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Roads Promote Pro-Poor Economic Growth

The experience of the Asian Development
Bank (ADB) in the People’ s Republic of
China (PRC) shows that investments in
transport infrastructure, particularly roads,
help create an environment in which local,
regional, and national economies can
grow. These investments stimulate
economic growth, which creates jobs and
generates higher standards of living over
the longer term. Many of the rural poor live
in areas with poor transport infrastructure.
As a result, the poor face inferior transport
services, have difficulty taking their goods
to the market, and have less access to
basic goods and services, including health
and education. Lack of market access
deprives the poor of their ability to take
advantage of job and income earning
opportunities. Improved access has a
strong income effect, which makes

investments in road projects a catalyst in

reducing poverty. Many poor people
believe that better roads are the key to

improving their lives.

PRC's Road System

The PRC’ s road network included about
1.8 million kilometers (km) of roads at the
end of 2003. However, it is still
underdeveloped in both quality and extent.
While 46,000 km of new roads, including
4,600 km of expressways, were opened to
traffic in 2003, expressways and Class |
highways account for only 3% of the total
road network, and Class Il highways for
11%. The remaining 86% (Class IlI
highways and below) are medium- to low-
grade paved roads and gravel roads. With
only about 1,285 km of roads per million

inhabitants and 18.3 km per 100 km? of
land, the density of the PRC's road network
is low. Many roads are constructed with
low technical standards, and have neither
the capacity nor the structural strength to
carry current traffic volumes. Many roads
are congested and the pavement shows
signs of roughness and failure.

PRC's road investment needs from 1996
to 2010 are estimated at $504 billion.
Available revenues are estimated at $302

billion from road user charges, and $29



Construction of the Hebei Roads Development Project

billion from toll collections, leaving a
financing gap of $173 billion or about $12
billion per year. Consistent with ADB's
policy dialogue, the Government is creating
a framework to attract private sector
financing for road construction. While the
private sector is willing to participate under
concession agreements, or in refinancing,

ADB's PRC country strategy and program
gives high priority to removing
infrastructure constraints and supporting
policy and institutional reforms. Given the
importance of a flexible and efficient road
transport system in a market economy
and its contribution to reducing poverty,
ADB will continue its lending to the road
sector. It will support (i) the National Trunk
Highway System; (ii) roads that improve
the access of less developed, poor rural
areas to regional market centers; and (iii)
selected urban transport projects.

Transport services are inadequate in many
poor rural areas. The poor have limited
mobility beyond their immediate
communities because of geographical
isolation and the high cost of motorized
transport. As a result, people generally
view roads as the most important economic
infrastructure development. Benefits for
poor rural areas include lower transport

leasing, and securitization, it has been
difficult to use build-operate-transfer (BOT)
type projects which entail taking the initial
risks of construction and traffic demand.
The most optimistic estimate is that private
sector will finance about 5% of the high-
grade and provincial road networks.
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ADB's Road Sector Strategy

Farmers can market their goods more easily with
improved roads

costs; better services; lower cost of inputs;
expanded agricultural support services
resulting in improved farming practices;
greater access to off-farm employment
opportunities; and better access to health,
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education, or social services. Better roads
promote the transition from a subsistence
farming rural economy to a cash crop
economy with a higher and more stable
income flow, thereby leading to poverty
reduction.

The link between road development and
poverty reduction is generally recognized
in the literature, and is shown by several
completed ADB-financed road and
technical assistance projects. In Liaoning
Province, the construction of a 109-km
expressway and 203 km of local roads
contributed to more than doubling of rural
incomes in the project area. Experience
has shown the importance of developing
trunk routes between urban/market
centers, along with rural roads, to maximize
the benefit of rural development and reduce
poverty. Under an ADB pilot project in
Guizhou, rural roads and other rural
infrastructure, such as electricity, water



supply and irrigation, are being provided
to poor villages —in combination with
technical training, credit facilities, and on-
site nongovernment organization (NGO)
services —to develop household
economic plans and to promote
participatory management of the project.
Farmer incomes are on the rise and small
businesses are opening along the road.
The impact of this infrastructure and
software are being systematically
measured, monitored, and evaluated.

An ADB-financed study, Socioeconomic
Assessments of Road Projects, was
designed to assess the impact of road
investments on economic growth and
poverty reduction in the PRC. The technical
assistance output comprised three parts:
(i) a literature review — an evaluation of
the studies made on the link between
roads, economic growth, and poverty
reduction; (ii) an econometric analysis to
guantify the macroeconomic and poverty
reduction impact of road investments; and
(iii) a monitoring framework to assess the
impact of a specific road investment in
detail.

This study used provincial-level data from
1982 to 2001 to assess the impact of
different types of road investments on
stimulating economic growth and reducing
poverty. Analytical work undertaken for
the study confirmed that road development
—together with investments in agriculture
research, education, electricity, and
telecommunications — contribute to
economic growth and poverty reduction.
The study found that investments in high-
class roads (i.e., expressways, and Class
1 and 2 roads) and lower class, secondary
roads (i.e., Class 3 roads and below) were
positively and significantly related to
economic growth.

The study concluded that road investments
contributed to poverty reduction.
Investments in lower-class roads have a
higher marginal return to the growth in

gross domestic
product (GDP)—by
more than three
times —because of
their lower capital
cost. Each kilometer
of first-class road
constructed
resulted in the
increase in incomes
of 12 urban poor and

72 rural poor above

the $1 per d ay Bus services are improved and travel time reduced because of road projects

poverty line. The

impact of secondary roads in addressing
urban poverty is lower than high-class roads
(three urban poor being raised above the
poverty line per kilometer of road). However,
lower-class roads have a greater impact on
reducing rural poverty than do first class
roads. Each kilometer of second-class roads
resulted in increasing the incomes of 22
rural poor above the poverty line, compared
with 9 for higher-class roads.

The majority of the PRC’ s poor live in
rural areas. Rural roads are mainly used
by villagers living along them, while first-
class roads serve a much larger population
and carry through traffic. Agriculture GDP
per rural resident and off-farm income are
the two variables with the strongest
correlation to rural poverty reduction.
Government investments in roads and
education are strongly related to the
creation of off-farm employment. The
process by which the economic benefits of
road improvement are transmitted to the
poor depends on social and economic
factors that extend beyond the provisions
of road infrastructure.

The poverty reduction impact of road
investments varies from region to region.
The effect of an additional kilometer of
road investment on rural poverty appears
largest in less-developed western regions
(southwest and northwest), regardless of
the class of roads. For urban poverty, the

effect appears the largest in the northeast,
southwest, and northwest regions.

The PRC has made, and continues to
make, significant investments in
expressways. While this was necessary
to support economic growth, the marginal
returns of such investments appear to be
declining. Less attention has been paid to
lower-class roads so the marginal return
on such investments is higher. Secondary
road improvements are a more cost-
effective way of reducing poverty than
the construction of first-class roads.
Redirecting some of the investments from
high-class to lower-class roads would
increase the contribution of the road sector
to economic growth and poverty reduction.
Complementary investments in feeder
roads are necessary to increase the
contribution of expressway investments
to economic growth and poverty reduction.
Better targeting of road investments, in
addition to strengthening the linkage with
poverty reduction, will also become
increasingly important as the PRC faces
increasing fiscal pressures. The
Government has recently recognized the
importance of developing rural roads. In
2003, the Government approved a
RMB75 billion program designed to
construct 78,000 km of rural roads.
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ADB's Policy Partnership with the PRC in the Road Sector

Road Safety. The PRC has one of the
highest rates of road accidents in the world.
Every 5 minutes, someone dies in a traffic
accident. Losses due to road accidents
account for 1% to 3% of GDP. The poor
are most affected by poor road safety

conditions and accidents. They do not own
motor vehicles. They normally have to
spend a considerable amount of time
walking to gain access to supplies,
education and health services, facilities,
and workplace for their subsistence needs.

In the past, road safety had not been given
the priority it deserves. The 2003 Road
Safety Law will help to address this
problem. Addressing road safety and traffic
problems requires the active involvement
of both national and local government



agencies. NGOs and other civil society
organizations can help lobby for policy
reform and implement awareness-raising
campaigns for the use of seat belts and
car seats for infants. Reducing the high
accident rate is an important element of
ADB' s policy dialogue. ADB' s technical
assistance at the provincial and national
levels have helped (i) formulate road safety
guidelines; (ii) develop a master plan for
the systematic improvement of road safety;
(iif) implement selected road safety pilot
programs; and (iv) build capacity in road
safety enforcement. Safety audits are
undertaken for every ADB-financed road

project.

In 1999, ADB provided the Ministry of
Public Security (MPS) with a technical
asssistance (TA 3341-PRC: Capacity
Building in Traffic Safety, Planning and
Management) to deepen the
understanding of road safety and traffic
management problems, enhance the
capacity of the 200,000 traffic police,
produce training materials, and develop a
national road safety program and action
plan. After reviewing road safety practices
and procedures, a National Road Safety
Program (NRSP) was developed. The
NRSP discussed the requirements of the
road safety legislative framework and
recommended (i) establishment of a
national road safety council; (ii) road
infrastructure improvement; (iii)
development of better data systems; (iv)
education; (v) emergency services; (Vi)
traffic management and police
enforcement; (vii) driver training; (viii) vehicle
testing; and (ix) donor support. In addition
to training over 220 mid-level officers from
all provinces, a leader’ s conference in
Nanjing was organized in November 2001
for the policymakers and senior government

officials to assess the NRSP.

A traffic accident along the road in Ningxia where an
ADB-financed expressway will be built

Vehicle Emissions. Air quality in most PRC
cities, and in many rural areas, is poor.
The major cause is the burning of coal in
power plants, boilers, district heating
systems, and factories. However, pollution
from vehicles is increasing rapidly, and
has drawn attention to particular pollutants.
In some cities, vehicles already account
for 80% of total carbon emission levels,
50% of nitrogen oxides, and a substantial
proportion of lead. The Government has
recognized this problem, and the
amendments to the Air Pollution Law in
2000 added a chapter on motor vehicle
pollution. The sale of leaded gasoline has
been phased out. European emission
standards are being adopted, and the
Government is considering introducing fuel
efficiency standards that will be among
the highest in the world. An ADB-financed
case study in Beijing explored the use of
market-based instruments, such as
subsidies, vehicle taxes, fuel taxes,
emission charges, congestion charges,
and tradable area licenses, to help reduce
vehicle emissions. ADB is assisting the
Government in developing and
implementing policies to reduce vehicle
emissions on a regional basis, including
the PRC, with activities focusing primarily
on fuel quality, alternative fuels, regulation
of two- and three-wheeled motorized
vehicles, vehicle testing, inspection, and

transport planning.

Pricing Polices. The Government’ s policy
on road user charges allows cost recovery
through tolls for expressways and
highways partly funded through loan
financing, and which meet the following
conditions: (i) high traffic volumes; (ii) a
relatively inelastic demand for road
transport in relation to the toll level; and
(iii) high values attached to time savings
for passengers and freight. ADB has
undertaken a study to develop a toll traffic
diversion model applicable to
socioeconomic conditions prevailing in the
PRC. This will assist the Government in
introducing toll pricing policies that improve
cost recovery and transparency, and
provide adequate incentives to attract
private sector investment. ADB’ s policy
on expressway toll levels requires full cost
recovery, including regular review of toll
levels to ensure the recovery of operation
and maintenance costs and debt service,
and generation of an additional return for
replacement and improvement
investments. However, toll rate levels
established for new expressways also take
into account the toll affordability for

transport users.

Highway Structural Design. While the
quality of ADB-financed road projects in
the PRC has generally been good, a few
instances of bridge failure, tunnel collapses
during construction, and pavement
cracking have occurred. Recognizing the
importance of sound engineering practices,
the Ministry of Communications revised,
with ADB assistance, its highway
engineering standards. In addition to the
review of technical standards, ADB helped
produce a structural design manual for
national roads. These new engineering
standards are designed to improve
construction quality, protect the

environment, and enhance road safety.
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ADB-Supported Road Projects in the PRC

By the end of 2003, ADB had provided
$4.8 billion to finance 27 road projects in
the PRC (see map). These projects
involved the construction of about 3,500
km of expressways and construction and

improvement of over 5,800 km of

provincial, county, and village access
roads. ADB’ s future program from 2004-
2006 includes 10 road projects, for which
ADB expects to provide about $2.3 billion
in financing. The initial focus of ADB’ s

road sector was in the northeast in the

Beijing-Qinghuangdao-Shenyang-
Changchun-Harbin transport corridor. ADB
has now shifted its focus to the poor interior
provinces, particularly in the southwest
(Sichuan, Chongging, Guizhou, Yunnan

and Guangxi), northwest (Gansu, Ningxia
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and Shaanxi), and central regions (Hunan

and Shanxi). ADB-FINANCED ROAD PROJECTS
IN THE
PEQPLES REPUBLIC OF CHINA

See tables of ADB-supported loan and

technical assistance projects in road sector |

at http://www.adb.org/PRCM/ W
PRC_Partnership_Roads.pdf 5w xa o oam
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Seminars and Events in the PRC

came from agencies working on
environment protection, health, civil
society, and legal services.

« 2003 8 29

e On 17-19 September, the 12" GMS
Ministerial Conference took placein Dali, * 2003 9 17 19

» On 29 August, the PRC Resident Mission

(PRCM) arranged a community outreach Yunnan Province. It was opened by ADB
activity with NGOs. The participants Vice-President (Operations 1) Jin Ligun.



* In September, Zhang Jun, an intern
from the University of Birmingham in the
United Kingdom completed his 3-month
internship program at PRCM on a
comparison of income distribution
between the PRC and other transition
economies in Eastern European
countries.

» Vice-President Joseph Eichenberger
attended the 4" Western China
International Economy and Trade Fair on
25 September in Chengdu, Sichuan
Province, and visited Cheng-Nan
Expressway Project and Chengdu No. 6
Water Supply Plant (BOT) Project in
Sichuan and the project site of the recently
approved Ningxia Road Development
Project in Ningxia Hui Autonomous Region.
Thereafter, he and Li Yong, Vice Minister
of Finance, signed ADB's Poverty
Partnership Agreement with the PRC in
Beijing.

+ 2003 9 25

BOT

 Bruce Murray, ADB Country Director in the
PRC received the 2003 Friendship Award
from the Government of the People's
Republic of China. On 29 September 2003,
Vice Premier Wu Yi presented the award
at the Great Hall of the People.

2003 2003
9 29

 Six members of the Board Directors visited
the PRC from 18 to 28 October to meet
with government officials, diplomats and
representatives from donors, chambers of
commerce, and NGOs. In Beijing, the
Board delegation met Zeng Peiyan, Vice
Premier. Jin Renging, the Minister of
Finance was also at the meeting. The
delegation met with Xiao Jie, Vice Minister
of the Ministry of Finance; Jiang Weixin,
Vice Chairman of the National
Development and Reform Commission
(NDRC); Zhu Guangyao, Vice Minister of
the State Environmental Protection
Administration; and Weng Mengyong, Vice
Minister of Communications. They visited
ADB-financed projects in Guizhou,
Sichuan, and Shaanxi provinces.

» 2003 10 18 28 6

¢ On 30 October, Vice-President Joseph

Eichenberger attended the 2™ Meeting of
Phase 3 of the China Council for
International Cooperation on Environment
and Development in Beijing.

*+ 2003 11

10 30

ADB plans to increase its support to the
PRC and lend up to $1.5 billion annually
over the next 3 years, according to the
Country Strategy and Program for 2004-
2006, endorsed on 4 November 2003 by
ADB’ s Board of Directors.

¢ On 13-18 November, ADB Vice- President

John Lintjer (Finance and Administration)
visited the PRC. He and Zhao Xiaoyu,
Director General of the International
Department of the Ministry of Finance gave
opening remarks at the MOF-organized
symposium on the study of the issuance of
local currency bonds by multilateral
development banks. He later chaired a
session of the Fifth Asian Forum of the
Institute of International Finance. He also
met the Vice Governor of People's Bank of
China and MOF officials and visited the
ADB-financed Dalian Water Supply
Project.

13-18

« On 2 November, Vice - President Joseph

Eichenberger (Second left) and members
of the ADB delegation attended the Bo'ao
Forum in Hainan Province.

1ing for a Breakthrough
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