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EXECUTIVE SUMMARY

1. Long-term experts (LTEs) are an increasingly important vehicle for delivering
technical assistance in the financial sector. LTEs now account for about 40 percent of total
Monetary and Capital Markets Department (MCM) technical assistance (TA) field delivery and
more than half of all TA in the area of bank supervision. This share is likely to increase in line
with the availability of external financing of TA—the main source of funding for the LTE
program.

2. The experience of the four Asian countries reviewed in this report provides some
useful lessons for the MCM’s LTE program. Soon after the Asian crisis, Cambodia,
Indonesia, the Philippines, and Thailand launched ambitious programs to overhaul bank
supervision and requested the assistance of the Fund. During the last decade, nine different
experts were assigned in these four countries, for periods ranging from two to six years each.
Based on this sample, the evaluation team has attempted to draw some broader—albeit still
tentative—lessons about the effectiveness of MCM’s LTE program.

3. Overall, LTEs have made a substantial contribution in helping country authorities
improve bank supervision. Responses to the evaluation team’s questionnaire, interviews with
the authorities, experts, and headquarters-based staff, and the continuing high demand for LTEs
confirm that LTEs have been very effective delivering TA in a wide variety of bank supervision
topics. The evidence suggests that LTEs may be more suitable than other forms of TA in the
early stages of the reform process; as the needs of the country become more specialized—and the
authorities’ capacity to diagnose these needs increases—other vehicles, such as short-term expert
visits, may be more appropriate. LTEs may also be more effective in less visible activities, such
as drafting regulations, off-site monitoring, and training staff; activities that require extensive
access to confidential information and/or contact with individual commercial banks, such as on-
site inspections or corrective actions, often create difficulties that limit the effectiveness of LTEs.

4. Notwithstanding the effectiveness of LTEs in the field, backstopping, quality
control, and knowledge management at headquarters have room for improvement.
Shortcomings in this area reflect several factors, notably the frequent restructurings of the MCM
department and the impact of the recent downsizing and tightening budgetary constraints on the
ability to cope with the increased administrative burden of donor-funded TA. This report
suggests a number of steps to strengthen experts’ reporting and communication with
headquarters, backstopping, and quality control, as well as the ability to leverage the information
and experience of LTEs for the benefit of other country teams.

5. In all cases, the effectiveness of LTEs depends on a few critical conditions. On the
authorities’ side, these include a coherent strategy and sustained support for the reforms; a clear
vision of the role of TA in implementing these reforms; buy-in by middle management at the
host institution; and adequate human resources. On the expert side, key conditions for success
include not just technical competence but, crucially, interpersonal and communications skills and
a willingness to understand and adjust to the local conditions and culture.



I. SCOPE AND MODALITIES OF THE EVALUATION
A. Background: Technical Assistance Delivery by Long-Term Experts

6. LTEs are an increasingly important vehicle for delivering TA in all financial sector
areas. In recent years, the amount of MCM TA provided through LTEs has been about 28 staff
years annually, or 36 percent of MCM’s total TA field delivery (including RTAC:s). This share
has recently risen as a result of the steady increase in external financing and the cutback in
MCM’s own resources for capacity building in the context of the recent downsizing. Indeed, the
share of LTEs (who are mostly externally financed) in total planned MCM TA jumped to

41 percent in fiscal year 2009 (May-April). As these factors are expected to persist, the
importance of LTEs as a means of delivering TA will likely increase further.

7. In particular, LTEs are the main vehicle for delivering TA on bank supervision.
Compared with other delivery vehicles, such as staff-led missions and peripatetic expert visits,
LTEs are better able to develop in-depth knowledge of the country and cultivate effective
relationships with local counterparts. Therefore, LTEs are used frequently for capacity-building
projects in areas such as bank supervision, which require detailed institutional knowledge and
have long implementation cycles. As a result, more than half of all TA on bank supervision is
delivered by LTEs. Asian countries, in particular—many of which overhauled their bank
supervision following the Asian crisis with assistance from the Fund—have used LTEs heavily
during the last decade: Asia absorbed about one-third of total banking sector LTE field time
during this period.

8. Despite this, LTEs have not been the focus of a TA evaluation since the inception of
the program. The TA Evaluation Program was introduced in July 2002 in order to generate and
disseminate lessons to make TA more effective, improve its accountability and transparency, and
strengthen its integration with the Fund’s surveillance and program work. The 3—4 evaluations
carried out every year by TA-providing departments have centered on various TA activities but
none specifically on LTEs.

9. This evaluation, conducted in the context of the Fund’s TA evaluation program,’
fills this gap by focusing on TA on bank supervision provided by LTEs in an (admittedly
small) sample of countries. By focusing on bank supervision—an area where LTEs are
prevalent—and covering a number of countries over several years, the goal is to draw broader
lessons about the use of LTEs as a vehicle for providing Fund TA.

' The TA evaluation program was introduced in July 2002 in order to generate and disseminate lessons to make TA
more effective, improve its accountability and transparency, and strengthen its integration with the Fund’s
surveillance and program work. About 3-4 evaluations such as this one are carried out every year by TA-providing
departments, and an umbrella report is prepared by the office of Technical Assistance Management (OTM).



B. Coverage, Focus, and Methodology of the Evaluation

10. This evaluation covered LTEs involved in bank supervision in Cambodia,

Indonesia, the Philippines, and Thailand. These countries were chosen because they requested
assistance on bank supervision immediately or soon after the end of the Asian crisis, and have
had a succession of LTEs almost continuously since then (in one case, more than one LTE at a
time). During the evaluation period (roughly since the beginning of the decade), nine different
experts were assigned in these four countries, for periods ranging from two to six years each. The
total direct cost of these operations was US$6.8 million (standard cost basis, Table 1), the bulk of
which was externally financed.

1. The evaluation focused both on the LTEs’ effectiveness in improving bank
supervision in these four countries and, more broadly, on the efficiency of the LTE
program. Besides the small sample of countries covered, the evaluation was also constrained by
the dearth of objective metrics of the quality of supervision, as well as the difficulty of
identifying the contribution of LTEs separately from that of all other factors. Moreover, the two
reorganizations that MCM underwent during this period and the associated high staff turnover, as
well as the recent downsizing that mainly targeted TA activities, affected negatively the
continuity of TA-related work and the department’s institutional memory, including the
availability of key project records. It also meant that several of the headquarters-based staff who
had been involved in these operations were not available to contribute to the evaluation.

12. The evaluation team’ relied on existing material, questionnaires, and interviews.

o The team reviewed terms of reference, quarterly reports, and project assessments that
were available at headquarters, as well as documents describing the status of banking
supervision gathered during the missions.

o Questionnaires were prepared for four different groups of stakeholders: the authorities,
headquarters-based staff that had worked with the LTEs, the experts themselves, and the
Area Department country teams. The questionnaires (Appendix I) asked the stakeholders
to assess separately (i) the progress made in each area where an LTE had been assigned
during the evaluation period, and (ii) the LTE’s individual contribution to this progress.
In addition, the questionnaires for the LTEs and headquarters-based staff included a
separate section with questions about the administration of the program, communications
with headquarters, efficiency and quality of backstopping, etc. Although answers to most
of the questions were qualitative and subjective, the broad country and time coverage

? The evaluation team was led by Mr. Dimitri G Demekas (Assistant Director, MCM) and included Ms. Xiangming
Li (MCM) and Ms. Socorro Heysen (external consultant). The team visited Thailand and Indonesia during October
29-November 5, 2008, and Cambodia and the Philippines during January 14-21, 2009. None of the team members
had been involved in TA operations in any of these countries during the evaluation period.



allowed the evaluation team to quantify the answers, in order to provide a relatively
objective view of the various stakeholders.

J Finally, the evaluation team used the answers to the questionnaires to focus the
interviews with country authorities. Interviews were conducted with a wide range of
counterparts, from senior policy-makers (Governor or Deputy Governor), to middle-level
managers, to junior staff working in the areas where LTEs were assigned. The
conclusions drawn by the team thus reflect all three inputs to the evaluation process.

II. KEY FINDINGS
A. Objectives of the Long-Term Expert Projects

13. All four countries covered in this evaluation went through a major transformation
of bank supervision in the aftermath of the Asian crisis. At around the turn of the decade,
mainly spurred by the crisis, all four countries launched wide-ranging programs to overhaul bank
supervision standards and practices. The details varied from country to country, reflecting the
level of financial sector development and individual country circumstances: in Cambodia, for
example, which was still suffering the consequences of the protracted war and civil conflict that
followed, the authorities had to build the legal and regulatory framework from scratch while, at
the same time, restructuring and re-licensing all commercial banks; in Thailand, in contrast, the
main goal was to improve risk-based supervision and prepare for Basel II implementation. But in
all four cases, the programs were marked by the breadth of their scope, and involved a
transformation of most aspects of the bank regulatory and supervisory framework.

14. The Fund’s involvement in this process through LTEs was correspondingly broad,
with several tasks common in all four countries. LTEs were asked to assist the authorities in
strengthening prudential regulations to address weaknesses identified through assessments of
compliance with the Basel Core Principles for Effective Banking Supervision (BCP); in all cases,
these weaknesses included the lack of consolidated supervision and gaps in the regulation of
risks and risk management. Staff training was another task LTEs were asked to perform in all
four countries, as it was seen as an essential component of building the capacity for
implementing the envisaged reforms. Other common tasks included: (i) strengthening off-site
supervision; (i1) overhauling the process of on-site inspections, from planning to the follow-up of
findings; (ii1) establishing close cooperation between on-site and off-site supervisors; and

(iv) introducing risk-focused supervision. In addition to these tasks, which were common in
almost all cases, LTEs were asked to assist with projects that reflected countries’ individual
circumstances, such as implementing bank restructuring and corrective actions. Box 1
summarizes the initial conditions in bank supervision in the four countries, as well as the key
goals given to the LTEs during the period covered by the evaluation. Table 2 provides a more
detailed description of the TA projects in each of the four countries.



Box 1. Bank Supervision Reforms in Cambodia, Indonesia, Philippines, and Thailand and the
Role of IMF Long-Term Experts

These countries were at different stages of development of bank supervision at the beginning of the evaluation period,
with Cambodia, in particular, facing a multitude of challenges that pre-dated the Asian crisis. The tasks assigned to the
LTE:s reflected the countries’ individual circumstances.

Cambodia was recovering from the devastation caused by decades of internal turmoil. The process to rebuild the
financial system had just begun. All aspects of bank supervision and regulation were extremely weak. During the first
few years, the LTEs focused on assisting the authorities in the process of re-licensing commercial banks, restructuring
the banking system, building the fundamental legal and accounting framework, and training central bank staff in the
basics. The focus shifted to bank supervision proper in 2003, when the LTEs were tasked with improving regulations,
introducing consolidated supervision, and strengthening off-site and on-site examinations.

In Indonesia, the core body of regulations was already in place at the beginning of the evaluation period, but analysis,
follow-up, and enforcement were weak. The authorities initially aimed at reaching international standards and
implementing risk-based supervision in a relatively short time. The LTEs were thus asked to assist in a broad range of
tasks, including consolidated supervision, upgrading regulation, introducing a remedial action framework, and improving
off-site and on-site examinations. Three LTEs were deployed simultaneously. Starting in 2006, the LTE program was
scaled back and focused on the more modest goal of achieving measurable improvements in compliance with BCP and
preparing for the implementation of Basel I1.

In the Philippines, at the beginning of the period, on-site supervision was transactions-based and off-site supervision was
weak. There were also gaps in regulation and shortcomings in follow-up and enforcement. The authorities decided first
to overhaul on-site inspections, and requested the LTE to focus initially on that, as well as on strengthening consolidated
supervision. At the same time, they prepared a major reorganization of the supervision departments of the central bank,
following which the LTE was asked to shift the focus to off-site monitoring. More recently, the emphasis started shifting
toward risk-based supervision.

The authorities in Thailand attacked the weaknesses in bank supervision immediately following the Asian crisis, and
major progress had already been made by the beginning of this decade. While off-site analysis was still weak, a
compliance-based framework was in place and functioning. The LTE was requested to assist in shifting off-site bank
supervision to a risk-based framework, including strengthening early warning systems. The emphasis was initially placed
on off-site supervision and, once improvements there had been secured, shifted to strengthening risk-based on-site
inspections, improving supervision of financial conglomerates, and developing new manuals for examiners.

15. Although many of the LTESs’ tasks in these countries were the same, their
sequencing was different, reflecting differences in both initial conditions and in the
authorities’ approach. In Indonesia, three experts were assigned simultaneously to address
weaknesses in both on-site and off-site supervision, with the ambitious aim to converge with
international standards in both areas in a relatively short time; the project was subsequently
scaled back and given a more realistic timetable. In Thailand, the LTE was asked to focus
initially on improving off-site supervision and, once a satisfactory level had been reached, was
shifted to on-site inspections. In the Philippines, the authorities followed the opposite path: they




chose to address the weaknesses of on-site supervision first, then reorganized the supervision
department and focused on improving off-site supervision. In Cambodia, the LTEs initially
focused on restructuring and re-licensing commercial banks and building the fundamental legal
and regulatory framework, and then to general supervision, mostly off-site.

B. Evaluation of Long-Term Experts’ Effectiveness

16. Overall, LTEs made a substantial contribution in helping country authorities
improve bank supervision. Based on responses to the questionnaire, all stakeholders thought
that major progress had been made in 80 percent or more of the areas where LTEs had been
deployed, and that the LTEs’ contribution to this progress was material. This result was
relatively consistent across countries. Distinguishing between groups of respondents in each
country corroborates this favorable assessment: Figures 1 and 2 summarize the responses of the
authorities and the LTEs for the overall sample and per country. Not surprisingly, country
authorities tended to rate the progress they made in improving bank supervision more highly than
the resident experts (with the exception of the Philippines, where the authorities seem to be more
self-critical); and experts tended to assess their own contribution to this progress more highly
than the authorities (with the exception of Cambodia). That said, the range of responses to both
questions was narrow, suggesting widespread satisfaction with the program. The evaluation
teams’ own assessment confirms this positive picture.

17. The evidence suggests that the LTEs’ contribution was stronger in the countries that
started from a relatively weaker position, although cross-country comparisons should be
interpreted with caution. The LTEs’ contribution to the improvements made in Thailand, while
still significant, was rated lower by the authorities than the contribution LTEs made in the other
countries (Figure 2). Since Thailand at the beginning of the evaluation period had a relatively
more advanced supervisory system than the other three, this result suggests that delivering TA
through LTEs may be better suited to countries where bank supervision is at a relatively early
stage of development. This conclusion is intuitively appealing, and is supported by the evidence
collected during the interviews of the evaluation team. Its importance, however, should not be
exaggerated: first, the sample is too small to allow definitive conclusions to be drawn; and
second, the value added of TA depends not only on initial conditions but on a host of other
factors, such as the quality and ambition of the authorities’ reform program and the extent to
which political commitment to this program is maintained over time. In the Philippines, for
instance, the LTE’s contribution was rated as highly as in Indonesia, despite the fact that initial
conditions differed significantly between the two countries.

18. Other than initial conditions, human resources and sustained ownership and
support of the reforms were the most important factors for the effectiveness of the LTEs.
Interviews of the evaluation team with all stakeholders consistently underscored the critical role
of these two factors. A clear strategy of the recipient organization for implementing the project
objectives is a necessary condition for the LTEs to be effective. This is especially important for
implementing risk-based supervision, because it requires a sustained effort over a long period to



Figure 1. Progress Made Toward Reform Objectives During the Evaluation Period
(All areas of LTE Involvement)
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Figure 2. Contribution of the LTE to the Progress
(All areas of LTE involvement)
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change all aspects of supervision, including a profound cultural change for supervisors. The
progress achieved in the Philippines, for example, was directly attributed to the clear strategy,
strong leadership, and sustained support of the reforms. These were instrumental in overcoming
natural resistance to change, both within the supervisory authority and in the industry. In other
countries, ownership of the broad reforms goals at the top did not translate into a clear strategy,
and this lack of direction, combined with resistance from middle management, slowed down
progress and limited the impact of the LTEs. Moreover, the adequacy of human resources in the
recipient organization in terms of both quality and quantity significantly affected the speed of
progress.

19. The LTEs’ value added was uneven across activities. Disaggregating the questionnaire
responses across various aspects of bank supervision in which LTEs were involved reveals
significant variation. Tables 3 and 4 group the various tasks performed by LTEs in the four
sample countries into seven categories (regulations and legislation; organization of supervision;
off-site supervision; on-site supervision; corrective actions and bank resolution; human resources
and training; and other) and assess their contributions in each category on a scale of 0 (none) to 3
(substantial). The area where the LTEs had the largest impact was off-site supervision; their
contribution was more limited in the areas of on-site supervision and corrective actions and bank
resolution. This assessment was broadly consistent across groups of respondents, and was
confirmed during the interviews of the evaluation team.

20. The degree of “intrusiveness” or visibility of the LTEs’ tasks was a key factor
explaining the variation of their value added across activities. The discussions held by the
evaluation team revealed that in the case of on-site supervision, concerns about the
confidentiality of information and the resistance of supervised institutions to the presence of an
external expert on the inspection team made the LTEs’ task more challenging and limited their
contribution. These obstacles were present, albeit to varying degrees, in all four countries. In the
one case where the expert was able to make a meaningful contribution to on-site supervision, the
expert observed one pilot examination and afterwards worked off-site, coaching supervisory staff
and reviewing the final reports. In contrast, LTEs were much more effective in improving oft-
site supervision and drafting regulations in part because these were the least “intrusive” or visible
activities.

C. Evaluation of Other Aspects of the Program

21. The evaluation covered five other aspects of the LTE program: project preparation;
selection and qualifications of experts; coordination with other TA providers in the field;
information dissemination and communication with area department teams; and reporting,
quality control, and knowledge management at headquarters. The key findings in each area are
summarized below.
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Project preparation

22. In general, the areas where the experts were requested to provide assistance and the
broad goals set for them were appropriate. In their response to the questionnaires, all
stakeholders rated fairly highly the appropriateness of the LTEs’ subject areas (2.3-2.5 on a scale
of 0-3). The goals assigned to LTEs were viewed as appropriate and high priority for bank
supervision and, in general, were seen as realistic and achievable. This conclusion was confirmed
by interviews with the authorities, experts, and headquarters-based staff.

23. However, the LTEs’ terms of reference did not always correspond to their actual
activities on the ground. On average, experts reported that they spent close to a quarter of their
time on issues outside the terms of reference. The variation among experts was very large: some
reported that virtually all of their activities were covered by their terms of reference, while others
spent 40—50 percent of their time on issues that were unrelated to their terms of reference. The
evaluation team identified several factors contributing to this gap:

o In some instances, the terms of reference did not correspond fully to the realities on the
ground: for example, the objectives initially laid out in the terms of reference for a group
of LTEs in Indonesia were overly ambitious.

o LTE terms of reference occasionally reflected donor priorities that were not aligned
closely to the needs of the host institution as seen by the authorities.

. Management and staff of the host institutions asked LTEs for assistance on new or urgent
issues as they arose, even if these were not included in the LTE’s terms of reference.

o Sometimes, activities requested by senior management of the host institutions and
included in the LTEs’ terms of reference were not accepted by the middle-level managers
directly responsible for managing these activities.

o The needs of the host institution changed during the duration of the assignment but the
terms of reference could not be adjusted once donor funding had been approved.

24. In addition, the process of preparation of the LTEs’ terms of reference was not
always sufficiently participatory. Even where the terms of reference corresponded closely to
the LTEs’ activities, a number of experts reported that they had not been consulted in their
preparation: on a scale of 0-3, experts rated their involvement at 1.2 on average. In a few
instances, experts reported that they had not even been provided with their terms of reference at
the beginning of their contract, but instead relied on oral understandings with their local
counterparts and headquarters-based staff. On the host institution side, all country authorities
reported that they had been consulted in the preparation of terms of reference. Often, however,
this was limited to the senior management of the host institutions (Governor or Deputy Governor
level): several mid- and low-level managers that worked directly with the LTEs reported that
they had neither been consulted nor aware of the terms of reference of the experts. In a few
cases, this had caused confusion on the expected contribution of the experts.
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25. These findings are consistent with other evaluation reports. The 2005 Independent
Evaluation Office of the IMF (IEO) report on Fund technical assistance noted that authorities
were often “passively” involved in the preparation of terms of reference, and found in particular
that mid- and low-level officials in host institutions were not sufficiently involved in project
formulation. OTM’s midterm evaluation of the Middle East Regional Technical Assistance
Center also noted problems in this area.

Selection and qualifications of experts

26. All stakeholders agreed that effective LTEs had three key skills: (i) strong technical
expertise; (i1) strong interpersonal skills; and (iii) access to an extensive network of contacts.
While strong technical expertise was a prerequisite, interpersonal skills were seen as crucial to
bridge cultural differences and mobilize support for change. Indeed, while most LTEs in these
four countries had been effective, almost all the unsuccessful cases were largely attributable to
lack of this key skill. In addition, authorities considered it important that LTEs have international
experience and could bring this to bear on their work through their access to a large network of
experts. LTEs themselves concurred on the importance of these skills. As regards the value of a
personal network, in particular, all LTEs noted that their Fund backstoppers or other
headquarters-based experts could not provide an adequate substitute.

27.  However, it was not always easy to screen adequately for these skills. The selection
process used by MCM for identifying experts ensured in all cases adequate technical expertise
but formally screening for interpersonal skills was not always feasible, especially for new LTEs.
In practice, this was not a major handicap, as most LTEs had a track record that allowed MCM to
evaluate their interpersonal skills in action. In the few cases of new LTEs, it was even more
important to monitor their performance and forge closer relations between backstopper and
authorities (discussed below).

28. Against this background, the authorities valued highly the current practice of
submitting multiple LTE candidates for them to consider. Indeed some authorities expressed
the preference to have more candidates to choose from. Most authorities also suggested having
an opportunity to interact with the preferred candidates prior to the final selection (for example,
through a short-term assignment or expert visit). They considered such face-to-face interaction
crucial for assessing the fit between the host institution and the potential LTE.

Coordination with other TA providers in the field

29. Coordination with other TA inside and outside the Fund was satisfactory.
Coordination with other Fund-provided TA in the area of banking was strong: most LTEs were
involved in preparing terms of reference for Fund missions or short-term expert visits, and all
coordinated closely with them during their visits. LTEs considered that the topics of these
missions or short-term expert visits were complementary to their own work, and that the advice
given during these visits was consistent with their own. The authorities confirmed this
assessment. Similarly with TA providers other than the Fund, both experts and authorities


http://www.ieo-imf.org/eval/complete/eval_01312005.html
http://www.imfmetac.org/?q=p:evaluation/id:1
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reported that the focus and scope of their activities were complementary to those of the Fund
LTEs and their advice largely consistent. In several cases, the LTEs maintained regular contact
with TA experts on banking issues funded by other providers. It is also worth noting that some
authorities expressed a preference for receiving advice from multiple sources, which they saw as
important for developing a balanced view.

Communication with area department teams

30. Communication between LTEs and area department teams was satisfactory, if
uneven. LTEs were keen to safeguard their role as confidential advisers to the authorities, and
thus left the initiative to area department teams. Some country teams had established regular
communication with the LTEs, often through the resident representatives, while in other cases
such communication was rare, except during missions. Nevertheless, in their responses to the
questionnaires, area department country teams generally indicated that LTEs’ reports had been
useful for their work and considered contact with LTEs to be adequate and beneficial.

Reporting, quality control, and knowledge management at headquarters

31. This area attracted the most criticism. Experts, backstoppers, and other headquarters-
based staff raised concerns about several—though not necessarily the same—aspects of this
process, many of which were confirmed by the evaluation team’s own findings.

o The experts generally reported that they received little feedback from backstoppers on
their work, including their quarterly reports, and were not given guidance on what these
reports should cover, who the audience was, or how they were used. Backstoppers noted
that expert reports varied widely in quality, length, coverage, and regularity, and that
experts did not always respond to feedback. These problems appeared to reflect the fact
that contact between experts and backstoppers was in some cases infrequent and/or
limited to administrative matters—a problem that appears to have grown in recent years,
partly reflecting MFD/MCM reorganizations and high staff turnover at headquarters.

o Experts were generally satisfied with the administrative support provided by
headquarters. But several experts noted that not all MCM staff assigned as their
backstoppers had been equally qualified to answer technical questions or provide other
substantive support; and only LTEs that had previously worked in the Fund were aware
of the resources and expertise available on bank supervision elsewhere in MCM. As a
result, LTEs often relied on their own personal network of former colleagues, rather than
their backstoppers, as a sounding board and for technical support.

J Backstoppers had little direct contact with country authorities, except when they could
participate in TA missions in the country in question. In some cases, backstoppers
inheriting ongoing LTE contracts did not have the opportunity to establish any
communication with the authorities regarding the performance of the LTEs they were
backstopping. This limited the quality control backstoppers could exercise on the work of
LTEs. Recent cuts affecting the MCM budget had exacerbated this problem.
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o Record-keeping and, more broadly, knowledge management at headquarters was patchy.
Experts’ quarterly reports, records of substantive communications with their backstoppers
and assessment reports could not, in some cases, be located by the evaluation team,
especially for early projects. The introduction of the Technical Assistance Information
Management System (TAIMS) had led to improvements in this area, although the system
was seen by MCM staff as cumbersome and not user-friendly.” More importantly, there
was little systematic effort in MCM to organize, analyze, and disseminate more broadly
the information and experience gathered by LTEs in the field, or derive lessons relevant
to other countries.

III. LESSONS LEARNED

32. The experience of these four Asian countries suggests lessons for MCM’s LTE
program. Of course, these conclusions are necessarily tentative given the small sample of
countries surveyed and their geographic concentration. Nonetheless, they are consistent with the
results of other evaluations, including of regional technical assistance centers (TACs), and may
be applicable more broadly.

33. The LTE program can be a very effective vehicle for providing TA on bank
supervision. Despite their different starting points and strategies, all four countries made
significant progress in strengthening bank supervision since the Asian crisis, and in all cases the
Fund LTEs made a substantial contribution to this progress. The continuing demand for Fund TA
in these countries corroborates this assessment. Embedding the LTEs in the host institution for a
long period of time makes this program particularly suitable for capacity-building in areas such
as bank supervision, which require understanding of local conditions have long implementation
cycles. Although the preponderance of LTEs in these four countries meant that the evaluation
team could not assess and compare the suitability of alternative vehicles—such as short-term
experts—to deliver the same TA, the consensus was that LTEs had been successful.

34. LTEs may be more suitable than other forms of TA in the early stages of the reform
process. The activities in which LTEs have a comparative advantage, notably designing strategy,
helping to draft or revise regulations, establishing good practices, and training staff, are
particularly critical in cases where bank supervision is at a relatively low level of development or
needs to be comprehensively overhauled—e.g., shift from a compliance-based to a risk-based
approach. Being on the ground, LTEs have the opportunity to earn the trust of key policy makers
and technical staff, which is essential for access to sensitive information and influencing policy
debates. With their unique vantage point, LTEs are best positioned to gain a contextual
understanding of the legal and regulatory framework and supervisory practices on the ground,
and to tailor appropriately program goals and implementation timeframes to local conditions. As
the needs of the country become more sophisticated and specialized—and the authorities’

3 Other evaluation reports (e.g., OTM’s evaluation of the TA sub-account for Irag—SM/08/100, Supplement 1) have
also noted that TAIMS was not used equally effectively by all TA-providing departments.
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capacity to diagnose these needs increases—other vehicles, such as short-term expert visits, may
be more appropriate. LTEs can still play a useful role, however, coordinating these more focused
TA activities and providing operational support for implementing their recommendations.

35. LTEs may also be more effective in less visible, more “behind the scenes” activities.
The experience with on-site examinations suggests that activities that require access to
confidential or commercially sensitive information and/or contact with individual commercial
banks may create difficulties that limit the effectiveness of LTEs. At a minimum, when
authorities request LTE involvement in these areas, they should be prepared to provide full
access to all necessary information and aware of the potential pitfalls.

36. In all cases, the effectiveness of LTEs depends on a few critical conditions. On the
authorities’ side, these include a coherent strategy and sustained support for the reforms; a clear
vision of the role of TA in implementing these reforms; and adequate human resources. These
elements should be present not only at the policy-making level but should permeate all levels of
the host institution. Buy-in by middle management is critically important. On the expert side, key
conditions for success include not just technical competence but, crucially, interpersonal and
communications skills and a willingness to understand and adjust to the local conditions and
culture. The few cases where LTEs were not effective in the four countries covered in this
evaluation could often be directly attributed to lack of these skills.

37. LTEs should be a component of a broader strategy on the part of the authorities.
The involvement of the authorities in preparing the terms of reference for individual experts is
important, but these typically cover a period of a year or two. Equally important—but often
absent—is an explicit longer-term strategy on how these experts will be used and under what
conditions they will be supplemented by other forms of TA or phased out altogether.

38. The expert’s terms of reference should balance the need to provide a reference for
assessing progress and the flexibility to adjust to the situation on the ground. This is a
challenging task: specifying individual tasks for the LTE provides the basis for quality control
and accountability but increases the risk that the LTE’s actual activities will fall outside their
ambit. Against this background, the recent emphasis toward more specificity and concrete
deliverables in LTE terms of reference as a result of the requirements of external donors who
finance these projects may be counterproductive. One possible solution would be to start with
broad terms of reference initially, and finalize them and set concrete deliverables jointly with the
authorities within, say, the first three months; this, however, would require exploring with donors
more flexible forms of funding contracts. Furthermore, the host institutions should involve
relevant middle managers in preparing the terms of reference and distribute the final terms of
reference to all relevant staff. This would broaden support for the LTE, strengthen ownership,
and enhance effectiveness.

39. Backstopping, quality control, and knowledge management at headquarters should
be improved. Although the shortcomings in these areas do not appear to have compromised the
quality of the TA delivered by LTEs in these four countries, they do create an operational risk,
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insofar as potentially serious problems might go undetected; and imply missed opportunities to
disseminate the experience of LTEs in ways that would strengthen MCM’s TA and country
work. Factors that may have contributed to these weaknesses include: the MFD/ICM merger,
which diluted the focus of the new department on TA; the devolution of responsibility for MCM
TA to the regional divisions, which have multiple other tasks; the increased emphasis of the
department on multilateral surveillance, especially since the onset of the financial crisis; and the
recent re-focusing of MCM, which explicitly targeted TA for downsizing. Addressing these
factors will require greater resources, as well as departmental management attention, allocated to
TA administration/backstopping. Box 2 suggests a number of practical steps in this direction,
which in some cases simply involve enforcing existing procedures that are not currently applied
consistently, such as pre-assignment orientation or post-assignment debriefing of experts.

40. In addition, addressing two other issues would help strengthen the efficacy of LTEs.

o Amend the special reporting status of MCM long-term experts. In contrast to all other
Fund experts, a 1963 Board decision established that Fund experts assigned to central
banks are “responsible entirely to, and under the sole direction of the host institution.”
This arrangement reflected the fact that at that time, many Fund financial sector experts
had management positions in the host institutions (Governor or Deputy Governor).
Although this arrangement has the arguable benefit of allowing LTEs to maintain an
arm’s length association with the Fund, this benefit has diminished since almost all
financial sector LTEs today are specialized experts in non-management positions, and its
retention weakens the reporting relationship between LTEs and MCM.*

o Ensure that the administrative implications of donor resources for TA are
appropriately measured and funded. Donor funding for TA has increased significantly in
recent years, but these resources have carried with them an unfunded mandate to
backstop and administer long-term and other experts. This has required shifting the
emphasis of staff activity from delivering TA toward supporting and backstopping TA
delivery by others. In addition, given the reduction in Fund resources for TA, this
additional administrative burden often ends up crowding out quality control and
knowledge management. Recent Fund-wide initiatives—including the new charging
model—may provide scope for redressing this balance.

* This arrangement may also create administrative and security problems, as the LTEs are not considered Fund staff
in the host countries. MCM has proposed changing this arrangement and making LTEs report to the Fund, provided
host country authorities do not object.
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Box 2. Practical Steps to Strengthen Backstopping, Quality Control, and Knowledge
Management

¢ A systematic orientation program for experts prior to their deployment. The current orientation for
LTEs is informal, and attendance is often not required for those who have served as LTEs before. A
formal 2-3 day orientation at headquarters would prepare experts for what is expected of the
assignment, including a full discussion of their terms of reference; provide the opportunity to
leverage the experience of past LTEs; and introduce the experts to the Fund resources and the staff
available to support them.

e Regular contact between backstoppers and host country authorities on the evolution of the project
and the performance of the LTE through at least annual inspection visits by backstoppers to the
countries they cover, either independently or in the context of MCM TA missions or Article [V/UFR
missions.

o Clear guidelines on what is expected in LTEs’ periodic reports, including target audience, coverage,
length, format, and handling of confidential issues.

e A dedicated website or webboard for experts to exchange information and for MCM to disseminate
information to the experts.

e Clarification of the respective roles of regional and functional MCM Divisions in the backstopping
of LTEs.

e Periodic regional meetings bringing together LTEs and MCM backstoppers. Such meetings would
allow exchange of information and experience among LTEs on the scope of bank supervision
projects in different countries; would help MCM to collect and leverage the knowledge accumulated
by the LTEs; and bring the LTEs closer to the Fund’s views on various issues.

o A formal debrief by LTEs at headquarters after the completion of the assignment. The debriefing not
only can provide MCM with valuable information about the countries that the LTEs have worked
on, but also is essential for maintaining good relationships with cooperating institutions that lend
MCM their experts.

e Guidelines, procedures, and training for support staff at headquarters on archiving TA-related
documents, including LTE periodic reports.




18

Table 1. MCM Long-Term Experts in Cambodia, Indonesia, Philippines, and

Thailand, FY 2000-08

Country Expert Name Funding Standard Fiscal Start Date End Date| Title
Source 1/ Cost Year
Cambodia |Dabadie,Michel J 249.0 FY06 8/10/2005 8/9/2006|Resident Bank Supervision Advisor
260.4 FYO07 8/11/2006| 8/10/2007|Resident Bank Supervision Advisor
260.4 FY08 8/11/2007| 8/10/2008|Resident Bank Supervision Advisor
Hugues,Patrick J 217.8 FY03 11/7/2002 11/6/2003|General Advisor
237.0 FY05 5/7/2004 5/6/2005|General Advisor
N 131.0 FY04 11/7/2003 5/6/2004| General Advisor
N 22.6 FY06 5/7/2005| 7/8/2005|General Advisor
Leclerc,Herve J 136.1 FYO01 9/2/2000 2/1/2001|General Advisor
96.3 FY02 9/2/2001 2/1/2002)General Advisor
134.8 FY02 2/2/2002 9/1/2002| General Advisor
10.0 FY03 11/1/2002 11/15/2002| General Advisor
Indonesia  |Bangratz, Thierry M J 216.0 FYO01 5/28/2000] 5/27/2001|Banking Supervision Advisor
217.8 FY02 5/28/2001 5/27/2002|Banking Supervision Advisor
217.8 FY03 5/28/2002 5/27/2003|Banking Supervision Advisor
Edmonds,Howard C. J 217.8 FY02 6/17/2001 6/16/2002| Coordinator and Off-Site Advisor
217.8 FY03 6/17/2002 6/16/2003| Coordinator and Off-Site Advisor
228.0 FY04 6/17/2003 6/16/2004| Coordinator and Off-Site Advisor
N 29.3 FYO05 6/17/2004] 8/31/2004| Coordinator and Off-Site Advisor
Mendoza,Diane M. J 216.0 FYO01 3/1/2001 2/28/2002|Expert on Bank Restructuring
217.8 FY02 3/1/2002 2/28/2003|Bank Restructuring Advisor
Zamil,S.Raihan J 260.4 FYO07 6/25/2006 6/24/2007|Bank Supervision Advisor
260.4 FY08 6/24/2007| 6/23/2008|Bank Supervision Advisor
Philippines [Schuster,Stephen R. J 228.0 FY04 1/10/2003 1/9/2004|Bank Supervision Advisor
237.0 FYO05 5/9/2004 5/8/2005|Bank Supervision Advisor
249.0 FY06 5/9/2005| 5/8/2006|Bank Supervision Advisor
260.4 FY07 5/9/2006 5/8/2007|Bank Supervision Advisor
260.4 FY08 5/9/2007 5/8/2008|Bank Supervision Advisor
Thailand Iseda,Gerald T. J 260.4 FY07 9/1/2006 8/31/2007|Banking Supervision Advisor
260.4 FY08 8/31/2007| 8/30/2008|Banking Supervision Advisor
Zamil,S.Raihan J 217.8 FY02 2/18/2002 2/17/2003|Resident Bank Supervision Advisor
217.8 FY03 4/5/2003| 4/4/2004|Resident Bank Supervision Advisor
228.0 FY04 4/5/2004 4/4/2005|Resident Bank Supervision Advisor
237.0 FYO05 4/5/2005| 4/4/2006|Resident Bank Supervision Advisor
41.5 FY06 4/5/2006 6/23/2006|Resident Bank Supervision Advisor
Total cost  $6,752.2

Source: MCM Resources Management Division.

' J = External financing (Japan Fund); N = Fund resources.
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Table 2. Summary Table of Resident Banking Supervision Advisors in Selected APD

Countries 2002—-08

Country

Expert

Subject

Cambodia

Herve Leclerc
9/2/00-11/15/02

Restructuring the banking system.

Reviewing the prudential regulatory framework.

Strengthening evaluation of commercial bank balance sheets, as well as credit and other risk
analysis/management.

Training supervisory staff.

Assisting the Governor on other financial sector issues as requested.

Patrick Hugues
11/07/02-7/8/05

Implementing a new chart of accounts.

Drafting amendments to banking law.

Developing banking supervision.

Improving communications with banks.

Upgrading NBC's accounting system.

Developing a regulatory reporting framework.

Designing an off-site monitoring framework.

Strengthening on-site and off-site examination and training staff.
Establishing an AML program.

Michel Dabadie
8/10/05-8/10/08

Designing a risk-focused examination approach.

Assisting examiners in reviewing compliance with the new chart of accounts.

Assisting the NBC in drafting amendments to the Law on the Organization and Conduct of
the NBC.

Strengthening off-site supervision.

Strengthening enforcement of regulation and implementing the corrective action program.
Strengthening the regulatory framework.

Supporting peripatetic on-site supervision advisor.

Conducting research and holding discussions with the governor on various issues in central
banking operations as requested.

Indonesia

Thierry Bangratz
5/28/00-5/27/03

Building BI’s capacity for risk-focused supervision and handling special surveillance issues.

Establishing an on-site supervisory presence at the largest and most systemically important
banks.

Enhancing remedial measures and exit policies for problem banks.

Developing operational policies and procedures for establishing a dedicated team for problem
bank management and a generic plan for rapid response and bank intervention.

Developing the terms of reference for the on-site team.

Training to expand the breadth and depth of Bl’s supervisory staff.

Howard “Skip”
Edmonds 1/

6/17/00-8/31/04

Recommending changes to master plan and component actions based on core principles
assessment.

Ensure the production of accurate monthly bank-by-bank data to support an adequate early
warning system and risk-based supervision.

Provide resource materials, including information on offsite supervisory programs in other
countries for comparative analysis.

Coordinating the provision of TA to complete tasks in master plan.

Implementing the consolidated supervision of banking groups.

Implementing risk-based supervision.

Completing improvements in the off-site data system.

Establishing internal control supervisory guidelines consistent with BIS standards for "Internal
Control Systems in Banking Organizations."

Developing supervisory responses to innovations in the financial sector.

Diane Mendoza

3/1/01-2/28/03

Diagnosing the major shortcomings in on-site supervisory and recommending corrective
actions.
Evaluating existing examination-report formats and recommending enhancements.

Assisting the Bl in determining staff resources necessary to implement a robust risk-based
examination.

Reviewing examination workpaper procedures for enhancements.

Assisting the Bl in developing policies and procedures to ensure consistent enforcement.
Implementing the Master Plan.

Assisting the Bl in examination planning and scheduling.

Enhancing knowledge transfers.

Introducing risk-based examinations and incorporating a review of banks' business and
strategic plans.

Recommending changes to action plans in light of ongoing developments.

Working with training advisors to meet the needs of staff.

Evaluating potential benefits of implementing discretely different examination programs for
large versus small banks.

Preparing regular progress reports.




20

Table 2. Summary Table of Resident Banking Supervision Advisors in Selected APD
Countries 2002-08 (continued)

Country Expert Subject

Indonesia Raihan Zamil « Advising the authorities on:

(continued) |6/24/06-6/23/09 risk-based supervision;
Basel II;

BCP Implementation; and
stress testing.
« Training supervisory staff.
« Providing ad hoc advice on prudential regulations.
Philippines |Stephen Schuster « Realigning department structure to facilitate assessment of banking groups' risk profile.
5/9/03-5/9/09 « Developing and implementing effective risk-focused supervisory framework.
+ Redesigning and formalizing procedures for the new risk-focused examination.
« Implementing a new report format.
« Providing comprehensive training, including integrated examiner training.
« Strengthening the supervision of financial conglomerates and developing risk-based
consolidated supervision procedures for banking groups.
« Introducing specialist career streams.
« Rationalizing the prudential reporting framework.
« Strengthening the consolidated supervision framework and coaching examiners.
« Documenting examination procedure for the new risk-based examination.
+ Reviewing and streamlining BSP circulars and regulations to emphasize principle-based
rather than compliance-based supervision.
« Implementing fully the approved reorganization of the supervision and examination sector.
« Managing a significantly increased pilot examination program based on the new consolidated
examination framework and coaching the examination team.
Thailand Raihan Zamil « Modernizing supervisory regulations by adopting Basel Core Principles.
4/5/02-4/4/06 « Developing an early warning system.
« Developing methods for supervising specialized financial institutions.
« Developing and implementing consolidated supervision and supervision of financial
conglomerates.
« Implementing a new off-site supervision framework.
« Redesigning the BOT's existing off-site supervision workshop materials for examiners.
« Implementing risk focused supervision.
« Training inspectors.
« Developing an off-site system for risk analysis and enhancing off-site examiners' analytical
skills.
« Assisting BOT in conducting a self assessment of the Basel Core Principles.
« Advising on the off-site program to assess the risk posed by foreign bank branches.
« Improving linkages between on-site and off-site supervision.
« Assisting in the development of a problem bank supervision manual.
« Assisting the BOT on diagnostics of the consolidated on-site supervision framework.
« Advising on amendments to prudential bank reports to BOT.

« Seeking senior BOT management's buy-in for redesigned consolidated on-site supervision

function.

« Developing TOR for a new resident advisor.

« Discussing with authorities the status of the expert's projects and identifying any necessary

additional steps that the BOT needs to take to ensure their effective implementation.

« Producing a report on the progress made and areas where additional work is needed.
Gerald Iseda +« Recommending changes to documents for enhanced consolidated supervision.
8/31/06-8/31/08 < Recommending changes to supervisory process to facilitate consolidated supervision.

« Providing training to management and staff to facilitate consolidated supervision.

« Recommending changes to policy to facilitate consolidated supervision.

« Providing ad hoc assistance on supervisory issues as requested.

« Reviewing the process for assessing the risk profile of financial groups.

+ Reviewing the procedures for development of the annual supervisory plan.

+ Reviewing the procedures for on-site examinations and introducing enhancements as

necessary.

« Evaluating the current format of the examination report to determine if it is sufficient to

accommodate a risk-focused consolidated examination framework.

« Evaluating the current framework for implementing corrective action programs as necessary.

« Developing and implementing a mentoring program.

« Assessing whether it would be useful to introduce specialty career streams.

« Evaluating the current organizational structure of the examination division to determine if it

efficiently supports the conduct of comprehensive consolidated supervision.

« Providing assistance in developing supervisory guidance on Pillar Il of the Basel Capital

Accord.
« Assisting in the development of examination procedures for assessing compliance with Pillar
Il of the Basel Capital Accord.

! Coordinator of the three LTE team.
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Table 3. Survey Responses on Progress Made in Bank Supervision1

Responses by

Experts Authorities  Backstoppers Average Overall

Categories experts and average
authorities

Averavge 23 2.6 23 24 24
Regulations and legislation 2.4 2.5 2.3 2.4 2.4
Off-site supervision 2.3
On site supervision 2.3 2.4 2.3 2.4
Corrective actions, bank resolution 2.6 D QD
and bank restructuring
Organization of supervision 2.2 2.3 2.4 2.4
Human resources and training 25 2.2 24
Other [2.4] 2.6 1.9 2.4

' Responders rated progress on a scale of 0 (none); 1 (limited); 2 (some); and 3 (substantial, or goal largely
achieved). The survey questions referred to the individual project tasks as listed in the terms of reference for each

individual LTE, and tasks were grouped into the seven categories above. Boxed figures denote maximum values and
figures in ovals denote minimum values.

Table 4. Survey Responses on Expert Contribution’

Responses by

Experts  Authorities Back-stoppers  Average Overall
experts and  average
) authorities

Categories
Averavge 2.5 24 2.6 24 25
Regulations and legislation 2.4 2.6 2.5 2.5
Off-site supervision 2.7
On site supervision ) QD 2.8 Q2D )
Corrective actions, bank 2.5 2.2 24 QD
resolution and bank restructuring
Organization of supervision 2.6 2.3 25
Human resources and training 2.4 23 2.5 2.4 24
Other 2.4 2.4 2.1 2.4 2.4

! Responders rated the LTE’s contribution on a scale of 0 (none); 1 (limited); 2 (some); and 3 (substantial). The
survey questions referred to the individual project tasks as listed in the terms of reference for each individual LTE,

and tasks were grouped into the seven categories above. Boxed figures denote maximum values and figures in ovals
denote minimum values.
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APPENDIX I: SURVEYS CONDUCTED BY THE EVALUATION TEAM

The evaluation team developed four sets of questionnaires for (1) country authorities, (2) LTEs,
(3) backstoppers, and (4) country teams.

Country authorities

This questionnaire requested the authorities to assess each of the tasks listed in the LTE’s TOR
in terms of progress towards achieving the objectives and the contribution of the experts
(Table 5). All four countries completed the questionnaires.

Table 5. Questionnaires on Progress and Contribution of Experts

Long-term experts: [Expert name] Progress towards objectives Contribution of the expert
(Select one) (Select one)

Tasks (as listed in the expert's TORs)

auou

llews aAne|al
Allensed
Allenueisgns
auou

MOJ

awos
|enuesqns

Task 1

Task 2

Task 3

Others (please specify)

LTEs
The questionnaire for the LTEs contained two sections.

e Section I assessed progress in the tasks as listed in the LTE’s TOR, and followed the
same format as Table 6.

e Section II evaluated MCM’s LTE program. The LTEs were asked to rate a set of specific
statements regarding the program. It also included a question on the frequency with
which experts report to the backstoppers.

All nine LTEs responded to the questionnaire.
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Table 6. Questionnaires on MCM's LTE Program

Do you agree
with the

statement

Statement S

some
largely|
agree
NA

Backstoppers

The questionnaire for backstoppers was structured in the same way as for LTEs. It had two
sections, with the content of Section I adjusted according to the expert they backstopped.

The response rate of the backstoppers was low. Since LTEs usually had more than one
backstopper because of the turnover of staff in MFD/MCM, questionnaires were sent to 12
different backstoppers, with some of them receiving multiple questionnaires corresponding to the
LTEs they covered. However, only six completed questionnaires were received from four

backstoppers.
Area department country teams

The questionnaire for the country teams had the identical Section I as that for the country
authorities. Section II was identical to Section II of the questionnaire for LTEs and backstoppers.

Three country teams responded to the survey.
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