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Investment
linkage dynamics

Two examples of dynamic growth in TC-investment linkages are provided by the Bosnia
MicroEnterprise Bank (MEB) and KMB Bank Russia. Additional background on the
EBRD’s MSE lending programme is provided in Chapter 4. Commencing in the late
1990s, both banks have received donor funded TC support to develop their capacities
to manage and promote microfinance lending. TC support for MEB was financed by 
the US SME Special Fund, and for KMB by the Russia Small Business Fund (Canada,
France, Germany, Italy, Japan, Switzerland, the United Kingdom and the United States)
as well as parallel TC financing from the EU. This assistance has been provided over 
a period of years, and has included staff training in a range of banking functions. 
In response to the assistance, each bank has been able to build its disbursed lending
portfolio, commencing from small amounts to eventually reach significant volumes. 

The effect of rapid growth in the disbursed portfolio of these banks is shown in the
graphs below. Here the TC-investment linkage is expressed in operational efficiency
terms as the ratio of TC funds spent to loan portfolio disbursed. In the case of
Bosnia MEB, the TC cost per US dollar of loan disbursed fell from more than 7 cents
in 1998 to less than 1 cent in 2002. In the case of the larger KMB bank, the decline
was steeper, falling from more than 10 cents per loan US dollar in 1999 to less than
1 cent by 2002.



Abbreviations

BAS Business Advisory Services Programme
CEE Central and eastern Europe
CEI Central European Initiative
CEP Creditworthiness Enhancement Programme
CIS Commonwealth of Independent States
DIF Direct Investment Facility 
DSPE Donor Supported Private Equity
EAU Environmental Appraisal Unit
EIA Environmental Impact Assessment
EIB European Investment Bank
FAO United Nations Food and Agriculture Organisation
GEF Global Environment Facility
IFC International Finance Corporation
IFI International financial institution
JEP Joint Environmental Programme
KfW Kreditanstalt für Wiederaufbau
LTP Legal Transition Programme
MSEs Micro and small enterprises
NDEP Northern Dimension Environmental Partnership 
NIB Nordic Investment Bank
OPERs Operation Performance Evaluation Reviews
PB Partner bank
PED Project Evaluation Department
PPC Project Preparation Committee
PPF Post-Privatisation Fund
PPP Public Private Partnership
RSBF Russia Small Business Fund
SMEs Small and medium-sized enterprises
TAM TurnAround Management Programme
TMG TurnAround Management Group

Glossary terms

Micro, small and medium-sized enterprises
A micro enterprise is defined as a company with
20 or fewer employees; a small enterprise is 
a company with 100 or fewer employees; and 
a medium-sized enterprise is one with 250 
or fewer employees.

The EBRD’s countries of operations
Albania, Armenia, Azerbaijan, Belarus, Bosnia
and Herzegovina, Bulgaria, Croatia, Czech
Republic, Estonia, Former Yugoslav Republic 
of Macedonia, Georgia, Hungary, Kazakhstan,
Kyrgyz Republic, Latvia, Lithuania, Moldova,
Poland, Romania, Russia, Serbia and
Montenegro, Slovak Republic, Slovenia,
Tajikistan, Turkmenistan, Ukraine, Uzbekistan

Country groupings
Early/Intermediate countries
Albania, Armenia, Azerbaijan, Belarus, Bosnia
and Herzegovina, Bulgaria, FYR Macedonia,
Georgia, Kazakhstan, Kyrgyz Republic, Moldova,
Romania, Serbia and Montenegro, Tajikistan,
Turkmenistan, Ukraine, Uzbekistan

Advanced countries
Croatia, Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Poland, Slovak Republic, Slovenia

Commonwealth of Independent States
Armenia, Azerbaijan, Belarus, Georgia,
Kazakhstan, Kyrgyz Republic, Moldova, Russia,
Tajikistan, Turkmenistan, Ukraine, Uzbekistan
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Not every TC assignment goes according to
plan. Each year the EBRD’s Project Evaluation
Department (PED) review a sample of
assignments that have been completed 
under the TC Funds Programme. 

The purpose of these reviews is to assess 
the outcome of each assignment and to draw
lessons regarding TC implementation and
effectiveness. This chapter reviews the latest
lessons learned.

Participants’ performance
One of the key factors for success is the
degree of commitment from the local client. 
Of the assignments regarding local client
performance, the majority fulfiled their
objectives satisfactorily. However, when there
is limited commitment (or in some cases even
outright reluctance to cooperate) by the local
client, the consultants have serious trouble 
in fulfilling the terms of reference (TOR) and
achieving TC objectives. In almost all of the 
TC projects that were rated marginal or less 
for fulfilment of objectives, the EBRD operations
leader (OL) reported little or no cooperation
from the client. This observation confirms 
that local client support is essential if the
consultant is to fulfil the original objectives.

The local client’s commitment can be
‘measured’ by examining three main factors: 

1 The local client’s positive efforts to provide
all the necessary data. A situation that is
occasionally observed is the local client’s
reluctance or opposition to providing key data
which are perceived as highly confidential;

2 The local client’s willingness to allocate
their own resources to the fulfilment 
of the assignment’s objectives. Client
contributions can be in the form of local
personnel, office accommodation and local
travel or, in a few cases, a direct sharing 
of the cost of consultancy services; and

3 Local client participation in the drafting 
of terms of reference. In most of the
successful cases, the local client was
involved in, or at least in agreement with,
the TOR design. 

When the necessary commitment from the
local client could not be obtained, at least 
one of the following features was observed:

High management turnover 
The committed local client counterpart 
staff were exchanged or left their posts,
disrupting the TC implementing process.

Change in management objectives
Due to changes in political or commercial
circumstances, project management changed
its position towards the TC and investment
project. This was certainly the case when
there was a change in government and/or
views on privatisation and market reform.

Lack of experience in working with an
international financial institution
Some local clients were unclear about 
the motivation of the Bank and this was 
most often manifested as a reluctance 
to release internal information to the Bank 
and the consultants.

Where the Bank is the primary beneficiary of 
a TC project, such as investment due diligence
or market studies to explore investment
opportunities, the need for client commitment
is not as strong. In these TCs, although
consultants need some cooperation from the
local clients regarding information and data
gathering, the consultant is usually able to
fulfil the objectives of the TC with marginal
participation from the local client.

The EBRD’s performance in design and
management of the TC projects
The sample of reports gave several positive
examples and lessons for more successful
TCs from this year’s samples, and those from
previous years deserve highlighting:

Phased approach 
Where local client commitment is unclear,
splitting an assignment into phases is
recommended in order to avoid committing 
too much time and TC funds up-front in an
uncertain situation. A TC project with an
ambitious scope of work and limited time
and budget is more prone to fail in a
situation where this local commitment 
is uncertain or missing.

Benefiting from past experiences 
In many successful assignments, the OL
designed a TC based on past successful
patterns and cases. This demonstrates 
best the benefits from an effective 
self-evaluation system and feed-back
mechanism. As a result, TOR quality and

consultant selection improves. Consultants
with good performance records are re-
recruited, marginal performers are avoided.

Flexible, realistic TOR design
In some cases, the relevance of the
objectives stated in the TOR becomes clear
once the consultant has started to work. 
This calls for TORs to be flexible enough to
allow alterations and changes quickly without
resulting in considerable delays. Dividing 
a TC operation into phases demarcated by
clear milestones may provide the required
flexibility, although this tends to increase 
the overall implementation period. 

Proactive monitoring
In cases where the consultants failed to
understand sufficiently the Bank’s needs
and procedures, the OL needs to fill the gap
through close monitoring and continuous
dialogue. Ideally, OLs should include interim
evaluations where the TC implementation 
is lengthy and complex. At any rate, the
consultant would need to be obliged to
complete their tasks without extra charges.

Consultant’s performance
It is of utmost importance for the success 
of a TC operation that the best consultant 
is being hired for the assignment. The Project
Evaluation Department confirmed that the
following factors - beyond the technical
expertise of a firm or individual - are important
criteria in choosing the right consultant.

Social and cultural aspects
Good consultants showed a thorough
understanding not only in operational
matters but also regarding the organisation
of the local client. Such awareness may
depend on the consultant having local
language skills or in-country experience.

Experience working with the Bank
The degree of understanding of the Bank’s
mandate, needs and procedures will affect
the consultant’s effectiveness on the
assignment. This is particularly so when 
the assignment is related to either 
(i) representing the Bank on the client’s
board; (ii) helping the client on procurement
matters requiring full knowledge of the
Bank’s Procurement Policies and Rules; 
or (iii) environmental assessments requiring
familiarity with the Bank’s environmental
policy, strategy and procedures.




