete failures. As in previous reports
rating 3 is the most frequent. In these projects the positive
effects are still clearly predominant. The converse is the case
for projects with a performance rating of 4. They, too,
achieve essential positive developmental effects but they
have such weaknesses or risks to sustainability that the overall developmental result is no longer adequate for our requirements. A project to supply water to urban districts, for
example, may well supply the poor people with clean water,
and minimize the risks to their health, but it will be classified
as not successful if it does not earn at least its running costs
from charges levied. The risks that the operation cannot be
maintained and the lack of incentives to be economical with
water are then too serious for a more positive assessment.

Rehabilitation of Samari Bridge in Nepal.
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SHARES OF SUCCESSFUL OPERATIONS BY SECTOR
OVERALL RESULT BY SECTOR – NUMBER OF OPERATIONS

Sector
Education and Health

1st–6th Evaluation Report (1988–1999)
Number of projects
Total
Successful
Successful in %

7th Evaluation Report (2000/2001)
Number of projects
Total
Successful
Successful in %

84

74

88

19

19

100

8

5

62

2

2

100

163

130

80

25

22

88

81

56

69

19

15

81

121

70

58

14

11

79

58

50

86

9

7

78

Transport

227

149

66

41

31

76

Water Supply, Sanitation
and Waste Disposal

135

93

69

35

19

54

Manufacturing and
Mineral Resources

80

42

52

9

2

22

Communications

46

43

93

1

0

0

1,003

712

71

174

128

74

Environmental Protection
Energy
Financial Sector
Agriculture, Forestry
and Fishery
Sector and Structural
Adjustment Programmes

Overall Results

OVERALL RESULT BY SECTOR – FC DISBURSEMENTS

Sector
Education and Health

1st–6th Evaluation Report (1988–1999)
FC disbursements in EUR million
Total
Successful
Successful in %

7th Evaluation Report (2000/2001)
FC disbursements in EUR million
Total
Successful
Successful in %

705

640

91

283

283

100

56

40

72

25

25

100

1,490

878

59

122

110

90

Sector and Structural
Adjustment Programmes

684

589

86

59

51

86

Financial Sector

804

583

73

124

100

81

Transport

2,636

1,645

62

426

345

81

Energy

3,949

3,265

83

447

337

75

Water Supply, Sanitation
and Waste Disposal

1,071

710

66

298

149

50

Manufacturing and
Mineral Resources

1,549

807

52

156

14

9

600

578

96

5

0

0

13,544

9,735

72

1,945

1,414

73

Environmental Protection
Agriculture, Forestry
and Fishery

Communications
Overall Results
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The long-term sectoral comparison provides a clear
ranking list of sectors with above-average and below-average
success rates. Over the long term communications, education
and health, energy and the multi-sectoral projects like sector
and structural adjustment programmes have success rates far
above the average, as do employment creation programmes
(e.g. through the Social Investment Fund in Latin America or
AGETIP, Agence d’exécution des travaux d’intérêt public, in
Africa). Transport, water supply, sanitation and waste disposal,
agriculture, forestry and fishery and manufacturing and
mineral resources have a lower developmental success, according to the statistics. The financial sector is on the longterm average, as is environmental protection and resource
conservation. If the sectors are subdivided again, within the
agricultural sector irrigation has particularly poor historical
success rates (67%/59%) and within the transport sector the
railways (41%/29%). But the successes are particularly high
in education and family planning projects (100% each). It
would be beyond the scope of this Report to trace the reasons for these differences in performance, and we will select
only a few particularly striking results. We have commented
on the poor performance of railway and industrial projects in
recent evaluation reports. The experiences and lessons learned
in the water supply and waste disposal industry were also
discussed in detail as a special theme in our 6th Evaluation
Report, and the main results are summarized again later in
this Report. The financial sector is the special theme in this
Report. In the past agricultural irrigation largely consisted of
major irrigation projects, and in an adverse market environment they proved particularly difficult, with their complex
structure and far-reaching intervention in political, social,
economic and ecological conditions. The problems of coordination and steering were underestimated, and with inadequate management capacities in the project-executing
agency (often a government office), irrigation tariffs that did
not cover costs, over-optimistic assumptions of profitability
and a state-regulated market and pricing policy must be
named as the main factors causing the failures in this sector,
which has under-average performance.

Sanitation for 3 towns in the Medjerda Valley, Tunisia.

try confirms the trend, the projects in agriculture, forestry
and fishery and transport performed better than the longterm average. The same applies to environmental protection
and resource conservation, where the success rate for the
period under review was 100%. However, that result is not
really informative, as only two projects in this sector were
evaluated. In agriculture, forestry and fishery the positive deviation from the long-term average by 21 percentage points
(and by as much as 31 percentage points measured by the FC
volume) is particularly significant. A major factor here is that
most of the agricultural projects in the 7th Evaluation Report
are small and technically relatively simple irrigation systems,
or the rehabilitation and modernization of existing facilities.
In the energy industry several successful projects in Brazil, a
country that follows a relatively well advanced energy policy,

The sectoral evaluation of the 174 projects in the period
2000/2001 certainly shows some deviations from the longterm trend. While the good performance of projects in education and health, the financial sector and the energy indus-
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and relatively young projects that were appraised for financing
by KfW after the introduction of clear minimum economic
criteria, led to a high success rate by the number of projects.
The very much lower rate by the volume of funds used is
mainly due to two major projects in Bangladesh for a total
volume of EUR 190 million that were rated inadequate (the
Ashuganj power station I and II). Projects in the water supply
and sanitation sector again had an under-average success
rate, and manufacturing and mineral resources again
brought up the rear. We have discussed KfW’s problematic
experience with manufacturing projects in earlier reports. As
this sector plays only a minor role now in our current portfolio we will not repeat that here. In many cases the unsatisfactory performance of projects in the water supply, sanitation and waste disposal sector was due to inadequate
progress in improving the sectoral and institutional condi-

tions. The sectoral institutions are often over-centralized,
they are subject to strong political influence and they operate inefficiently; the systems of tariffs are not oriented to
operating and commercial needs, the qualifications and motivation of the skilled workers and the provision of operating
funds are often not of the required standard. Examples of
many of these problems are to be found in the sample project “Water supplies to rural towns” in Chad. KfW is tackling
these institutional conditions with its range of development
instruments, and it is encouraging new approaches like involving the private sector. Nevertheless, water and sanitation
will remain a sector with high risks to sustainability. In view
of the outstanding importance of clean drinking water and
regulated waste and faeces disposal in improving the living
conditions for the people in our partner countries, however,
we will have to take these risks in future as well.

SHARES OF SUCCESSFUL PROJECTS BY REGION
NUMBER OF PROJECTS

1st–6th Evaluation Report (1988–1999)
Number of projects
Total
Successful
Successful in %

Region
Sub-Saharan Africa

7th Evaluation Report (2000/2001)
Number of projects
Total
Successful
Successful in %

465

317

68

72

50

69

99

49

49

19

13

68

289

234

81

52

36

69

Latin America/Caribbean

92

69

75

26

25

96

Europe

58

43

74

5

4

80

1,003

712

71

174

128

74

North Africa/Middle East
Asia

Overall Result

OVERALL PERFORMANCE BY REGION – FC DISBURSEMENTS

Region

1st–6th Evaluation Report (1988–1999)
FC disbursements in EUR million
Total
Successful
Successful in %

Sub-Saharan Africa

3,721

2,288

62

445

302

68

North Africa/Middle East

1,951

1,103

57

467

305

65

Asia

5,480

4,680

85

789

572

73

Latin America/Caribbean

1,038

819

79

213

211

99

Europe

1,354

845

62

31

24

77

13,544

9,735

72

1,945

1,414

73

Overall Result
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7th Evaluation Report (2000/2001)
FC disbursements in EUR million
Total
Successful
Successful in %

THE MAIN FEATURES OF THE PROJECTS
EVALUATED IN 2000/2001
Altogether, of the 174 projects covered here 151 are in
social and economic infrastructure, environmental protection and resource conservation and manufacturing, 19 are
financial sector projects and 4 structural adjustment programmes. Funds totalling around EUR 1.9 billion were made
available for these projects from the federal budget, of which
40% was disbursed as non-repayable grants, while the rest
was given as loans at preferential conditions. KfW supplemented these budget funds with its own funds to the amount
of approx. EUR 375 million. The 174 projects were started between 1979 and 1999, and more than 75% were appraised by
KfW between 1985 and 1995.

Power transmission in Java.

In more than one third of the projects KfW supported
its partners and the target groups not only in carrying out
the investment but also with complementary consultancy,
training for personnel and measures to raise awareness. These
measures are intended to increase the efficiency of our partners, enable the target groups to play an active part in the
project and/or to change attitudes and behaviour patterns,
e.g. through family planning programmes. They are often decisive for the sustainability of the projects.

The results by individual regions show that only Asia
was under the long-term average during the period under
review. Several unsuccessful “old” projects with state development banks and state enterprises in industry and the mining sector are responsible for this. Altogether, however, projects in Asia, as well as projects in Latin America and Europe,
achieved above-average success rates on a long-term comparison. The lower success rates by comparison for sub-Saharan Africa, North Africa and the Middle East very clearly
reflect the often extremely difficult political, economic and
social framework for cooperation with many countries in
these regions. However, the success rates for the projects
evaluated in 2000 and 2001 are above the long-term average
for each of these regions.

Road construction in Benin.
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Low-cost housing projects create jobs for women.

Around one third of the projects directly served to reduce poverty, many through self-help measures. Examples of
these projects are low cost housing construction programmes
for poor groups in the population that had until then been
living in slums, or labour-intensive road construction projects. Labour-intensive road construction methods are intended to enable poor people to earn incomes by giving
them employment in building and maintaining the roads. In
many cases the roads then link up previously completely isolated settlements with regional centres for the first time, and
this gives the people access to markets, social facilities,
schools and health centres. Improving the social and economic situation of women was the main objective in more
than one quarter of the projects, or it was an explicitly formulated and important subsidiary aim. Examples are loan
programmes for women or basic education projects specifically designed to enable more girls to go to school.
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The most important sectors were economic infrastructure with the energy industry, transport and telecommunications, and social infrastructure with education, health and
drinking water/sanitation. The financial sector and agriculture (including forestry and fishery) follow with a gap. The
exact sectoral distribution of the projects covered in this Report can be seen in chart 1.
Again sub-Saharan Africa and Asia were the priority
regions, followed by Latin America, North Africa/Middle East
and Europe. Measured by the use of funds Asia was in first
place, with sub-Saharan Africa second but some way behind.
The exact regional distribution of the projects covered in this
Report can be seen in chart 2. The relatively high volume of
FC funds for projects in North Africa and the Middle East is
due to a few large projects, mainly in Egypt and Tunisia, like
the Tunis Light Rail System described in the Annex “Project
Examples”.

Chart 1:
Sectoral Distribution of Operations
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Chart 2:
Regional Distribution of Operations
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Latin America/Caribbean
Europe

24%

The total cost of all projects promoted was EUR 5 billion, of which only 38% was financed from budget funds.
Hence by far the greater share of the investment costs was
again met by our partners. Budget funds totalling an average
of EUR 11.2 million were provided for each project. The
smallest project was a “follow-up monitoring fund” for rural
water supply projects with EUR 0.51 million. The biggest project was the Tunis Light Rail System already mentioned, with
EUR 80 million in budget funds and a further EUR 112.5 million in KfW funds.
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The share of projects financed in cooperation with other
development cooperation institutions was 24%. In the multilateral field KfW worked mainly with the World Bank and the
regional development banks. In the bilateral field GTZ was
our main partner. Cooperation with DEG is becoming increasingly important, now that it is integrated in the KfW
Group. Synergy potentials are developing, particularly in the
financial sector, as our tasks complement each other. The two
institutions have already worked together in this sector in
the past (see the chapter on the main topic Financial Sector).
Against that background DEG’s corporate policy project rating is also of particular interest to us (see box).

DEG’S CORPORATE POLICY PROJECT RATING
DEG has introduced an integrated instrument, Corporate Policy Project Rating, to enable both the business and the developmental success of its projects to be measured more accurately. This project rating combines four different standards of measurement into an index point system:
➢ Profitability as an indicator of the financial sustainability of a project enterprise in the investment country. Without sustainability in this sense the other developmental effects of a project are not secure either.
➢ Other developmental effects. In the case of producing project enterprises these are quantitative effects (contributions to
employment, national income, state revenues, net foreign exchange effects) and effects of a qualitative nature (technology and know-how transfer, training, relevance for women, market and structural effects, improvements to infrastructure,
observance of social and ecological standards etc.). In financial sector projects the contribution made by the project to developing the capital market is the main concern, while in infrastructure projects it is the contribution to meeting supply
shortages or increasing efficiency through privatization (e.g. reductions of charges).
➢ The special role of DEG. This covers to what extent DEG is performing its proper role as a development finance and
consultancy institute in the project concerned. The questions examined are whether DEG is really active in a subsidiary
capacity, whether it is mobilizing more funds from third parties for a project enterprise, (e.g. by syndicating or arranging
parallel financing) or whether DEG is also active as consultant for a project enterprise (project development, structural
consultancy, financial engineering).
➢ Interest earned on DEG’s equity capital. This criterion measures to what extent a project is achieving the objective of
generating a reasonable return on equity. This is necessary to ensure DEG’s permanent existence and to sustain its future
growth.
In assessing a project the four measurement standards or the points achieved on each are combined in a Corporate Policy
Project Rating index. The values in the index as a whole are then classified by six quality groups, grading the projects according to the 1 to 6 scale, “very good” to “clearly inadequate”.
The index has been applied to all new DEG projects since September 2000. In the future it will be used both for ex-ante and
ex-post evaluations and in monitoring current projects.
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Partner Countries of Financial Cooperation

Morocco

Dominican
Republic
Honduras
Guatemala
El Salvador

Senegal
The Gambia

Nicaragua

Guinea R.

Mali

Ben
Ghana

Ecuador

Peru

Brazil
Bolivia
Paraguay

Chile
Uruguay
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Kazakhstan
Azerbaijan

Albania
Turkey

PR of China

Tunisia

Israel

Jordan
Pakistan

Egypt

Nepal
India
Bangladesh

Chad

Thailand

Yemen Rep.
Djibouti

nin

Vietnam

Philippines

Cambodia
Sri Lanka

CAR
Uganda
Kenya
D.R. Rwanda
Congo
Burundi
Tanzania

Indonesia
Samoa

Malawi
Zambia
Zimbabwe

Madagascar
Botswana Mozambique
Swaziland
Lesotho

Project countries in the 2000/2001 final evaluations
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2. EFFICIENT FINANCIAL SECTORS – AN IMPORTANT
BASIS FOR THE DEVELOPMENT OF AN ECONOMY

not function efficiently. The Asia crisis provided impressive
evidence of this. The financial system is the nerve centre of
an economy, so to speak, and it has a decisive influence on
the development of the other “body parts” of the real economy and in social policy. But what does “not functioning
efficiently” mean?
For example, if the nearest branch of a bank is several
days’ journey away from a village the villagers have no alternative but to keep their money “under the mattress”. On the
other hand, there is no money to finance larger investment
or to provide security against the ups and downs of life because there are no banks that can systematically collect savings and transform them into loans. Or, if very small enterprises cannot obtain loans from commercial banks – which is
often the case in developing and transition countries – they
either have to depend on money lent by friends or relatives
or go to a private money lender. But private money lenders
only provide small sums for short periods, and they charge
very high interest rates. That is why much meaningful investment is not carried out and why the development
process is held up.

Small shop owners are typical clients for micro finance institutions.

Not only does the exclusion of whole groups of the
population from the financial sector hold up development
(frequently this is described as “too little depth” in the financial system); the lack of a “broad” product range is also a
major obstacle. If a financial system has only relatively shortterm savings deposits, for example, the commercial banks
can give practically no longer-term loans. Financing larger
investment projects and private housing construction, for instance, is more difficult if not altogether impossible. The lack
of a workable financial system thus greatly limits the scope
for development for both the people and the economy.

Many of the obstacles to economic development are
evident. If a country does not have roads that enable goods
and people to be moved at acceptable cost, if there are not
enough efficient hospitals, or if there are no schools or training facilities for children and young people, this will have
direct negative effects on the people’s standard of living and
the country’s development. Another obstacle to development
that is equally important, but is sometimes underestimated
as its effects are more indirect, is a financial sector that does

Promoting efficient financial systems that will encourage development is therefore a major concern in international development cooperation. KfW has many years of experience here. Until the late 1980s many of our projects, like
those of other bilateral and multilateral institutions, were
directed by the policy of lending through state development
banks at conditions that were insufficiently geared to market conditions. This concept was based on the development
model of expanding domestic industries with state support

18

and using the financial system for regional, structural and
social policy aims. This policy of steered lending, mainly for
political motives and at low real or often actually negative
interest rates, generally failed to fulfil its objectives. It not
only encouraged the build-up of capital-intensive economic
sectors that were inefficient and internationally uncompetitive but also bankrupted many of the state development
banks. The negative experience of this system, which is also
known as “old development finance”, led to a kind of change
in the paradigm of financial sector promotion across a broad
international front in the early 1990s. Whereas the main focus of financial sector projects used to be on the sector in
the real economy that was to be promoted with loans at
favourable interest rates, or the target group that was to be
reached, in the early 1990s attention moved to the efficiency
of the financial system itself. Behind this was the recognition
that sustained development finance could be achieved only
through the local financial system if the local “financial intermediaries” like the banks and savings banks could offer
permanent and self-sustaining financial services instead of
only channelling money from international development
cooperation funds to target groups that were of developmental importance. Financial sector promotion through development cooperation can fulfil the requirement for structural effectiveness across a broad front only if it is oriented
towards the objective of creating and promoting marketoriented, well-functioning – that is, efficient – financial institutions that will promote development.

WHICH PROJECTS WERE PROMOTED?
Altogether 19 financial system development projects in
11 countries using FC funds totalling EUR 140 million were
subject of the general evaluation for 2000/2001. Regionally
Asia predominated with 12 projects; while Africa, Europe and
Latin America each had two to three projects in the evaluation.
The main focus of the projects was on the promotion
of micro, small and medium-sized enterprises (SMEs), which
form a central pillar of the economy in many countries (13
projects). Most are family enterprises, like small corner shops,
craft shops or farms with fewer than 5 employees. Many are
in the informal sector and so largely excluded from access to
loans from the formal financial sector. Generally the aim of

To what extent do FC projects fulfil that requirement?
What lessons can be learned from financial sector promotion
for our work now? We shall examine these questions here
with reference to the nineteen financial sector projects that
have been subjected to ex-post evaluations in 2000/2001.
Most of them were planned and carried out in the 1990s,
that is, after the change in the conceptual paradigm outlined
above. The results of the main-focus evaluation will be presented below.

Scene from a rural Caucasian market
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the projects was to give these enterprises permanent access
to loans at market conditions and other financial services,
and so increase incomes and employment. Three projects
financed agricultural work in rural areas. Another three promoted modernisation and environmental protection investment by medium-sized and large industrial firms with foreign exchange loans for the import of plants and equipment.
All 11 project countries are – though to differing degrees – confronted with the problems of a financial system
that is not efficient, although financial sector reforms were
carried out at the end of the 1980s or in the early 1990s to
remove the greatest institutional shortcomings. The differences in consistency in implementing the reform processes
meant that the initial situations differed and the individual
projects faced different challenges.

A loan helped to establish this small silk weaving business.
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In Paraguay, for example, the rural financial system
was still strongly subject to direct government intervention
in the mid-1990s, unlike the situation in urban areas. In Mali,
however, the rural financial system, although it was seriously
deficient in funding at the start of the project, was not facing the problem of state interventionism, for the state had
confined itself at a very early stage to a supporting role
through the BNDA development bank.
The initial situation in the transition countries of
Southeastern Europe and Central Asia was entirely different.
During the change from a centralist planned economy to
market economy structures the financial systems were in
many cases rapidly liberalized with the support of the World
Bank, the International Monetary Fund and other multilateral
donors. As a result the financial systems generally were dom-

inated initially by a handful of state banks, with a few new
commercial financial institutions in the private sector. Owing
to their inefficiency and considerable lack of know-how
many of the state banks had to close, leaving the financial
sector very shallow. A large part of the population and many
enterprises had no access at all to loans or savings. The
Albanian financial sector, for example, consisted practically
of three state banks after the country was opened up, but
they were lending to private customers to a very small extent.
The evaluated FC projects had to be adapted to these
different conditions. The support schemes therefore ranged
from financing agricultural loans in Paraguay and promoting
self-administered village banks in Mali to setting up a new
bank in Albania. The financing instruments included both
non-repayable quasi-equity funds, “classical” FC credit lines
and mixed and composite finance, in which federal budget
funds are supplemented by market funds raised by KfW.
WHAT HAS BEEN ACHIEVED?
According to the results of the on-site ex-post evaluations most of the projects have been developmentally successful, though to varying degrees. Fifteen out of the 19
projects were classified as successful (see Table “Results of Financial Sector Projects”). That corresponds to a success rate
of 81% for disbursements, which is above average for the entire portfolio of the 7th Evaluation Report. Many micro and
small enterprises in farming, trade and industry received
medium to long-term investment loans at market conditions
for the first time. The investment the loans financed enabled
thousands of jobs to be created, especially for low-skilled
workers, in other words, poor people. In many cases the ultimate borrowers were themselves poor. In addition, many of
the projects helped to deepen and broaden the local financial sector and create efficient financial institutions.
Four projects were shown to have such weaknesses,
with such risks to sustainability that they could no longer be
classified as developmentally successful. We shall now illustrate this range in the results with some concrete examples
and outline the lessons that can be learned from them.

A loan financed this small maize mill in Mozambique.

Examples of highly successful projects with very broad
and structural effects are the support to rural village cooperatives in Mali and the creation of the Albanian bank FEFAD.
Mali is one of the poorest countries on earth. Life expectancy is only 54, and the average annual per capita income is EUR 260. The greater majority of the poor people live
off the land, and 47% of Mali’s gross domestic product is
produced in the agricultural sector. The Dogonland in the
northeast of the country is also a region of extreme poverty.
Diseases due to lack of hygiene are widespread and the level
of education is very low. Most of the people are small farmers and they live by growing onions and millet and keeping
livestock. As the region suffers frequently from drought and
plagues of locusts earnings are hardly sufficient to secure living standards.
Before the start of the project the villagers could only
go to the small traditional savings and loan associations
(“tontines” as they are called) if they needed larger sums of
money for purchases or emergencies, like sickness. But the
sums the tontines could lend were generally limited, while
private money lenders would charge exorbitant interest rates
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of up to 120%. Nor could the modest savings these small
farmers were able to accumulate be safely deposited to cover needs, like seed for the next harvest. Instead the money
was kept at home, where it was not safe, and rapidly spent
on consumption. Nor could the state agricultural development bank BNDA (Banque Nationale de Dévéloppement
Agricole) offer the small farmers means of saving or obtaining loans to meet their needs, for its branches were too far
away from the villages in this part of the country.
To ease these problems village cooperative societies
were built up in the mid-80s on the principle of self-admin-

istration and community solidarity. They were part of an FC
project to promote income creation measures (rehabilitation
of small dams) executed in cooperation with an international
non-governmental organization. The aim was to give the villagers access to loans and at the same time mobilize their
savings. Some of the cooperatives were soon unable to meet
the strong demand for loans from the savings of their members and were increasingly dependent on other means of
funding. That gave rise to a novelty in KfW’s financial sector
promotion: the FC funds assigned to BNDA, which has been
supported by KfW since 1986, were no longer to be used exclusively for direct agricultural sub-loans; they were also to
be made available to the village cooperatives as a source of
funding.
At the time of the ex-post evaluation there were more
than 150 village cooperatives in the three project regions,
headed by eight cooperative associations. The village cooperatives have a total of just under 65,000 members who reach
an estimated 500,000 people. Around 70% of the economically active villagers have access to savings and loans as
members of their cooperative. Every year the cooperatives
mobilize EUR 2.2 million in savings, and these savings constitute their main source of funding for their volume of lending, which totals EUR 3.8 million. The remaining third is
funded by the BNDA. These figures are not only proof of the
broad effect of the project, they are also a clear indication of
poverty orientation, for the average amount of a loan, which
is one of the relevant indicators of the share of poor households benefited by the project, is around EUR 90. The rate of
repayment to the village cooperatives is generally 95%,
which is an indication of how effective the loans are. It also
shows that the objectives are achieved and sustained. The
village cooperatives have developed into stable and reliable
financial intermediaries in rural areas and by far the greater
majority of them are covering their costs.
Through its links with the BNDA, which works professionally, this FC project is also having an important catalytic
function in helping to broaden the financial sector. Village
cooperatives have also been formed in other parts of the
country following the Dogon model, and BNDA regards
funding them as an attractive field of business. However, the
successful reforms of the financial sector in Mali were im-

This entrepreneur proudly presents his product.
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A small loan supported the start-up of this beauty parlour.

portant for the success of this project, and they were actively supported by German development cooperation (DEG, GTZ
and KfW) in cooperation with other donors. KfW, for example, organized sector discussions with all parties concerned
on several occasions and funded the assignment of sector
experts.
In Albania the government rapidly succeeded in combining stabilization and growth after the country was
opened up, partly thanks to massive international support. A
relatively dynamic SME sector developed, especially in trade.
However, this positive economic development was jeopardized by the lack of institutional support. That was particularly
the case with the financial sector. At the time of the project
appraisal the Albanian financial system consisted of the central bank and only three state commercial banks, which held
98% of all the assets. The lack of financial intermediaries was
evident i.a. in that bank lending to enterprises and private
households was below the cash ratio at just under 7% of

GDP. This was not due to a lack of liquidity but to structural
shortcomings in the state banking sector – a high level of
political influence, inadequate qualifications, a lack of competition and time-consuming and bureaucratic lending practices.
Against that background a study of the financial and
SME sectors was commissioned in 1994. It concluded that
cooperation with the state banks could not be considered for
SME promotion which was so important for economic development. Instead, the Albanian government decided, with the
agreement of KfW, to set up a new financial institution, initially in the form of a foundation, the Foundation for Enterprise Finance and Development (FEFAD). In 1999 it acquired
a full banking licence. FEFAD was supported intensively right
from the start by KfW and in its early years by GTZ as well.
KfW holds the chairmanship in the bank’s Supervisory Board.
The management was initially in the hands of a German
Technical Cooperation (GTZ) consultant and when GTZ’s sup-
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among borrowers. It is regarded as a model in personnel policy, customer service and transparency. A survey of borrowers conducted as part of the ex-post evaluation showed that
the SMEs increased their staff by 18% on average, 70% of
the companies were able to increase their turnover and 85%
of those questioned regard their living standards as improved. Customer loyalty is high.
Hence the project has not only achieved its objectives,
it is also having a strong structural effect on Albania’s financial sector. That FEFAD Bank is regarded as a model in many
respects in Albania is evident not least from the fact that
there are now a growing number of imitators, orienting their
SME lending technique to that of FEFAD. Commerzbank of
Germany has now purchased shares in FEFAD Bank, showing
that market-oriented financial sector projects of this kind
can lead to interesting joint ventures with the private sector.
WHAT ARE THE SUCCESS FACTORS?
The results of the evaluation of successful projects like
the two outlined above reveal some of the important conditions for success, independent of their different approaches
and objectives.
Village savings cooperatives in Mali give women access to loans
and saving facilities.

port came to an end he handed over to an expert from the
consultancy firm that is advising FEFAD on building up and
organizing its operations; the consultancy firm also holds
shares in the bank through a joint investment company with
IFC and EBRD.
Today FEFAD Bank is clearly the market leader in Albania’s SME sector. Since 1995 more than 5,700 loans have
been given. FEFAD’s share in the total loan portfolio of the
Albanian banks is more than 20% and more than 50% of all
the borrowers of bank loans are customers of FEFAD. By
granting small loans of less than EUR 500 and loans for
housing construction it is offering financial products that are
new to Albania. FEFAD Bank has the lowest level of delays on
loan repayments in the financial system and by consistently
following up loans it is helping to improve payment morale
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It is of crucial importance for the project conception
to take adequate account of the given overall framework and
so be appropriate to the existing situation. That requires a
profound analysis of the financial sector, and of the needs
and banking ability of the target group, to enable choosing
the most promising way of meeting those needs. An analysis
of the institutional efficiency of the financial sector, the
resultant project risks and the extent to which they can be
influenced is also an important success factor, as is the
choice of a suitable financial intermediary. In the case of
Albania that is why the decision was taken against cooperation with the state banks. Although this at first appeared to
be the most obvious method, KfW decided in favour of the
more difficult and unconventional path of founding a new
bank. Rapid, specifically targeted and repeated (“revolving”)
use of the FC funds can, in fact, be expected only if the project’s target group is also regarded by the partner bank as a
strategically and commercially interesting clientele. Direct
state influence on a bank’s business policy is, moreover, gen-

EVALUATION OF THE PROJECTS
Developmental effectiveness

Category

Number

Percentage

Very good and good

1

4

21

Satisfactory

2

5

26

Altogether sufficient

3

6

32

Altogether insufficient

4

1

5

Clearly insufficient

5

3

16

Total failure

6

0

0

erally counterproductive. Naturally, that does not mean that
only banks in which the state is not a shareholder can be
considered as partners in FC projects, as is evident from the
example of the BNDA. The decisive factors are a market and
demand oriented business policy and operations according to
commercial criteria of efficiency and free of political influence.

In practice these conditions can rarely be created in
the ideal form, nor are they often already given. The difficulties and in some cases limited means of influence FC sometimes has to cope with locally can be seen from the four
financial sector projects that are no longer regarded as developmentally successful.

In addition, successful FC frequently requires an active
sectoral policy commitment, embedded in longer-term cooperation and coordinated strategies by the major donors, and
with intensive monitoring of the project. The success in Mali,
for example, would have been almost inconceivable without
KfW’s sectoral policy commitment in cooperation with other
donors, while KfW’s active participation on the Supervisory
Board of FEFAD together with other international institutions enabled the bank to act free of state intervention.
Complementary support in the form of consultancy and
training of varying intensity are also necessary in many cases.
The concrete design of the promotion is also important. Wherever possible the FC funds should be channelled to
the financial institutions and lent on to the sub-borrowers,
the target group, at market conditions in order to avoid market distortion. The subsidized provision of funds not only entails a risk of undermining savings formation in the partner
country, it also encourages inefficiency in the project executing agency. Interest rates for the sub-borrowers below the
market level make the financial intermediary dependent on
subsidies, and prevent it developing its own dynamic to
deepen the financial system.

Children dance during the opening ceremony for a village cooperative in
Kokolo – Mali.
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ELEMENTS OF SUITABLE LENDING TECHNIQUES FOR SMEs
What are the essential elements in a lending technique that enables micro, small and medium-sized enterprises (SMEs)
to be served on a cost-covering basis and with appropriate interest rates? The traditional techniques of bank lending,
which are usually based on security for the loan from the customer’s assets and an analysis of his balance sheets, cannot
be used for SMEs in most developing countries, or they would not be of much use. Simply presenting a balance sheet
and a business or project calculation is impossible for many. They rarely have this information, particularly as in many
cases there is no clear dividing line between the household and the commercial enterprise. As most of the loans needed
are very small the effort of assessing creditworthiness and monitoring the loans often seems too high to the banks, as
does the risk on the loan. To solve these problems new approaches have been evolved in development cooperation over
the past twenty years.
The approach that has aroused most attention among the public interested in development policy is that of group
solidarity for microfinance (e.g. the Grameen Bank in Bangladesh). The aim here is to solve the problem of the lack of
security for loans by providing liability in solidarity from a group of about five people; the aim is also to increase the
volume of the loans required by combining loan requests. A variant of this approach are the village banks. Groups of
20 to 30 people are formed to build up local and very small, informal “financial institutions” in which the members of
the group administer the obligatory savings deposits themselves and lend the funds to individual members. This approach is based on the idea of making the group as a whole ultimately interesting as a customer for a commercial bank.
Another approach is the individual loan technique, in which the central elements are an analysis of the borrower’s
household cash flow and stringent monitoring of the loan. The problem of the lack of information on the commercial
activities is solved as the loan officer obtains the information on the situation in the enterprise and the family by talking to the customer directly in his home or place of work. This simplifies the application procedure and lowers the
“transaction costs” for the borrower. In this method goods are accepted as security that, although they might only yield
a very small sum if realized, are of relatively high use to the borrower, like the boards for his market stand or his television set. If he is late with his repayments the financial institution can exercise pressure on him by demanding the
goods pledged to secure the loan.
The two approaches have in common that strict and consistent monitoring is needed to supervise the loan risk. This
consistency is of supreme importance, particularly if there is delay on repayments because unless the security is called
in, either in the form of solidarity liability or the real assets pledged as guarantee, payment morale and so the effectiveness of any lending technique are undermined.
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WHY DO FINANCIAL SECTOR PROJECTS FAIL?
Two central problem fields can be identified from the
unsuccessful projects. First, there are problems on the productive sector level which cause the loans taken up by the
target group to have only limited effect. Second, there are
problems on the level of the financial institutions that prevent a sustainable offer of finance being made to the target
group. We would like to illustrate these problems in two projects, one in China and one in Paraguay.
Three credit lines were given to the China Investment
Bank (CIB, now China Everbright Bank) for the period from
1988 to 1995. They were to fund investment in fixed assets
by small and medium-sized state enterprises, and from Phase
II investment by non-state enterprises. The objectives were to
modernize production, increase productivity and improve
access to long-term investment finance for these SMEs. Ultimately the aim was to support the transformation of the
Chinese economy and reforms in the banking sector, and to
encourage economic growth. Altogether investment loans
were given to 13 enterprises, but only two are operating successfully now. Evidently the diverse problems inside the (former) state enterprises were underestimated, as was the political influence, which is still high, and the greater market risks
in a transition economy. The need for foreign exchange loans
to finance imports and the enterprises’ ability to use the
plant profitably were overestimated. That shows how important the in-depth analysis of the financial intermediary and
the needs of the target group mentioned above is. Right
from the start, for example, CIB was very weak in assessing
and monitoring the loans, some of which were given without
a proper assessment of the profitability of the investment
and so the ability of the company to repay. Evidently, despite
massive support of project-executing agencies by multilateral
donors over many years it has not proved possible to free CIB
of political influence, ensure its autonomy and thereby create incentives for an effective and efficient lending policy.
KfW has drawn the consequences from this for financial sector promotion in China and in other countries, and in new
projects we are making more efforts to secure cooperation
with commercial banks in the private sector while promoting
complementary consultancy on lending techniques and risk
management.

Tirana – capital of Albania. Here FEFAD offers financial services.

Cooperation with the state financial institution Crédito
Agrícola de Habilitación (CAH) in Paraguay was rather different. The objective of this project was to promote small
farms in the San Pedro Norte region of Paraguay by granting
loans for operating funds and investment. The effects on the
level of the target group are certainly positive. Altogether
around 5000 small farmers have been able to diversify their
crops and so maintain their income level although cotton
growing has been reduced. Nevertheless, some of the small
farmers became insolvent owing to the collapse in the prices
of major crop products. CAH’s assessment of the loans took
insufficient account of these risks. As a result the quality of
the loan portfolio was eroded. Additionally, as in the case of
CIB, there was permanent state influence on business policy.
The government regarded CAH less as a bank than as an instrument of social and structural policy. In 1999, for example, it announced debt release for the small farmers, so rendering useless CAH’s efforts to consolidate its position under
an action programme to which it had been urged by the
World Bank, UNDP and KfW. At the time of the final evaluation the economic survival of CAH was seriously in doubt.
It is clear today that the project concept took too little
account of the difficult initial situation. Ultimately it actually
made the position of CAH more difficult, in that it explicitly
stated that small farmers in relatively remote areas with high
income risks were to be promoted. A strict lending policy on
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Fish market in Ho-Chi-Minh-City.

a cost-cover basis was thus hardly possible, and it was made
more difficult by state intervention. This illuminates a conflict of objectives that is apparent in many financial sector
projects. If on the one side it is desirable for development
policy to serve target groups that are problematic and may
be particularly needy, sustained development of the financial
system requires concentration on target groups that may not
at present be served by the formal financial sector but are in
principle potential bank customers. In other words that
means that the projects must be close to the present “borderline” of the financial sector, the “financial frontier”. In the
cooperation with CAH in Paraguay a target far beyond this
borderline was chosen with the best developmental intentions, so burdening the project-executing agency, which was
already weak, with an additional load.
To summarize the experience in China and Paraguay it
can be said that the efficiency of the financial intermediary
and the correct assessment of it are of crucial importance. It
must be in a position to undertake a professional appraisal of
a loan request and make a sufficiently reliable estimate of
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the SME’s creditworthiness – without the normal documents
required for a bank loan. But how can the efficiency of a financial institution be recognized? What are the main determinants? It is evident from the projects in China and
Paraguay and from other projects where experience was similar, that two aspects are of particular importance for the
(potential) efficiency of the project-executing agency: the
general conditions in which it is operating and the corporate
governance embedded in these.
Successful financial intermediation requires an appropriate general framework for the economy. They include an
efficient central bank and banking supervision, the corresponding legislation and the means of implementing this,
largely free interest policy, accounting regulations that follow international standards, transparent and appropriate
rules on competition, and banks that are largely free of direct
state intervention. But these conditions are rarely all fulfilled
in developing countries, and so it is the aim of our cooperation to go beyond purely meeting needs and help develop
this appropriate general framework.

Corporate governance, which is the system of incentives and control of a financial intermediary, is perhaps the
most important basic condition for an efficient financial institution. It is characterized i.a. by

For example, if business strategy and lending policy
decisions are not made according to banking criteria, and on
an adequate information basis, the incentives and instruments for sustained financial intermediation are lacking.

composition of the central decision-making bodies
• the
(the supervisory board and the board of managing direc-

WHAT ARE OUR CONCLUSIONS?

tors) and their members,
clear assignment of strategic, controlling and execu• the
tive functions to the central organizational units,
structures that are compatible with the corpo• incentive
rate aims and
timely availability of central information on the busi• the
ness development.

The results of our final evaluation of the years
2000/2001 essentially confirm the experience we have
gained over many years and show that we are on the right
path with our concepts for the development of financial systems. In future, too, the efficiency of our partner institutions
or the financial system as a whole must be the main focus of
our efforts to create successful financial sector projects. The
integration of DEG in the KfW group has given us a broad
range of promotional instruments, from shareholding to the
classical credit line (see also Box: “Evaluating DEGs Microfinance Portfolio”).

EVALUATING DEGs MICROFINANCE PORTFOLIO
In May 2002 the DEG portfolio contained a total of 8 commitments to microfinance institutions (MFIs) to a total volume of approx. EUR 28 million. In the present evaluation, which was made on the basis of the data from the corporate
policy project ratings (CPPRs, see p. 15), five projects were covered. Two MFIs had to be excluded as they had only
recently been founded, and another because it acts as intermediary in financing and advising MFIs worldwide (and so
the results of the CPPR are not comparable). All eight MFIs are classified as financially sustainable in the DEG internal
rating. The following table gives a survey of the basic data and the most important developmental effects.
Location of the MFI

Bolivia

Cambodia

Brazil

Russia

Georgia

No. of ultimate borrowers

47,000

73,000

85,000

17,000

20,000

1,100

300

250

7,300

1,300

400

500

1,600

500

200

New type of institution in country

No

No

Yes

Yes

Yes

Serving new regions in country

Yes

Yes

Yes

Yes

No

Mobilizing local savings

Yes

Yes

No

Yes

Yes

Staff training

Yes

Yes

Yes

Yes

Yes

approx. 55%

High

approx. 50%

Low

approx. 50%

No

Yes

Yes

Yes

Yes

Average MFI loan amount (USD)
No. employed in MFI

Share of women in ultimate borrowers
Consultancy for ultimate borrowers
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The most important developmental effects of the MFIs are their contribution to developing local financial markets and
combating poverty. Specifically: DEG is financing pioneer banks in three countries that are serving micro and small
enterprises for the first time in their country. Four of the MFIs have built up a decentralized branch network and are
serving regions where borrowers have not yet had access to financial institutions. Four MFIs are refinancing i.a. from
local savings (in the national currency) and this underlines the fact that poor groups in the population can save, too, if
the institutional possibilities are available to them. In addition, local deposits enable loans to be given in the national
currency, so that the ultimate borrowers do not incur a foreign exchange risk. Moreover, the investments of the five
MFIs in training their staff also need to be mentioned, for this is also helping to build up the institutions. The measures
range from training on the job and weekly in-house training through the assignment of foreign specialists to practical
courses for individual members of staff in commercial banks abroad.
By granting small loans the MFIs help to create and secure jobs and incomes for the sub-borrowers and so they are
making an important contribution to directly reducing poverty. The absolute number of jobs created in the approx.
240,000 businesses financed cannot be exactly determined, but the contribution to reducing poverty can be classified
as substantial. This is for the following reasons:

•

The five MFIs mainly finance micro and small entrepreneurs (and do not give consumer loans, for instance), who
traditionally have no access to the formal financial sector. One MFI in Latin America, for example, transacts 92%
of its business with customers in the informal sector.

•

Four of the five MFIs give a large percentage of their loans, and one almost all of them, to women. That is not
only economically rational (women are on average the more reliable customers), the banks are also helping in this
way to overcome the structural discrimination of women, an overproportional number of whom live in extreme
poverty.

Compared with the average for all DEG financial sector projects the MFIs have the following profile. They are financially
more sustainable, they have stronger developmental effects and DEG plays a greater part. However, DEG earns a lower
interest rate on equity capital with the MFIs.

KfW has drawn the consequences from the development bank crisis in the early 90s and made the promotion of
efficient financial systems and functioning financial institutions the centrepiece of its promotion policy. Our objectives
here are to efficiently mobilize savings resources and make
low-cost loans available to potential investors throughout a
region; we also aim to open up access to financial services
for broad sections of the population, especially the poor.
Hence, financial sector promotion was reoriented in the second half of the 90s on the basis of the 1994 financial sector
concept of the Federal Ministry for Economic Cooperation
and Development:
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cooperation with private partner banks was still
• Whereas
the great exception in the early 1990s, cooperation with
private financial institutions has now been greatly intensified. In the new projects in 2001 partners from the private sector reached a new record level, at around 80%.
So we are making greater efforts to build up publicprivate partnerships in the financial sector, too, to achieve
more effective development cooperation.
the mid-1990s KfW has increasingly been carrying
• Since
out financial sector projects with refinancing institutions
as the project-executing agency. These Apex institutions,
as they are called, channel the funds to selected financial

range of FC promotional instruments has also been
• The
extended (e.g. with funding guarantees, direct or indirect
funding for shareholdings, above all in microfinance).
support measures (training, know-how trans• Personnel
fer) encourage innovation on the level of partner institutions; they help to open up new markets and ensure that
the project approaches are sustainable.
more of the risk (granting FC promotional loans
• Byouttaking
of its own funds, composite finance with an admix of
market funds) KfW has been able to supplement the
scarce budget funds meaningfully and respond flexibly to
the financing needs of partner countries.

Credit disbursement in India.

institutions according to fixed criteria. This firstly permits
greater cooperation with private partners without loss of
the state guarantee. Secondly, the market is not distorted
because the financial institutions are selected in transparent competition. Finally, this approach enables minimum
standards to spread faster in the financial sector, cooperation is made more effective because many more customers are reached, and it is also more efficient as savings
can be realized in planning, executing and monitoring
the project. In 2001 Apex institutions were the executing
agency in 40% of the approved projects.

cooperation between international donors is
• Closer
growing in importance. The European Union, Switzerland
and Austria, for example, have entrusted KfW with the
professional implementation of credit lines (business
under a mandate) in the successor states to the former
Yugoslavia.
A number of factors have led to these developments
which have been very positive on the whole in recent years:

credit line to a partner bank is still the “classical” in• The
strument of promotion, but over time considerable innovations have been introduced to the mechanism. Generally, for example, the ultimate loans are no longer appraised and approved individually on KfW level; instead
the banks are given refinancing lines. The FC funds are
disbursed to the bank in a few tranches, and the bank
places them in the SME sector following binding promotional criteria. The use of the funds is documented to
KfW ex post and with little bureaucracy.
product innovations in many coun• FCtrieshas(e.g.encouraged
environmental loans, housing construction loans,
municipal financing, building up systems to secure deposits or handle payments transactions).

The Credit Fund for Poverty Reduction in Vietnam finances traditional
means of transport.
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development of new or more flexible promotional
• The
products has clearly improved the ability to react to

not hesitated to take these chances with flexible use of
the instruments available to it.

problems in the developing countries.
development of new FC financing instruments en• The
ables KfW’s banking potential to be used to finance advanced partner banks in developing countries in accordance with the risk.
progress made with reform of the financial system in
• The
many of our partner countries has improved the legal
and institutional conditions for FC in many cases.
stabilizing transition process in former planned eco• The
nomies (e.g. Southeast Europe) has offered historically
unique chances for FC to help shape the process of building up market economy-oriented financial systems in the
transition economies right from the start – and KfW has

Sang Sunary’s workshop, financed by a micro loan.
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the reform of the financial systems we still have
• Despite
major partners among the state development banks (e.g.
in China, the Philippines, Chile), or these banks are now
reoriented through privatization (e.g. in India and in Sri
Lanka). They will remain major partners.
The financial sector is now one of the most important
areas of promotion for KfW. Commitments – without mandates – reached a new record level in 2001 at 17% (approx.
EUR 240 million). The potential for further diversification
both regionally and on the level of the product range and the
promotional instruments is far from exhausted. KfW’s promotional activity in the financial sector is internationally acknowledged, and KfW is increasingly sought as a partner.

3. PROJECT EXAMPLES

BANGLADESH
PAKISTAN
THE PHILIPPINES
THE REPUBLIC OF CHAD
TUNISIA
PERU

Performance Rating Categories
Categories 1 to 3: Successful


Category 1: Very good or good developmental effectiveness



Category 2: Satisfactory developmental effectiveness



Category 3: Altogether sufficient developmental effectiveness

Categories 4 to 6: Not successful

Category 4: Altogether insufficient developmental effectiveness


Category 5: Clearly insufficient developmental effectiveness



Category 6: Total failure

33

BANGLADESH:
JOYSAGAR FISH FARM (GRAMEEN BANK)

BANGLADESH
Population:
Area:

143 million
144,000 sq.km.

Population growth:

1.6% p.a.

Per capita income:

USD 370

HDI ranking (162 states):

132

Literacy rate:

41%

Life expectancy:

61 years

Bangladesh suffers frequently from serious flooding,
and it has the highest population density in the world. Pressure on the few natural resources is therefore enormous. That
also applies to the fish stocks. Fish is one of the main sources
of protein for the population, but competition for the limited

stocks has actually caused violent conflict between the landless and the big landowners in the past. The government of
Bangladesh attaches high priority to promoting inland fishing in view of its importance in securing food supplies and
because of the employment potential it offers particularly for
the poor rural population. Against this background KfW supported the rehabilitation or expansion of the Joysagar Fish
Farm in the particularly underdeveloped west of the country.
Before the start of the project only about one third of the
farm’s total of 783 state-owned ponds were being operated
by the Department of Fisheries. Many institutional shortcomings and inadequate participation by the local population
had brought fish output down to a minimal level. At 440
kg/ha it was actually below the yields from unfarmed natural
waters. Illegal fishing was a major problem owing to the lack
of organization and sense of ownership in the local population. The inaccessibility of many of the ponds, which were
widely scattered, was a big obstacle to marketing the fish,
and to rural development generally. Both the main roads and
the rural roads were in very bad condition and transport services were expensive and unreliable. It was practically impossible to make regular deliveries of fish, which deteriorates
rapidly, to the bigger markets for these are considerable distances away. In view of these problems the Grameen Bank
was asked by the government of Bangladesh in 1985 to take
over the rehabilitation and operation of the Joysagar Fish
Farm, which covers a total area of 675 hectares, on a lease,
and with co-finance from KfW. In 1994 the Grameen Bank
handed on the Joysagar Fish Farm to its new subsidiary for
agricultural projects, Grameen Motsho Foundation (GMF).
Altogether during the project 427 new ponds covering
414 hectares were established, and accommodation, storehouses, a training centre and an ice factory were built. Equipment was purchased for the fish farm and 22.5 km of access
roads repaired. More than 600 groups of users, the Fish Farm
Groups, are responsible for looking after and using the ponds;
they have more than 2,600 members recruited from former
landless occasional workers in the region and are receiving
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intensive support from GMF. This is not limited to the actual
techniques of fishing, it also covers supplementary agricultural activities by the members and social advisory services.
The new ponds were built by small private local firms
which employed the local people for the work, paying them
on a daily basis. All the construction work was carried out
using labour-intensive methods and without heavy building
equipment.
The projects created permanent part-time jobs for the
members of the groups, corresponding to a total of about
470 full-time jobs. A further approx. 200 jobs were created in
marketing the fish. As on average five members of the family
per group member profit indirectly from the additional family
income the project benefited about 15,800 people altogether. Moreover, as had been assumed during the project
appraisal, some of the improved fish farming techniques are
being adopted by the people living in the project environment and this has increased fish production there, too. The
rehabilitation of the ponds was mainly carried out with manual labour. This required a further approx. 1.7 million days’
work in total, again bringing employment and incomes to the
project region.

In the year 2000 an average of 2,100 kg of fish per
hectare was produced, that is a total of 870 tonnes. The farm
is producing not only greater quantities but its fish are of
better quality as well. However, the size of the farmed area
(414 ha) is below expectations. But it must be taken into
account that the major flood of 1998 caused serious damage
to the dikes surrounding about 50% of the ponds, and these
had to be repaired using project funds.
Workshops with user groups held during the final evaluation confirmed the positive socio-economic and social
effects of the Joysagar Fish Farm. The average family income
of the fish farmers has risen significantly from the situation
before the project started, and at the equivalent of EUR 470
p.a. is now more than twice as high as the income of day
labourers. The effects of the higher incomes on the standard
of living of the fish farmers and their families are considerable. They are evident particularly in the generally better
nutrition and better homes. The social organization of the
people in the project region has also improved, and they can
now provide a political counterweight to the major landowners. The awareness campaigns carried out by the staff of
Grameen Bank have improved sanitation (latrines and wells
have been built); they have also induced most of the fish
farmers to send their children to school.

A critical aspect is the unsatisfactory financial situation of the fish farm and the Motsho Foundation. From 1996
to 1999 the enterprise had to show a loss on operations. This
was mainly due to the fact that in the first few years the fish
farmers were deliberately given half the earnings on the sales
of the fish but did not have to share in the operating costs.
Now cost-sharing has been introduced and the market development is positive. Together with efforts by the only creditor,
Grameen Bank, to reorganize the finances this has improved
the economic situation of the enterprise somewhat in the
last two years, but it is still not entirely satisfactory. There is
still a risk that it may not be financially viable.

36

In the overall evaluation of the project the significant
positive effects were of decisive importance. The project has
increased and diversified incomes, it has improved the social
organization of the people and improved their living conditions generally while clearly strengthening the social position
of people who were formerly marginalized. As the objectives
have largely been achieved but risks, especially financial risks,
to the sustainability of the project still persist, the project
was rated altogether sufficient (performance rating 3).

PAKISTAN:
SIRAN VALLEY FOREST PROJECT, PHASE I
The rapid disappearance of Pakistan’s forests is a major
problem that is seriously affecting the country’s economy
and ecology. This is particularly evident from a comparison of
the demand for wood and the supply. Demand for wood, 90%
of which is for firewood, is 28 million cu.m. a year. Only a
small part of this (1.3 million cu.m.) is met by importing wood
and wood products. The sustainable (that is, renewable) supply that can be obtained from the existing forests/stocks of
trees is about 10 million cu.m. a year. The demand overhangs
of c. 16 million cu.m. is causing serious overexploitation and
destruction of the present forests. As a result the downward
trend in the forest area is alarming. In the early 1990s Pakistan’s forests covered 4% of its land area, but in 2000 this
had shrunk to 2.3%. Estimates by the FAO are based on a
reduction in Pakistan’s forest area by 2.9% p.a. between 1990
and 1999. Not only are the forests themselves being lost as a
natural resource but the destruction of the surface vegetation is also causing serious erosion in many regions, and this
was one of the causes of the catastrophic flood in 1992.

PAKISTAN
Population
Area:

141 million
796,100 sq.km.

Population growth:

2.2% p.a.

Per capita income:

USD 440

HDI ranking (162 states):
Literacy rate:
Life expectancy:

127
45%
63 years

average, at 240 inhabitants per sq.km. compared with 173. In
the project area it is actually 430 inhabitants per sq.km.
Specifically, the Siran Valley project included building
up a geographical information and forest planning system
with German FC funds. The network of forest roads was also
to be extended, timber harvesting modernized, areas were to

Therefore, there is an urgent need for action. In the
Siran Valley forest project German development cooperation,
in conjunction with the Pakistan forestry administration,
attempted to find ways of permanently sustaining the forests
in the Siran valley, so that they could be used but also continue to fulfil their natural function. For this purpose sustained forestry operations were to be introduced in selected
parts of the valley and an overall concept to maintain the
forests in the project region was worked out. Taking account
of the interests of the local people in using the forests was a
central component of the project. In the planning and execution the Pakistan Forestry Administration was supported by
KfW and GTZ jointly. The North West Frontier Province
(NWFP) of Pakistan was chosen deliberately for the project
for it is relatively richly forested. In 1990 it contained about
40% of Pakistan’s entire stock of forest trees on 17% of the
province area. At the same time the density of the population in the NWFP has always been far above the Pakistan
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tration was and is in no way able to supervise observance of
the ban consistently. On the contrary, there were actually
signs that some of its employees were financially involved in
the illegal felling.

be (re)forested, forest cooperatives supported and a nature
reserve was to be set up. Funds and specialists from GTZ were
to support the Pakistan Forestry Administration in the overall
management of the project and in introducing new land use
systems on the basis of user groups from the local population
(Social Forestry).
At the time of the final evaluation not only had the
forest stock throughout Pakistan deteriorated dramatically, it
had not proved possible to establish a permanent forestry
administration or sustained forest use in the project region
either. Nor had it proved possible to eliminate the main
causes of the destruction of the forest in the Siran Valley that
were identified during the project appraisal, and they still
persist in important areas. Some major measures in the project could not be carried out at all, and some could be implemented only in part or with long delays. This was mostly due
to the lack of commitment on the part of the Pakistan Forest
Administration and the lack of willingness to reform on the
part of the Pakistan government. The Pakistani partners
showed little interest in introducing the new social forestry
and land use system, they supplied insufficient skilled project
personnel while the Pakistani project director changed six
times during the project, and the Pakistan government provided insufficient local funds. A particular problem for the
project was the decision by the Pakistan government to ban
timber felling altogether in the NWFP in response to the catastrophic flood of 1992, although it was a generally positive
step initially. The consequences of this decree and the attitude of the Pakistani authorities cast an illuminating light on
the conditions under which the project suffered. The shortage of legal timber led to rising prices and so increased the
incentive to fell timber illegally. The Pakistan Forest Adminis-
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The painful lessons of this project are that lack of selfinterest, insufficient provision of funds and corruption in the
state project partner prevent effective protection of the
forests. The high risks from a project approach new to Pakistan and the inadequacies of the Pakistan Forest Administration were recognized at the start of the project, but we
regarded them as manageable with FC/GTZ cooperation. The
project was conceived as a pilot phase for a possible longerterm programme. After the indications we gave the BMZ during the course of the project the German government has
decided not to invest any further funds after this pilot phase.
The forestry sector is no longer a field for cooperation
between FC and Pakistan. In view of the failure to achieve the
objectives and the problems outlined above the final evaluation revealed that the project has clearly insufficient developmental effectiveness (performance rating 5). We
refrained from an even more negative verdict because the
project did achieve some valuable results, like reforestation in
some private land and creating temporary employment during the reforestation, especially for poor people.

THE PHILIPPINES:
IMMUNIZATION PROJECT
Perhaps the saddest consequence of poverty is high
child mortality. Infectious diseases against which there is certainly effective protection, and which hardly constitute a risk
now in the developed countries, often cost many lives in the
developing countries, especially among the poor. Children in
particular often pay with their lives for their parents’ poverty.
Consequently, the trend in infant mortality is one of the most
important indicators of success in reducing poverty. In the
early 1990s about 10% of the deaths of children under 5 in
the developing countries were due to measles. In the Philippines about 12,000 children under 5 caught measles every
year, and about 3,000 of them died. The government of the
Philippines had started a national measles vaccination programme as early as 1983. It was supported by the WHO,
which regards eliminating measles worldwide through vaccination programmes as one of its most important health policy objectives. From 1983 the incidence of measles in the
Philippines fell dramatically by 90%, but in 1997 a measles
epidemic broke out and the number of cases rose by 500%.
The routine vaccination campaigns had not reached all the
children, but apparently some of the vaccinations had also
failed to offer protection. Measles is a highly infectious disease and it was able to spread particularly rapidly in the
densely populated urban districts and mainly in the closely
packed slums. This epidemic caused the Philippines government to carry out a broadly based vaccination campaign in
1998, the aim being to vaccinate every child between the age
of 9 months and 15 years against measles.

THE PHILIPPINES
Population:
Area:

76 million
300,000 sq.km.

Population growth:

2.3% p.a.

Per capita income:

USD 1,040

HDI ranking (162 states):
Literacy rate:
Life expectancy:

70
95%
69 years

while the remaining tins and the costs of carrying out the
campaign, including ensuring that the cold chain would
work, were financed by UNICEF, the World Bank and the
Philippine Ministry of Health. The WHO supported the Philip-

The Philippines government had already made an
application to the German government for support in
measles vaccination in 1995. As part of the project it was
agreed to deliver a total of 8 million tins of measles vaccine
and the equipment to ensure that the cold chain would function. In view of the measles epidemic that started at the end
of 1996, however, these plans were changed and made more
flexible to adapt to the dramatically changing situation. The
FC funds were now used to purchase 21 million of the 35 million tins of vaccine that would be needed for the campaign,
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districts and in the slums. To reach all the children here as
well, wherever possible, follow-up vaccination actions were
carried out “from house to house”, and they finally brought
the campaign to a successful conclusion. Altogether 26 million children were vaccinated and 96% of the target group
were reached. That figure is regarded as extraordinarily high,
and it is even greater than the ambitious project target of a
measles vaccination rate of 95%. A complementary component of the 1998 mass vaccination campaign was the establishment of a better national control system to monitor the
occurrence of measles and the introduction of more effective
routine vaccination campaigns to be held throughout the
country every two to three years. The FC project made a
major contribution to reducing cases of measles by 90% by
2000 and the number of fatalities from the disease by 95%
from the 1983 level, which was the Philippine government’s
target.

A national task force supported by the WHO and
UNICEF took over planning, executing and supervising the
vaccination campaign. The task force worked closely with the
government and with local NGOs. The mass vaccination campaign was then carried out within a week in November 1998,
after an extensive mobilization campaign and the creation of
the logistical conditions, which were not easy. In the districts
where not all the children had been reached a follow-up
action was held in December 1998.

Altogether the vaccination project was a great success.
Beyond the very high number of children vaccinated it has
helped to improve the health of Philippine children over the
long term by building up the better control and diagnostic
system and creating the necessary logistics for the routine
vaccination campaigns that will be necessary in future as
well. Nevertheless there are still risks. Whether it will prove
possible really to eliminate measles in the Philippines will
ultimately depend on whether the Philippine Ministry of
Health and its partners do continue to carry out routine vaccinations of small children largely without disruption. In the
densely populated districts, where there are high fluctuation
and great social problems, maintaining vaccination rates on a
high level will always be a challenge. There are risks to the
logistics, especially maintaining the cold chain, on account of
the investment in replacement that will be needed.

The final evaluation of the project was made on the
basis of an evaluation study commissioned by the WHO
together with the Philippine Ministry of Health. This showed
that the greatest successes had been achieved where the
campaign was actively supported by the schools. A lower participation level was apparent in the densely populated urban

But we regard these risks as manageable in view of our
experiences with this project and because of the evidently
greater efficiency which the Philippine Ministry of Health
acquired during the mass vaccination campaign of 1998. We
have therefore classified this project as having a satisfactory
developmental effectiveness (performance rating 2).

pines in building up and using a more refined diagnostic and
information system, especially for educational campaigns in
poorer residential districts.
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THE REPUBLIC OF CHAD:
WATER SUPPLIES FOR RURAL TOWNS
Located in the Sahel region, Chad is a country in which
many of the welfare indicators are below the average of the
poor developing countries. 64% of the population are poor
and the illiteracy rate is 57%. Life expectancy is only 48 years
on average and every tenth newborn child dies before its first
birthday. The supply of social services to the people is totally
inadequate. That is particularly the case for water, for
throughout the entire country only one quarter of the population has access to reasonably safe public water supplies. The
others fetch their supplies from standing waters and the traditional bucket wells at considerable risk to their health.
Improving this situation and combating the many and serious
water-borne diseases is therefore of major importance in
improving living conditions for the people in this very hot
and dry country.
Against this background KfW had already promoted
the construction of central water supply systems in six rural
towns in the 1970s. Inadequate awareness of hygiene among
the people, their limited ability – and willingness – to pay and
weaknesses in the state operator STEE (Société Tchadienne
d’Eau et d’Electricité), however, meant that the systems were
only partially being used and were in poor condition. So
under a new programme the existing facilities were to be
repaired, the people’s awareness of the relation between
water and health was to be increased and user operation of
the taps introduced. These project components were supplemented by measures for the disposal of faeces like digging
dry wells, setting up public latrines and marking out dumpsites for proper waste disposal. The measures were to supply
up to 180,000 people with drinking water by the year 2005
and raise the people’s awareness of hygiene and improve
their habits in the long term. This should reduce the risks to
their health. The programme was carried out between 1992
and 1997.

THE REPUBLIC OF CHAD
Population:
Area:

7.6 million
1,284 million sq.km.

Population growth:

3% p.a.

Per capita income:

USD 200

HDI ranking (162 states):
Life expectancy:

155
48 years

work and they do ensure continuous and hygienic water supplies for the people connected to them. But far fewer people
are being supplied than planned. The population grew less
than was expected and only 60% of the standpipes that had
been set up and were primarily to supply the poor people are
being used. Anyone who can afford it has a tap connected in
his home, not least as a status symbol. The operating concept
for the public standpipes that was conceived under the pro-

In the final evaluation it was apparent that the objectives of the programme had only partly been achieved. On
principle the supply systems that had been repaired will now
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gramme, which was based on self-organization, was not
accepted by the people. When the investment was terminated by a consultant the user committees that had been
formed rapidly broke up again. As many standpipes are not
accepted by the people although technically they work it is
not worthwhile for STEE or the appointed maintenance staff
to operate them. Some of them have therefore been closed.
Hence a considerable number of the people, particularly the
poor, still fetch their water from the traditional sources under
questionable hygienic conditions or from expensive private
(on-)sellers. Unlike the head office the operating units of
STEE are committed and the local personnel skilled. Thanks to
their initiative and talent for improvisation they have so far
succeeded in keeping the system operating despite a tiny
budget and regular bottlenecks in obtaining spare parts and
operating funds. But as they depend entirely on allocations
of budget funds by the head office in N’djamena STEE is
increasingly suffering from liquidity shortages leading to a
great risk that the facilities cannot be properly maintained.
The people’s awareness of hygiene has certainly been

improved by the intensive awareness campaigns, which have
included theatre performances, posters, information actions
in schools and the training of voluntary “multipliers”. They
now know the connection between clean water and health
and they handle water economically and hygienically. The
public network does cover most of the straight need for
drinking water even for the people who are not connected
(for instance through neighbours). But the hope that the
awareness activities would be continued by the people themselves when the support came to an end has not been fulfilled. The desired improvement in private and public waste
and sewage disposal has also only partly been achieved. The
public facilities like waste collection points or latrines in
schools and markets are not being properly maintained. Ultimately the time needed for this kind of measure was underestimated and too little attention was paid to building up on
existing forms of self-organization. However, the offices in
Chad that are actually responsible are showing little interest
in changing public attitudes. Owing to the disillusioning
experience with STEE we have ended our cooperation with
this organization and withdrawn from promoting urban
water supplies in Chad. KfW is now concentrating on rural
water supplies in that country in cooperation with another
partner, the Direction Hydraulique, which we believe is more
efficient.
Altogether it did not prove possible sufficiently to
remove the causes of problems that were correctly recognized in the project appraisal. In view of the limited extent to
which the objectives were realized and the high risks to sustainability we have classified the developmental effectiveness of this project as altogether insufficient (performance
rating 4), although the supply situation has undoubtedly
been improved for around 90,000 people and so for the
greater majority of the population.
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TUNISIA:
TUNIS LIGHT RAIL SYSTEM
Today more than 2 million people live in Greater Tunis,
which is more than one fifth of Tunisia’s total population.
Population growth in this district is 2.7% a year, far above the
national average. Greater Tunis contributes about one third
to the creation of value in this dynamically developing country. With the unfettered growth of the economy and the population the volume of traffic is also growing. Owing to the
usual separation of home and the workplace in densely populated areas the people are dependent on an efficient urban
transport system. The number of jobs in the Tunis district –
which affects rush-hour traffic – rose from 420,000 in 1985
to 690,000 in 2001.
At the request of the Tunisian Government KfW financed
a study on the existing system of local public transport and
possible alternatives in 1978. The study showed that building
an above-ground city rail link would be the best and most
economical public transport alternative.
So with support from FC the Tunis light rail system was
expanded in several stages between 1985 and 1995. To provide the necessary volume of funds KfW supplemented the
limited FC budget funds with its own funds in composite
finance. As a result, the city rail system now has a two-track
network of just less than 32 km. Altogether 134 railcars were
successively supplied by the German prime contractor.

TUNISIA
Population:
Area:

9.6 million
163,600 sq.km.

Population growth:

1.3% p.a.

Per capita income:

USD 2,100

HDI ranking (162 states):
Literacy rate:
Life expectancy:

89
70%
70 years

sengers in the periphery, at quieter times of the day and on
return journeys for the trains in the rush hour. With figures
between 42% and 57% depending on the line and the direction, however, this is also at a pleasingly high level, so proving the acceptance of the system outside the peak times as
well. The other figures by which the success of the project is
measured also came up to the levels expected during the

The objective of the project was to make a contribution
to passenger transport in the Greater Tunis district that was
at favourable cost, fast, safe and environmentally friendly.
The contribution was to be measured by the volume of passengers travelling in the rush hour, as the number of trains
required would be determined by the peak volume in the
morning hours when people are going to work and children
to school. At the time of the final evaluation the degree of
utilization in peak hours was 92% on average for the network, above the expected figure of 90%. As with all local
public transport systems the daily average on the Tunis light
rail system is also determined by the lower numbers of pas-
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income groups in the population, the project could not prevent an increase in individual passenger traffic, but the city
railway is undeniably making a major contribution to keeping
the growth in individual transport within the inner city down
to an acceptable level. Today keeping the traffic moving
smoothly without the city railway is unthinkable.

project appraisals or actually exceeded them. 95% availability was shown for the railcars, compared with a target of
85%. The average speed for the network as a whole is 19.2
km/hour (expected: 19 km/h), while the average annual distance travelled per train is 44,000 km, where only 30,000 was
expected.
So the Tunis light rail system is now an efficient and
also economical means of mass transport for the working
population and school children. It is also helping to keep the
increase in individual transport for Tunis down. In view of the
continued high growth rates in the demand for transport and
the city railway’s pricing policy, which is directed at the lower

The Société du Métro Léger de Tunis (SLMT), which
operates the railway, has so far worked well and it should
ensure that the railway remains attractive in future as well.
But this depends on whether the Tunisian Government fulfils
its obligations to subsidize the railway. So far it has limited its
undertaking to ensuring that SMLT has sufficient liquidity. As
the holding company of a number of state enterprises the
Government regards the surplus liquidity earned by its enterprises as state revenue, which it collects. But for us the question whether the Tunisian government would provide SMLT
with the funds for any replacement or new investment that
may be needed in good time was decisive in assessing the
sustainability of the project. Unlike many other projects in
other countries that has so far always been the case. It is due
not least to the high standing which the city railway enjoys
among politicians. Against that background and in view of
the extraordinarily good achievement of the objectives we
have given the project the performance rating 2 (satisfactory developmental effectiveness).

PERU:
POVERTY REDUCTION PROGRAMME
(FONCODES)
Peru can look back on a decade of continuous and successful development efforts, in which it has also succeeded in
reducing poverty, while indicators like infant and child mortality have also improved continuously in the last few years.
Life expectancy rose from 62 to 66 from 1994 to 1999. The
share of poor people fell during the same period from around
53% to about 42%. In 1997 15% of the population were
regarded as extremely poor, with an income of less than
1 USD a day.
However, these successes should not be allowed to
conceal the fact that Peru is still a country with big social
problems and contrasts. In 1999 about 43% of the potential
workforce was still underemployed. Unfavourable agricultural production conditions, the low level of education of the
people and the lack of infrastructure are hampering economic and social development particularly in the highlands
and the rain forest regions. Centuries of discrimination have
excluded large sections of the indigenous population from
the development process. About 80% of the indigenous people are poor and around 55% are regarded as extremely poor.

PERU
Population:
Area:

26 million
128,500 sq.km.

Population growth:

1.7% p.a.

Per capita income:

USD 2,080

HDI ranking (162 states):
Literacy rate:
Life expectancy:

73
90%
66 years

The activities of FONCODES are concentrated on the
settlements in the highlands at between 2,300 and 4,000
metres above sea level that suffered particularly from the
Shining Path terrorists. About 2.3 million people live here,

The social investment fund Fondo Nacional de Compensación y de Desarrollo Social (FONCODES) has been an
important instrument of social policy for the Peruvian Government since 1990 and it still is. Its task is to improve the
social and economic infrastructure in particularly poor districts with small and micro labour-intensive measures and
create at least temporary employment. The aim is to improve
the living conditions for poor groups of the population and
signal the presence and concern of the state. Unlike most of
the other social investment funds in Latin America FONCODES received the greater part of its funding in the 1990s
from the government’s own budget. Just less than 40% of its
budget was provided by international development agencies
(mainly the World Bank, the Inter-American Development
Bank and German FC).
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and independent building supervisors. The greater majority of
the infrastructure facilities are accepted by the people and
are being used. However, considerable risks to sustainability
emerged owing to the lack of maintenance and shortcomings
in quality and design. That applies particularly to the water
supply and sewage treatment facilities and the irrigation systems, which account for around half the project measures.
This is mainly due to inherent weaknesses in the concept by
which the FONCODES social fund operates; on principle it
works competently and efficiently, but it regards its main
function as carrying out poverty-oriented projects rapidly
and with broad effect. Maintaining the infrastructure promoted is given rather less attention and is left to the state
sector authorities, who are often not particularly efficient
and not always sufficiently involved. Owing to the wide
range of its activities FONCODES also has difficulties in
securing technical competence in every sector.
that is, about 10% of Peru’s total population. Indios and Mestizos are the biggest groups at about 45% and 40% respectively. Life expectancy is about 6 to 10 years below and
infant mortality clearly above the Peruvian average. More
than half the people in the region are chronically undernourished, and the illiteracy rate is as high as 54% in some districts; only an estimated one third of the population have
access to adequate drinking water supplies.
Under this FC project altogether more than 900 infrastructure measures were financed in the Andes mountain
departamentos of Cusco, Apurimac, Ayacucho and Huancavelica. More than 400 simple water supply and sewage
treatment systems were built and more than 200 schools
were built or repaired. More than 100 electricity distribution
networks and just fewer than 80 irrigation systems were provided; 60 rural roads were laid out. Health centres and reforestation projects were also promoted, and an indoor market
and a common kitchen were set up. The individual projects
were selected, planned and executed in close cooperation
with the people affected. The project measures were carried
out using labour-intensive methods, providing employment
for an estimated total of 12,000 people for an average of
three months each. The project also promoted the local private sector by involving smaller local firms, transport firms
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Altogether, however, the project did reach needy people in poor to extremely poor regions and achieve its aims. It
enabled groups of the population who have been disadvantaged for centuries to improve their own living environment
for the first time in self-help and with the support of the
state. Around two thirds of the people interviewed in
advance of the final evaluation confirmed that they themselves and their communities now live better than ten years
ago. After military hostilities ceased in the area the programme set up through FONCODES was also essential in
securing lasting peace in the region. As well as reducing
poverty it helped to ease the after-effects of the conflict.
However, poverty in the Andes highlands can be overcome
permanently only if in addition to improving the social infrastructure the people are given better access to productive
resources, especially land and capital.
To sum up, we came to the conclusion that the risks to
sustained operation, particularly of the “water-related” infrastructure, were outweighed by the achievement of the objectives and the high developmental relevance and significance
of the measures. We therefore classified the developmental
effectiveness of the project as altogether sufficient (performance rating 3).
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LIST OF PROJECTS
THE CRITERIA FOR EVALUATING PROJECT PERFORMANCE

List of projects

FINANCIAL SECTOR – Overview of Evaluated Projects

Project ID

Country

Project name

FC amount
(EUR million)

Performance
rating

199565268

ALBANIA

FEFAD Foundation I (SMEs)

3.6

2

199865429

ALBANIA

Financing of SMEs II/FEFAD

5.1

1

199466640

BANGLADESH

Programme to Promote Investment in
Private Industry I

10.2

1

198666117

BURUNDI

Development Bank BNDE III

1.5

3

198865743

P.R. CHINA

Development Bank CIB I

7.7

5

199266222

P.R. CHINA

Development Bank CIB II

12.8

5

199566795

P.R. CHINA

Development Bank CIB III

1.7

5

199166125

INDIA

Development Bank ICICI XXVII

12.8

3

199365057

INDIA

Development Bank ICICI XXVIII

36.1

3

199470113

MALI

Promotion of Financial Sector –
Expert Services

2.5

1

199965575

MALI

BNDA VII

2.6

2

199565540

PAKISTAN

The Bank of Khyber (BOK) I

2.6

2

199565573

PAKISTAN

Pak. Industr. & Commercial Leasing I

3.1

2

197966211

PARAGUAY

Rural Credit Programme (Créd. Agr. II)

2.0

4

199465469

SRI LANKA

Programme for Start-ups DFCC I
(Leasing for SMEs)

3.8

1

199365396

URUGUAY

Development Bank BROU III (SMEs)

5.1

2

199366253

VIETNAM

Revolving Credit Fund Poverty
Reduction I

3.6

3

199565847

VIETNAM

Economic Re-Integration of Returnees

5.1

3

199665290

VIETNAM

Revolving Credit Fund Poverty
Reduction II

2.6

3

19

124.4
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PRODUCING SECTOR
Agriculture and Forestry, Fishery

Project ID

Country

Project name

FC amount
(EUR million)

Performance
rating

198765828

EGYPT

Sector Programme Agriculture I (Invest)

27.7

2

198766073

BANGLADESH

Joysagar Fish Farm (Grameen Bank)

3.6

3

198865941

MALI

Office Du Niger I/Restructuring

14.2

1

198966491

MOROCCO

Rehab. of Small and Medium Irrigation
Perimeters

11.0

2

198265472

PAKISTAN

Irrigation Programme Beluchistan

12.3

3

199165895

PAKISTAN

Siran Valley Forestry (Phase I)

4.0

5

198565806

PERU

Irrigation Programme
Southern Andean Zone II

7.7

3

199565300

PERU

Irrigation Southern Andean Zone II A

2.6

3

199165044

RWANDA

Sector Programme Agriculture

2.5

5

198270282

SENEGAL

Irrigation Nianga (Complementary Measure)

5.4

3

198165474

ZIMBABWE

Irrigation Programme in Communal Areas I

6.9

3

198665531

ZIMBABWE

Irrigation Programme in Communal Areas II

4.7

3

198165870

TUNISIA

Enlargement of Tabarka Fishing Port

5.3

5

198565087

TUNISIA

Rehabilitation of Gafsa Oases

14.4

2

14

122.3
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List of projects

PRODUCING SECTOR
Manufacturing and raw materials

Project ID

Country

Project name

FC amount
(EUR million)

Performance
rating

198065393

EGYPT

Production Plant for
Ductile Cast-Iron Pipes (Inv).

52.9

5

198670135

EGYPT

Production Plant for Ductile Cast-Iron
Pipes (Complementary Measure)

6.1

5

199165697

EGYPT

Misr Chemical Industries (MCI), Invest.

67.7

4

198965022

P.R. CHINA

Production of Heavy Trucks

8.9

5

198865495

LESOTHO

Industrial Park Ha Nyenye

3.6

4

198565202

ZAMBIA

Rehabilitation of 2 Maize Mills

8.2

3

199165879

ZIMBABWE

Sector Prog. Construction Industry II

5.6

3

199366303

VIETNAM

Rubber Project Buon Ma Thuot

1.3

4

199465162

VIETNAM

Coffee Project Buon Ma Thuot

1.7

5

9

156.0

ENVIRONMENTAL PROTECTION AND RESOURCE CONSERVATION

Project ID

Country

Project name

FC amount
(EUR million)

199165705

EGYPT

Decontamination Misr Chemical Ind. (MCI)

10.2

1

199065095

BRAZIL

Conservation Units

14.4

3

2

24.6
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Performance
rating

SOCIAL INFRASTRUCTURE
Water supply, sanitation and waste disposal

Project ID

Country

Project name

FC amount
(EUR million)

Performance
rating

198465510

BOLIVIA

Basic Sanitation Programme Oruro

1.9

3

198866105

BOLIVIA

Rehabilitation of Ravelo Canal (Sucre)

8.4

2

198665838

BOTSWANA

Water Supply in Rural Centres (Serowe etc.)

6.9

3

198965006

BOTSWANA

Water Supply I (Mahalapye) (Inv.)

1.2

3

198465031

CONGO D.R.

Water Supply I
(Mwene-Ditu and other locations)

11.7

4

198765273

CONGO D.R.

Water Supply REGIDESO II (Inv.)

10.9

5

198966681

DJIBOUTI

Water Supply Obock

2.0

3

197966070

THE GAMBIA

Sewage Disposal Banjul

5.6

3

199565870

HONDURAS

Social Investment Fund (FHIS) III

7.7

2

198565137

INDONESIA

Water supplies for 8 Small Towns
in Western Sumatra

5.6

4

199765942

ISRAEL

Municipal Sewage Disposal Programme

25.6

2

197965551

YEMEN, REP.

Water Supply and Sanitation for Ibb

27.6

3

199466160

JORDAN

Sector Programme Water II

11.8

4

198766040

KENYA

Water Supply Eldoret, Phase II

21.7

4

198965451

KENYA

Sanitation Kericho

6.1

5

198465049

CONGO

Water Supply in Rural Towns II

2.7

4

198966509

LESOTHO

Rural Water Supplies and Sanitation

2.3

3

199065863

LESOTHO

Two Towns Water Project

5.3

4

199465592

LESOTHO

Rural Water Supplies Phase II

1.3

3

198865891

MALAWI

Drinking Water Supplies Balaka, Tsangano,
Thekerani

4.7

1

199165333

MALI

Rehab. of Water Supplies in Rural Centres

5.1

1

198165730

MOROCCO

Drinking Water Oued Zem, Khouribga,
B. Mellal

10.2

3

198866329

MOROCCO

Water Supplies in Rural Centres I

17.9

3

198766198

PAKISTAN

Drinking Water and Sanitation NWFP, Phase II 11.4

4

199365222

PAKISTAN

Drinking Water and Sanitation NWFP III

12.8

4

198265795

PERU

Water Supply and Sanitation Arequipa

10.2

3

198165854

SAMOA

Drinking Water and Sanitation Apia

9.0

4

198866378

SAMOA

Surface Water Drainage Apia

1.4

2

199465113

TANZANIA

Sanitation Zansibar Town

7.7

3

199466459

TANZANIA

Rural Water Supplies Refugee Areas Kagera

2.6

4

199665761

TANZANIA

School of Engineering Dar es Salaam

1.3

2

198965691

CHAD

Water Supply Programme
for Rural Towns I (Inv.)

5.3

4

198465312

TUNISIA

Sanitation for 3 Towns/Medjerda Valley

15.6

4

198766180

TUNISIA

Water Line Sejenane-Joumine

14.6

4

199465881

CAR

Water Supply Bozoum

1.8

4

35

297.6
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List of projects

SOCIAL INFRASTRUCTURE
Health, Education and Others

Project ID

Country

Project name

FC amount
(EUR million)

Performance
rating

199365503

BANGLADESH

Non-formal Primary School Education I
(BRAC)

9.8

2

199665910

BANGLADESH

Non-formal Primary School Education II
(BRAC)

11.2

2

199066085

CHILE

Low-Cost Housing Programme

7.2

3

198465650

EL SALVADOR

Low-Cost Housing Sub-Programme
Rio Zarco III, La Presita II

4.8

3

199366022

EL SALVADOR

Low-Cost Housing Ex-Combatants

5.9

3

199465915

EL SALVADOR

Social Investment Fund Programme

11.8

2

199466665

EL SALVADOR

New University Building of Unico

3.6

2

199365495

GUATEMALA

Social Investment Fund (FIS)

15.3

3

199265984

HONDURAS

Social Investment Fund (FHIS) II

8.9

3

199466244

ISRAEL

School Construction Programme IV

51.1

1

199565458

ISRAEL

School Construction Programme V

71.6

1

199666033

ISRAEL

School Construction VI

46.0

1

199365073

CAMBODIA

Sector Programme Health I

4.2

3

199466707

CAMBODIA

Sector Programme Health II

2.5

3

199266164

NICARAGUA

Social Investment Fund (FISE II)

7.7

3

199565938

PHILIPPINES

Immunisation Project

2.6

1

199365610

SENEGAL

Primary schools (Kaolack, Fatick)

8.2

2

198865917

SWAZILAND

Rehab. District Hospital Hlatikulu

4.9

3

199465816

UGANDA

Programme for Prevention of
Sex. Transm. Diseases/AIDS

6.1

3

19

283.4
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STRUCTURAL AND SECTOR ADJUSTMENT PROGRAMMES
Multisectoral

Project ID

Country

Project name

FC amount
(EUR million)

199566662

BENIN

Labour-intensive Infrastructure Programme

3.8

2

199565276

P.R. CHINA

Patent Information System

6.6

1

199466731

ECUADOR

Social Prog. for Poverty Reduction/FISE

5.1

2

199866641

GUINEA R.

Structural Adjustment Programme 1998

5.1

3

199565425

MALAWI

Structural Adjustment VI

5.1

3

199465303

PERU

Social Fund/Prog. for Poverty Reduction
(FONCODES)

15.3

3

198665366

RWANDA

Water and Power Supplies/
Main Villages Lower Pref.

6.9

4

199666082

ZAMBIA

Structural Adjustment Programme V

10.2

3

199165341

SENEGAL

Follow-up Fund

0.5

4

9

58.7
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Performance
rating

List of projects

ECONOMIC INFRASTRUCTURE
Energy

Project ID

Country

Project name

FC amount
(EUR million)

Performance
rating

198167934

EGYPT

Project-tied Commodity Aid XIII
(Rehab. of Power Plants)

10.2

3

198267635

EGYPT

Project-tied Commodity Aid XII
(Power Plant South Cairo)

4.1

3

198965949

EGYPT

Rehab. of Power Plants

76.4

3

198265423

BANGLADESH

Expansion of Ashuganj Power Plant I

63.9

4

198466088

BANGLADESH

Expansion of Ashuganj Power Plant II

33.2

4

199065236

BANGLADESH

Sector Adjustment Programme Energy

13.3

4

198765786

BOLIVIA

Electricity Supply Villamontes-Yacuiba

5.9

3

197866106

BRAZIL

Programme-tied Commodity AID I (CHESF)

12.3

2

198165805

BRAZIL

Rural Power Supply Alagoas

10.2

2

198665663

BRAZIL

Power Supply Region São Francisco/
West Bahia

10.0

2

198965576

BRAZIL

Power Supply Pernambuco

7.7

2

198965592

BRAZIL

Power Supply Vale do Jequitinhonha

10.2

2

198566010

DOM. REP.

Sub-Stations II

11.1

3

198765885

INDONESIA

150 kV Lines Northern Sumatra

16.6

3

199065558

INDONESIA

Expansion 500/150 kV Sub-Station
Surabaya and others

17.4

3

199265315

INDONESIA

150 kV Transmission System Java-Bali,
Phase 1

23.7

3

199266107

INDONESIA

500 kV Transmission System
Cilegon-Cibinong-Saguling

36.7

3

199065699

MALI

Power Supply Timbuktu

2.6

3

199465477

MALI

Sector Programme Energy

5.8

3

198766545

MOROCCO

Matmata Hydropower Plant

29.3

2

199065848

MOZAMBIQUE

33 kV Switchyard Maputo

5.8

3

199665183

NEPAL

Programm for the Promotion of Biogas Plants 7.2

2

199565607

PHILIPPINES

Masinloc-Labrador Transmission Line

22.8

2

199166208

SENEGAL

Electrification of Lower Senegal Valley

6.6

3

199665829

SRI LANKA

Expansion of two Sub-stations in Colombo

4.1

3

25

447.0
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ECONOMIC INFRASTRUCTURE
Transport and communications

Project ID

Country

Project name

FC amount
(EUR million)

Performance
rating

199566506

AZERBAIJAN

Emergency Aid Programme Baku Airport I

5.0

2

199765074

AZERBAIJAN

Emergency Aid Programme Baku Airport II

7.1

4

199070095

BANGLADESH

Road Expansion Tungi-Bhairab-Bazar
(complementary measure)

0.7

3

198065328

BURUNDI

Precast Bridges Programme I

3.6

4

198765091

BURUNDI

Precast Bridges Programme II

6.8

5

199366097

P.R. CHINA

Railroad Coaches

38.3

3

198065443

CONGO D.R.

Rehab. of Govt. Radio Station

4.9

5

198865248

CONGO D.R.

3 Ferryboates for Office des Routes

1.5

4

198866097

CONGO D.R.

Railways SNCZ (V)

19.2

6

198965394

CONGO D.R.

ONATRA VII, Tugboats II

3.1

5

199565912

CONGO D.R.

Rehabilitation of Bukavu-Goma Road

5.5

6

199365511

GHANA

Rehabilitation of Tema-Akosombo Road

16.3

2

198966483

GUINEA R.

National Rural Infrastructure Project

7.7

3

198766347

YEMEN, REP.

Shibam Al Mahwit/Kawkaban Road

34.1

3

199465139

KAZAKHSTAN

Sector Programme Railways I

2.4

3

198565184

CONGO

ATC IV – Supply of Shunting Engines

14.3

5

199066267

LESOTHO

Labour-Intensive Road Construction, Phase II

2.7

2

199265547

LESOTHO

Labour-Intensive Road Construction, Phase III

1.1

2

199165648

MADAGASCAR

Mahajanga-Katsepy Ferry

1.3

3

198365728

MOZAMBIQUE

Rehabilitation of Harbour Cranes and
Shunting Yard Maputo

17.4

2

198765620

MOZAMBIQUE

Railroad Salvage Equipment

5.9

3

198965667

MOZAMBIQUE

Rehabilitation of Limpopo Railway Line

8.2

3

199665324

NEPAL

Rehabilitation of Samari Bridge/
Bagjhora River

4.2

2

198665960

RWANDA

Precast Bridges Programme IV

3.1

2

198666182

RWANDA

Bituminous Road Maintenance, Phase IV

3.2

2

198765612

RWANDA

Kigali By-pass

8.5

2

198966343

RWANDA

Precast Bridges Programme V

3.1

2

198966368

RWANDA

Bituminous Road Maintenance, Phase V

3.6

2

199365107

RWANDA

Bituminous Road and Bridge Maintenance,
Phase VI

2.6

2

198265571

ZAMBIA

Mutanda-Zambezi Motorway (M 8)

16.4

3

199265034

ZAMBIA

M 8 Kasempa and Zambezi-Chavuma
Motorway

2.6

3
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List of projects

ECONOMIC INFRASTRUCTURE
Transport and communications

Project ID

Country

Project name

FC amount
(EUR million)

Performance
rating

198966392

THAILAND

Ard Regional Centre East

17.6

4

198765125

TURKEY

Konya Light Rail System

10.0

2

197866171

TUNISIA

Tunis Light Rail System

80.2

2

199565045

TUNISIA

14 Vehicles for Tunis Light Rail System

11.2

2

199166133

UGANDA

Bridge Maintenance Programme

7.7

2

199365578

VIETNAM

Rehabilitation of 15 Main-Line Locomotives

9.2

2

198265233

CAR

Ouham-Pende Road Rehabilitation I

10.7

3

198666406

CAR

Ouham-Pende Road Rehabilitation II

19.2

3

198965568

CAR

Border Crossing across the Mbere/
Mbere Bridge

4.1

2

199165549

CAR

Road Maintenance Ouham-Pende EROP

4.9

3

199365552

CAR

Ouham-Pende Road Rehabilitation III

2.6

4

42

431.1

174

1,945.1
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THE CRITERIA FOR EVALUATING PROJECT PERFORMANCE
KfW subjects every FC project to a final evaluation,
which is generally made three to five years after the investment has been completed. An independent firm of auditors,
PwC Deutsche Revision Wirtschaftsprüfungsgesellschaft, then
examines KfW’s rating. In the past there has been a high degree of agreement between the ratings given by PwC and
KfW. In the few cases where views differed this report is
based on the PwC rating.

Performance Rating Categories

In the assessment of the “developmental effectiveness”
of a project and its assignment in the final evaluation to one
of the categories described in more detail below, the following are the main aspects considered:

Categories 4 to 6: Not successful
➢ Category 4: Altogether insufficient developmental
effectiveness
➢ Category 5: Clearly insufficient developmental effectiveness
➢ Category 6: Total failure

➢

➢

Are the desired objectives of the project being achieved
to a satisfactory degree (the aspect of effectiveness of
the project)?
Are important developmental effects being achieved
with the project to a satisfactory extent (the aspect of
relevance and significance of the project, measured by
the achievement of the overall development goal fixed
in advance and the political, institutional, socio-economic and socio-cultural as well as ecological impact)?

➢

Were the costs to which the objectives have been
achieved adequate, and how was the economic and
financial impact of the project (the aspect of efficiency
of the project concept)?

➢

Where undesired (side) effects have occurred, are these
acceptable?

The aspect of sustainability, which is of utmost importance for the evaluation of a project, is not treated by us as
a separate category (unlike the World Bank, for instance), it
is a cross-cutting subject in all of the above four basic questions. A project is sustainable if the project-executing agency
and/or the target group are capable to operate the project
facilities through an economically appropriate lifetime, after
the financial, organizational and/or technical support has
ceased, or maintain the project activities independently with
positive results.

Categories 1 to 3: Successful
➢ Category 1: Very good or good developmental effectiveness
➢ Category 2: Satisfactory developmental effectiveness
➢ Category 3: Altogether sufficient developmental effectiveness

The most important individual criteria for the rating of FC projects are:
➢

Achievement of the project objectives and development of sectoral conditions:

Before appraising a new project we analyse the problems which the project is intended to help solve, or the developmental potential it is to promote. From this analysis the
project’s set of objectives is derived. The objectives are then
put in concrete terms by means of indicators which reflect
clear and verifiable targets. In the final evaluation KfW examines whether these targets have been met. The reasons for
any deviations are analysed. In many cases a consideration of
the project alone is not sufficient. Often the reasons for inadequate achievement of the project objective lie in unexpected developments in sector conditions.
➢

Financial Effects

In the financial analysis we examine the financial impact of the FC project on the organization operating the
project facilities. Inadequate financial effects like lack of
profitability or liquidity shortfalls for the operator can jeopardize the achievement of the objectives.
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But financial profitability is not a suitable criterion of
success for every FC project. In the case of health care or basic
education projects, contributions from users generally only
cover part of the costs, the rest has to be financed from the
state budget. In these cases the financial analysis also covers
whether the financial burden on the state caused by the
project is acceptable.
➢

Economic Effects

In the economic analysis the costs and benefits are examined with respect to the economy as a whole. Any distortions of the relevant financial prices that can, for instance,
result from taxes or subsidies, are eliminated by the use of
“shadow prices”. The results of the financial and economic
calculations can thus differ considerably.

concern here is in how far the project has fitted into the socio-cultural environment and whether acceptance problems
have arisen. Special attention is paid to the effects on women.
➢

Environmental Impact

The environmental impact assessment should determine
and assess any possible negative effect on human health and
the eco-system. Measures to limit damage to the environment
are also included in the evaluation. Finally it must be assessed
whether the remaining negative environmental effects are
acceptable. If the final evaluation shows that serious and irreversible damage to the environment has occurred the project is classified as not successful, even if the other effects are
positive.
OVERALL EVALUATION

➢

Socio-economic and socio-cultural effects

In the socio-economic analysis the project impact on the
living conditions of the target group is examined. Have additional jobs been created? What effect has there been on income distribution? Has the project helped to reduce regional
development gaps or strengthened these? Another aspect of

Bringing people and markets together – ferry boat in Bangladesh.
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It is not always easy to assign a project to one of the six
categories mentioned above. Generally both positive and negative effects have occurred. Hence these must be considered
and weighted. In view of the considerable differences in the
nature of the projects this weighting cannot be identical for
all FC measures, but must be related to each individual case.

Abbreviations.

Abbreviations
IFC
International Finance Corporation

BMZ
Bundesministerium für wirtschaftliche
Zusammenarbeit und Entwicklung
(Federal Ministry for Economic Cooperation and
Development)

KfW
Kreditanstalt für Wiederaufbau
MFI
Microfinance Institution

BNDA
Banque Nationale de Dévéloppement Agricole (Mali)

NGO
Non-Governmental Organization

CAH
Crédito Agrícola de Habilitación (Paraguay)

NWFP
North West Frontier Province (Pakistan)

CIB
China Investment Bank

PwC
PwC, Deutsche Revision Wirtschaftsprüfungsgesellschaft
(member of Pricewaterhouse Coopers International)

CPPR
Corporate Policy Project Rating (DEG)
DEG
Deutsche Investitions- und Entwicklungsgesellschaft
mbH
(German Investment and Development Company)

SME
Small and Medium-sized Enterprises
SMLT
Société du Métro Léger de Tunis (Tunisia)

FEFAD
Foundation for Enterprise Finance and Development
(Albania)

STEE
Société Tchadienne d’Eau et d’Electricité (Chad)

FONCODES
Fondo Nacional de Compensación y Desarrollo Social
(Peru)

TC
Technical Cooperation

FC
Financial Cooperation

UNICEF
United Nations Children’s Fund

GTZ
German Agency for Technical Cooperation

WHO
World Health Organization

HDI
Human Development Index
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KfW AT A GLANCE

THE KfW GROUP:
PROVIDING SUPPORT WITH BANKING EXPERTISE
The Kf W Group gives impetus to economic, social and ecological development on a global scale. As
bankers we strive to work efficiently every day. As promoters we stand for the sense and sustainability of
our actions. The fruit of our work flows back into our promotional activities and ensures our potential to
provide support in the long term. We have been proving our competence for more than 50 years. With

Kf W OFFICES AND COORDINATION OFFICES
Kabul, Afghanistan
Director: Martin Jenner

New Delhi, India
Director: Andrea Johnston

Lima, Peru
Director: Michael Wehinger

Brussels, Belgium
Director: Stephan Sellen

Jakarta, Indonesia
Director: Jens Clausen

Beijing, PR of China
Director: Dr. Karl-Joachim Trede

La Paz, Bolivia
Director: Michael Wehinger

Amman, Jordan
Director: Reinhard Schmidt

Belgrade, Serbia
Director: Marc Engelhardt

Sarajevo, Bosnia and Herzegovina
Director: Frank Bellon

Nairobi, Kenya
Director: Oskar von Maltzan

Johannesburg, South Africa
Director: Beate Baethke

Brasília, Brazil
Director: Dietmar Wenz

Pristina, Kosovo
Director: Dr. Johannes Feist

Dar es Salaam, Tanzania
Local Representative: Christian Natusch

Abidjan, Côte d’Ivoire
Director: Bruno Schoen

Podgorica, Montenegro
Director: Dr. Johannes Feist

Ankara, Turkey
Director: Burkhard Hinz

Cairo, Egypt
Director: Jan Blum

Managua, Nicaragua
Director: Helge Jahn

Hanoi, Vietnam
Director: Dr. Klaus Mueller

Guatemala City, Guatemala
Director: Helge Jahn

Al Bireh, Palestinian Territories
Director: Reinhard Schmidt

long-term, low-interest loans KfW supports, among others, small and medium-sized enterprises (SMEs),
which are the backbone of the German economy.
Investment Finance: As a partner of SMEs we support innovations and are committed to the instrument of equity capital. In so doing we rely on long-term loans and on innovative financing mechanisms
such as securitization programmes and global loans. Together with IKB Deutsche Industriebank AG we are
developing new products for SME finance.
Housing Finance: As Germany’s leading promotional bank, KfW is also the main financier of private housing property. KfW gives many people the opportunity to realize their dream of owning their own
four walls, or to modernize their home. In accordance with our comprehensive focus on the environment
we are particularly pleased to finance construction projects that make ecological sense.

IMPRINT
Environmental Protection: Our programmes aim to protect the atmosphere and improve the climate on our planet. This is accomplished through, for example, the financing of clean energy generation,
renewable energies or construction measures that reduce CO2 emissions.
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Export and Project Finance: KfW is one of Germany’s largest providers of financing for exports of
capital goods. It finances exports of aircraft and ships as well as machines and other equipment all over
the world. KfW is also involved with project finance, for instance in the areas of industry and transport
infrastructure.
Financial Cooperation with Developing Countries: On behalf of the German federal government
KfW finances investments and project-related advisory services in developing countries, which then support the sustained expansion of the economic and social infrastructure and make environmental and
resource conservation measures possible. Our partners in cooperation are foreign governments and publicly owned institutions.
Corporate Finance in Developing Countries: Our subsidiary DEG is committed to building up and
expanding efficient private companies in developing countries. DEG operates according to principles of
private enterprise: the projects have to be not only environmentally friendly and developmentally sound,
but also economically viable.
We have since developed more than ever into a strategic partner for the economy and the government. As an advisor to the federal government we offer our expertise in the privatization of federally
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