Foreword

The Asian Development Bank (ADB) formally adopted poverty reduction
as its overarching goal in 1999, underlining ADB’s systematic approach to
poverty reduction by promoting policy reforms, assisting the development
of overall physical and institutional capacity, and designing projects and
programs to better target poverty. ADB’s high level of commitment is also
reflected in the increasing number of its pro-poor programs and projects.

In its effort to reduce poverty, ADB also recognizes the importance
of remaining accountable to both donors and the public. Development
institutions such as ADB should be able to account for how well they are using
better project designs to achieve better outcomes, spending resources more
efficiently, implementing programs according to plan and learning from their
experiences, and examining as well as minimizing any adverse effects of their
programs. ADB and other development institutions should be able to answer
more specific questions about their programs and projects, such as: whether
they produced the intended benefits; whether overall impact, isolated from
other possible impacts, was positive; how much of the benefits went to the
poor; and what the transmission mechanisms of the effects were.

However, there is still very little known about the actual impact of many
programs and projects on the lives of the poor. This knowledge gap exists
despite the increasing awareness that good poverty impact analyses (PIAs)
will help improve resource allocation—which is especially important for the
resource-scarce developing countries. The gap remains partly because it
is difficult to conduct a PIA—even if a project specifically targets the poor.
Identifying the poor and measuring the actual impact of a project involves
technical complexities, and isolating the impact without selection and other
biases further add to the difficulty. The overall cost of conducting PIAs can
also be seen as anti-poor since the resources needed for them could be used
for helping the poor in other ways. Political considerations further complicate
the problem and there is also the issue of whether PIA should be done before
or after a project. To be effective, however, impact analysis should begin with
project design and continue throughout the project cycle.

Regarding methodology, there is an urgent need for better PIA tools.
Current methods of measuring poverty impacts by examining the distribution
of the net present value of project’s benefits that go to the poor, offer only
partial impact analysis and ignore the project’s economy-wide and other
effects. In addition, current practices to derive a baseline and to measure
the likely impact on the poor based on household income and expenditure
surveys are problematic. Conducting such surveys requires substantial time



and resources. Furthermore, the survey’s geographical coverage is often too
broad and the surveys’ timing and main concerns may also be incompatible
with the project’s purpose. This makes the survey results less useful; and it
makes conducting PIA at the project level in a specific location very difficult.
PIAs using the existing household survey data may accordingly suffer from
misattributions in terms of timing, topical relevance, and geographical
coverage. Moreover, as there is no standard approach to conducting PIAs,
each PIA must be tailored to a specific project, country, and institutional
context. This calls for specific surveys and tools relevant to specific projects
or policy interventions.

Inresponse to the situation highlighted above, the Economics and Research
Department (ERD) of ADB has developed PIA frameworks through a series
of research studies, generating knowledge useful for designing better poverty-
reducing programs. The frameworks cover three critical areas for identifying
the poor at the household level, over a specified geographical area, and
for PIA in an economy-wide context. This special volume is intended to
disseminate part of the research outputs to policy makers, project managers,
planners, and the general public.

Given the progress reported in this book, the key challenges ahead are to
adopt more comprehensive impact analysis by providing more complete and
rigorous macro-micro linkages, giving greater consideration to the dynamic
aspects of policy interventions and their impacts on the overall economy and
targeted groups, and better integrating long-term and inclusive growth in
the modeling approach. The modeling tools should also be able to provide
scenario and sensitivity analyses for better and more complete information
about the overall likely impacts.

It would also be very useful to make the tools more user-friendly and
developed in such a way that they can be applied to address different topics,
sectors, and countries. As partly demonstrated in the poverty reduction
integrated simulation model (PRISM) described in this book, linking
various modeling frameworks at global, national, local, sector, household,
and individual levels can be done. Therefore, expanding PRISM to
include other countries and to link with global and sectoral models would
be desirable. Additionally, in each part of this modeling framework, an
independent link to a geographic information system (GIS) application can
be established for spatial analysis. With this complete modeling framework
in place, wide-ranging impact analyses can be conducted in a systematic and
comprehensive manner by considering all important coverage levels—from
global to individual.



To better tackle poverty, ADB needs to learn from its experiences, make
good use of its knowledge of best practices, and build from its successes.
The right information from PIA can be used to redesign, improve, or even
eliminate programs which are poorly designed and would not reach their
intended beneficiaries—or those that are wasteful. As other researchers, such
as Judy Baker (2000) and Martin Ravallion (2005), have likewise pointed out,
the knowledge gained from impact evaluation will also provide critical inputs
to the appropriate design of future programs and projects. Governments and
donor agencies therefore need to learn from PIA to enable them to identify
the kinds of policies and projects that are most likely to succeed, including
factors that contribute to that success. The research discussed in this book is

a small step in this direction.
%&-i'fzal Ali

Chief Economist
Asian Development Bank
November 2007
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Preface

Poverty is a deprivation of minimum essentials and opportunities to which
every human being is entitled. ADB views poverty as an unacceptable human
condition that can and must be eliminated by public policy and action (ADB
1999). Fighting poverty has therefore become the most urgent challenge—
it is also a daunting challenge since poverty remains a global problem.
Fortunately, various levels of stakeholders are evidently concerned about
poverty reduction, making it the ultimate goal of many institutions, including
ADB. This concern has also made considerations on pro-poor and inclusive
growth, as well as on other poverty-reducing policies, extremely important.

Fueled by mounting pressures on governments and donor agencies
to broaden their development strategies and better monitor development
contributions and poverty reduction results, PIA have received considerable
attention in recent years. The Development Assistance Committee (DAC)
of the OECD has, for instance, developed a guideline for harmonizing
PIA among donor agencies. The DAC-PIA is a simplified version of the
World Bank’s Poverty and Social Impact Analysis (PSIA) tool to examine
a project in the context of a national poverty reduction strategy, benefits to
stakeholders that includes targeted groups, transmission channels of systemic
poverty reduction, and project impact contributions on MDGs and other
strategic development goals. PSIA is mandatory for all sovereign sector
investments financed by ADB and summaries of PSIA results are part of
all ADB public sector loan documents (see the respective sections of the
ADB poverty website http://www.adb.org/poverty/tools-innovations.asp for
more information). Furthermore, ADB also tracks direct and indirect poverty
reduction contributions of all its operations through its project classification
system.

It is recognized that good PIAs help in better allocating resources that
benefit the poor. Many attempts to conduct PIAs have, however, mostly
suffered from insuffi cient analytical rigor, faulty questions, and the use of
wrong time frames (Baker 2000). As a result, there is no comprehensive PIA
that can be used as an example of how it should be conducted.

Progressing from the current situation, ERD has developed five different
tools that can be used for PIA. The developments and application examples
of the tools are presented in this book, which covers: (i) poverty predictor
modeling for identifying the poor at the household level; (ii) poverty mapping
for identifying the poor over geographical areas or developing poverty
indicators at lower administrative levels that cannot be produced using
household surveys; (iii) computable general equilibrium (CGE) modeling for
assessing the economy-wide effects and distributional implications of wide-
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ranging issues; (iv) CGE-microsimulation modeling for further assessing
the impacts at the household level; and (v) PRISM for integrating CGE-
microsimulation modeling and poverty mapping with a GIS application.
The first two tools presented in the first part of the book can be used at the
project level while the other three tools presented in the second part are
more relevant for PIA at the national or sectoral levels.

The book begins by discussing PIA and the three important aspects of
identifying the poor, identifying and measuring the program impacts, and
conducting PIA in the CGE modeling framework. The succeeding discussions
are organized around the five different tools developed in this study.

Part 1 addresses the issue of identification of the poor at the household
level and over a geographical area which is conducted through poverty
predictor modeling and poverty mapping, respectively. Chapters 1 through
5 discuss poverty predictor modeling in Indonesia, the People’s Republic
of China (PRC), and Viet Nam; followed by validations of their poverty
predictor variables through pilot surveys. The identification was conducted
by estimating the poverty predictor variables based on household survey
data, transforming the predictor variables into a short questionnaire, and
then pilot-testing the questionnaire on household samples consisting of
those selected in the previous national survey and the newly selected
households. This was done to cross-check and validate the poverty predictor
modeling results. Moreover, different ways of classifying the poor based on
independent assessments were also carried out to further validate the poverty
predictor variables and provide local poverty assessments. This participatory
approach can complement the survey results that may contain errors due
to respondents’ memory recall and other sampling and nonsampling errors.
Chapter 6 discusses poverty mapping in Indonesia and a GIS application
based on the results. It highlights poverty mapping’s usefulness in generating
reliable poverty estimates at the district level, which otherwise cannot be
estimated from the existing household survey due to its limited sample size
and coverage area. The poverty indicators are then presented in dynamic
maps using a “traffic-light” classification system and interactively linked
with other variables in a GIS application of a poverty-reduction information
system for monitoring and analysis (PRISMA). Other poverty-related
variables used include access to safe water, education, health, and so on.
Accordingly, the interactive and dynamic maps of poverty indicators can be
overlaid with the graphs of other poverty-related variables to examine their
spatial association.

Part 2 summarizes case studies of developing and applying CGE modeling
framework for poverty impact analysis. Chapter 7 and 8 discuss the



developments and applications of individual country CGE models to examine
the poverty effects of trade liberalization in Indonesia and infrastructure
development in the PRC. The models were developed specifically for each
country to represent the main feature of the economy with some important
characteristics such as an open economy with foreign trade and international
capital transactions, multiple sectors and factors, and relatively disaggregated
household groups. Chapter 9 presents a case study of developing and using
CGE-microsimulation to assess economic and poverty impacts on trade
liberalization in Indonesia. The simulations are consistent with those in the
CGE paper discussed in Chapter 7 to highlight the different results between
CGE and CGE-microsimulation models. In the latter for instance, poverty
impact can be measured at the household level so that the commonly used
Foster-Greer-Thorbecke (FGT) poverty indicators can be calculated. Chapter
10 demonstrates how PIA is conducted in the integrated simulation approach
by using PRISM. Trade liberalization effects on the Philippine economy are
addressed by showing how further trade reform will benefit the economy
and the poor.

The final section summarizes the main findings and their policy implications.
Key challenges for the future are also highlighted. More detailed suggestions
on making a comprehensive PIA an integral part of the evaluation system
are provided, including the need to use some sensitivity analyses at the entry,
monitoring, and assessment stages.

The book is written for at least four different groups of audiences.
Firstly, it is for policy makers and planners, who decide how PIA should be
conducted and, more importantly, how public resources should be allocated
across competing needs. Secondly, it is intended for project managers or
project economists, who can use PIA to critically improve their current and
future projects’ performance. Thirdly, it is for PIA practitioners, who are
directly responsible for the development and applications of poverty impact
evaluation tools. Lastly, it can be useful for researchers working in the area of
impact analysis and other interested parties that could use the information in
their various endeavors to help reduce poverty.
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