he Asian Development Bank (ADB) monitors
the economic performance and assesses the
needs of its developing member countries
(DMCs). These regular evaluations are the
basis for the country strategy and program
reports and updates. Policy dialogue with
governments helps ADB prepare operational strategies,
and from project implementation evaluations, ADB
derives lessons to improve the quality of future projects.
In this chapter, ADB activities in 2001 in its DMCs—
including those in Afghanistan—are discussed. While not
yet a member, East Timor is included in the discussion
because ADB had activities there in 2001. Four members—
Hong Kong, China; Republic of Korea; Singapore; and
Taipei,China—have graduated from regular ADB assist-
ance; of the four members, only the Republic of Korea is
included in the discussion because of ongoing ADB
operations as a result of the 1997 Asian financial crisis.

Afghanistan

Economic performance

Before the recent war that ousted the Taliban regime,
Afghanistan’s aggregate gross domestic product (GDP)

was estimated at $6.9 billion, with per capita income of
about $300 in 1989. The bulk of national production
consisted of agriculture and forestry products (53%),
followed by light industry (28%), trade (8%), and
construction (6%). These estimates exclude illegal poppy
cultivation and narcotics production, which are major
sources of income.

Afghanistan’s social and economic structures and
institutions have been devastated by hostilities since
1978. At least 5 million people have been displaced
within and outside the country. The country’s infant
mortality, life expectancy, and literacy rates are among
the lowest in the world. Severe drought over the past
3 years has resulted in substantially less food supply.
While large-scale food aid and other humanitarian relief
have flowed into the country, delivering this aid to
remote mountain settlements remains a challenge.

Trade statistics for 1999, the most recently
available, indicate total exports of $235 million, the
major exports, in order of size, being fruit, nuts, and
carpets. Imports totaled $900 million in 1999, leaving a
trade deficit of about $665 million. Major imports
included capital goods, food, textiles, and petroleum
products. Arrears to multilateral creditors total nearly
$50 million. Nevertheless, over the coming years,
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Afghanistan will need large financial inflows to fund
humanitarian, rehabilitation, and reconstruction efforts if
poverty is to be reduced and sustainable development
made possible. The major economic and social issues
are food security and provision of basic health, water
and sanitation services, as well as shelter and other
basic social infrastructure.

ADB operations

Afghanistan became a member of ADB in 1966.
Operations began in 1969, with the first ADB loan
being approved in 1970. By 1979, when ADB
assistance was suspended following the Soviet
occupation, Afghanistan had received nine loans
totaling $95.1 million and technical assistance grants
totaling $2.5 million, all outstanding loans at that time
being sourced from the Asian Development Fund
(ADF). ADB operations emphasized projects in
agriculture, irrigation, transportation, hydropower
development, and vocational education. As of

31 December 2001, the total principal outstanding was
$27.7 million, with arrears on four loans totaling
$15.3 million. These arrears are currently being
addressed as a prerequisite to resumption

of ADB operations.

Since October 2001, ADB has played a key role in
planning and assisting Afghanistan’s reconstruction. At
the request of the Steering Group on Afghanistan
Reconstruction—chaired by the United States (US),
Japan, the European Union, and Saudi Arabia—ADB, the
United Nations Development Programme (UNDP), and
World Bank jointly prepared a Preliminary Needs
Assessment for Recovery and Reconstruction. This
document was finalized at ADB headquarters in Manila
for use as the basis for international pledges in support
of Afghanistan’s reconstruction. The preliminary
assessment indicates a requirement of about $1.7 billion
for the first year, $4.9 billion for the first 2.5 years,
about $10 billion over 5 years, and $14.6 billion over
10 years under a base case scenario. ADB also plays a
key role in launching the Afghanistan Reconstruction
Trust Fund, which will be managed jointly by ADB, the
Islamic Development Bank, UNDP, and World Bank.

The agriculture, infrastructure, and social sectors
are crucial for rehabilitating and reconstructing
Afghanistan. ADB’s immediate focus will be on
restoring irrigation systems and roads that can make
a major contribution to rebuilding the national
economy while creating local community employment.
As all social sector services have collapsed, ADB's
first priority will be to restore basic education,
including nonformal education.
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Based on the preliminary assessment, ADB is
considering assistance in the form of ADF loans and
grants of around $500 million over 2.5 years.

Azerbaijan

Economic performance

Azerbaijan’s real GDP growth rate in 2001 was 9.9%,
down from 11.1% in 2000. Economic performance in
2001 was generally strong, mainly because of growth
in the non-oil subsector of 12%. In contrast, growth in
oil and gas was 5%. Inflation as measured by the
consumer price

index (CPI)
remained at 1.5% Azerbaijan
in 2001, GDP Growth Rate, 1997-2001
compared with (percent)
1.8% the 1997 1998 1999 2000 2001
previous year. 300 . L ° ) °
Benefiting from
more rapid GDP 1501
growth and —~——
buoyant world 00
oil prices, '
government (15.0) 1
revenues
reached 18.0% of
. (30.0) -
GDP in 2001,

though their

heavy reliance on the oil and gas subsector continued
during the year. The general fiscal balance position
slightly improved from a deficit of 2.2% of GDP during
the first half of 2000 to a deficit of 2.1% of GDP the
same period in 2001. Owing to an improved trade
balance, the current account improved with the deficit
falling from 3.4% of GDP to 2.3% of GDP, despite the
growing deficit in the nonmerchandise accounts. The
country’s export growth of 7.9% was fueled mainly by
oil. Because of a sharp increase in income outflows
from foreign oil consortia and subdued oil exploration
activities, oil equipment imports fell, causing overall
imports to decrease by 5.4% in 2001. Foreign
investment, mainly foreign direct investment in the oil
and gas subsector, recovered. Despite increased
capital repayment and growth in the state oil fund,
gross international reserves improved to $744 million
in 2001, equivalent to about 5 months of imports. Due
to significant underreporting and large employment in
the informal sector, the actual unemployment rate is
estimated at 18%, although officially, unemployment
has remained at 1.0% since 1995.
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ADB operations

Operational strategy: Inequitable economic growth and
the need to assist growing numbers of poor people were
major concerns in formulating ADB's interim operational
strategy for the country, the goal of which is reducing
poverty and raising living standards by enhancing
human development, supporting good governance and
institutional strengthening, and promoting sustainable
growth. ADB'’s strategy for Azerbaijan consists of
helping the Government improve the delivery of
essential public goods and services to those in greatest
need, and strengthen the environment for private
investment and job creation.

Policy dialogue: In 2001, ADB's policy dialogue
focused on Azerbaijan’s proposed national strategy for
reducing poverty. Discussions with the Government and
funding agencies focused on assisting 20,000 internally
displaced persons, with $2.5 million financing from the
Japan Fund for Poverty Reduction.

Loans and technical assistance: While no loans
were approved in 2001, five technical assistance grants
totaling $2.0 million were approved during the year,
which will provide training in ADB policies and
procedures, support macroeconomic policy development,
facilitate development of a national program for poverty
reduction, and prepare ADB's first loan to Azerbaijan
that will fund urban water supply and sanitation
development.

Bangladesh

Economic performance

GDP growth in fiscal year (FY)2001 (ending 30 June) is
estimated at 5.2%, lower than the 5.9% growth rate
achieved in FY2000. This relatively robust growth was
due to a bumper crop in agriculture

and growth in the industry sector of Bangladesh
7.2%, higher than the 6.2% growth
achieved in FY2000. Growth in the (percent)
services sector in FY2001 was 5.4%,

1997 1998

against 5.5% in FY2000. Inflation, as o
measured by the CPI, declined to 1.6% 12.01
in FY2001 from 3.4% in FY2000, 9.0
mainly due to depressed food prices.

GDP Growth Rate, 1997-2001
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However, the budget deficit remained high at 6.1% of
GDP due to a surge in expenditures. Exports, mainly
garments and knitwear, grew by 12.4% in FY2001,
compared with 8.2% the previous year. However, the
current account deficit increased to 2.1% of GDP
compared with 1% in FY2000, following a surge in
imports and a decline in private current transfers,
including remittances. Foreign exchange reserves
declined to $1.3 billion or 1.7 months of imports at the
end of FY2001, compared with $1.6 billion at the end of
FY2000. Because the domestic garment industry and
overseas job markets—which have absorbed a large
proportion of the population entering the labor market
during the last 2 decades—have become saturated,
Bangladesh faces the challenge of absorbing 2 million
labor force entrants annually, as well as addressing
large-scale underemployment.

ADB operations

Operational strategy: ADB's focus remained on poverty
reduction, the most important challenge facing
Bangladesh since nearly half the population lives in
absolute poverty. The Partnership Agreement on Poverty
Reduction (PAPR) concluded in early 2000 also
recommended promotion of effective development
interventions, increased quantity and quality of social
sector investments, and greater attention to good
governance.

Policy dialogue: Major emphases in 2001 were
reform strategy and regulation for the energy sector,
improving performance of the water resource manage-
ment sector, and the postliteracy and continuing
education subsectors.

Loans, technical assistance, and grants: In 2001,
ADB approved four loans totaling $297.9 million for the
West Zone power system development, postliteracy and
continuing education, and second small-scale water
resources development sector
projects. Twelve technical assistance
grants totaling $4.9 million were also
approved for funding a poverty
assessment; a review of public
expenditure; erosion mitigation of the
Jamuna-Meghna River; a study on the
Jamuna Bridge; improvement of urban
governance and infrastructure; review

and strategy formulation in the
financial, industry, and trade sectors;
rural infrastructure improvement;

Government revenue increased to 60
9.6% of GDP in FY2001, compared 3.01
with 8.5% in FY2000 as a result of 0.0
improved tax collection, increased 3.0

imports, and a new compulsory
preshipment inspection system. (6.0) -

development of the Northwest Road
corridor; road network improvement
and maintenance; and primary
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education sector improvement. Three grant-financed
projects amounting to $25.4 million were also approved:
one for beneficiary participation and project manage-
ment, and one for the second small-scale water
resources development sector, both funded by the
Government of The Netherlands; and another for
supporting livelihood improvement for the poor through
water management associations, financed by the Japan
Fund for Poverty Reduction (JFPR).

Project implementation: Since joining ADB in
1973, Bangladesh has received 147 loans, of which
37 were active at the end of 2001. Contract awards
totaled $137.9 million, bringing the cumulative figure to
$4.7 billion. The contract award ratio was 14.6%, slightly
lower than the ADB-wide average of 14.8%. Disburse-
ments during the year totaled $214.9 million, bringing
cumulative disbursements to about $4.7 billion. The
disbursement ratio was 17.3%, lower than the ADB-wide
average of
20.5%.

In 2001, the
Government and
ADB focused on
implementing the

Bangladesh
Lending and Disbursements,
1997-2001 ($ million)

0 100 200 300 400 500
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2001 T measures' agreed
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improving project
1997 readiness,
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M lending B Disbursements
procurement and
Bangladesh

Cumulative ADB Lending
(as of 31 December 2001)

Sector No. of Loans  $ Million %

Agriculture and

Natural Resources 63 2,161.8 333
Energy 23 1,475.7 22.7
Transport and

Communications 19 1,190.8 18.4
Social Infrastructure 24 1,021.4 15.7
Industry and

Nonfuel Minerals 8 262.5 4.1
Finance 8 217.6 33
Multisector 2 158.8 2.5
TOTAL 147 6,488.6 100.0
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recruitment of consultants, and enhancing project
implementation and monitoring. A technical assistance
grant for strengthening project portfolio performance,
training executing agencies’ staff in project
implementation, and improving the Government's
institutional capacity in project monitoring is currently
being implemented.

Bhutan

Economic performance

While Bhutan's real GDP growth was robust in calendar
year 2001, reaching an estimated 6.5%, this figure hides
a relatively wide variation in sectoral performance.
Growth in agriculture, traditionally the slowest-
growing sector, recorded an estimated 4.8%, while
growth in the industry and services sectors reached
estimated rates of 8.0% and 6.3%, respectively. Major
hydropower and industrial projects prompted
expansion in construction, and growth in transport
and communications was dynamic. However, the
performance of mining and manufacturing was
disappointing. Tourism, though not identified
separately in the national accounts, gained increasing
importance despite being adversely affected by the

11 September events.

Because of the fixed exchange rate between
Bhutan’s ngultrum and the Indian rupee, trends in
inflation in Bhutan have traditionally paralleled those
in India. That said, the country’s inflation rate fell
substantially in FY2000 and remained steady in
FY2001 at 3.6%, largely due to reduced food prices.
The Government has traditionally pursued a prudent
fiscal policy, with current expenditure being financed
completely from domestic revenues. While Bhutan'’s
fiscal deficit increased to 5.1% of GDP in FY2001 from
4.1% in FY2000 as a result of increased capital
investment for hydropower and industrial projects,
domestic revenue is expected to increase as major
projects are commissioned over the coming months
and power export tariffs are raised in the long run. In
FY2001, the trade and current account deficits
increased to 22.6% and 27.5% of GDP, respectively.
However, capital inflows—mostly in the form of
grants—have continued to exceed by some margin the
deficits in the country’s trade and current accounts.
The net effect of these trends has boosted Bhutan's
foreign exchange reserves significantly over time. As
of June 2001, foreign exchange reserves stood at
$294 million, equivalent to 16 months of
merchandise imports.
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ADB operations

Operational strategy: In the
context of Bhutan, reducing poverty
will require continued economic
growth, and extending the coverage
of health, education, and other
facilities to all segments of society.
ADB supports poverty reduction in
Bhutan by promoting economic
growth and social inclusiveness
through interventions in physical
and social infrastructure, private
sector development, employment
creation, and improved economic
management. In particular, ADB
promotes income and employment-
generating activities through private
sector-led development, brought
about by an improved policy setting
and more efficient financial
intermediation; upgraded road
transport and expanded power
transmission and distribution; and
strengthened vocational, technical,
and basic skills. To implement the
country strategy effectively, ADB
assisted the Government's first study
on poverty. Published by the
Government in December 2001, the
study examines the nature and
extent of poverty in Bhutan and its
geographical distribution. The
study’s findings are expected to
contribute to improved national data

relating to poverty. While the findings will not change
the focus of ADB's country strategy, these will be
taken into account in future project design and

implementation.

Policy dialogue: In implementing the country
strategy, policy dialogue focused on promoting private
sector development; improving the efficiency of public
service delivery and cost recovery; and establishing
administrative and technical capacity for analyzing and
monitoring poverty, and formulating and evaluating
poverty interventions. ADB will continue to support the
Government's efforts in providing an enabling environ-
ment for private sector development by rationalizing
and strengthening banking and financial institutions;
continuing to liberalize foreign trade, exchange, and
investment regulations; liberalizing interest rates to
reflect the true underlying cost of resource mobilization,
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intermediation, and risk; and formulating transparent
legislation and regulatory procedures. In the power
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sector, key policy objectives include
pursuing financial viability and
sustainability of power operations
through corporatizing the Department
of Power. ADB also supports the
Government's ongoing efforts for
improving domestic resource
mobilization, including cost recovery
of public service delivery in the
health and urban services. ADB's
operational program also includes a
comprehensive household living
standard survey.

Loans and technical assis-
tance: One loan of $7 million for
basic skills development was
approved in 2001. Five technical
assistance grants totalling $2.1 million
were also approved, of which four
were advisory and one was for
preparing a rural electrification and
network expansion project.

Project implementation: Since
joining ADB in 1982, Bhutan has
received 18 loans, of which 7 were
active at the end of 2001. Contract
awards totaled $6.0 million, bringing
the cumulative figure to $63.9 million.
The contract award ratio was 24.5%,
significantly higher than the ADB-wide
average of 14.8%. Disbursements

W lending WM Dishursements during the year totaled $6.7 million,
Bhutan
Cumulative ADB Lending
(as of 31 December 2001)
Sector No. of Loans  $ Million %
Social Infrastructure 5 33.1 325
Transport and
Communications 3 19.3 18.9
Energy 2 17.5 17.2
Multisector 2 12.4 12.2
Finance 3 10.5 10.3
Agriculture and
Natural Resources 2 7.8 7.7
Industry and
Nonfuel Minerals 1 1.2 1.2
TOTAL 18 101.8 100.0
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bringing cumulative disbursements to $60.8 million.
The disbursement ratio was 16.9%, lower than the
ADB-wide average of 20.5%.

In October 2001, a country portfolio review
mission assessed key portfolio performance indicators
and, in particular, annual contract awards and
disbursement projections. Based on the review, an
action plan was developed for improving project
implementation and administration, as well as the
overall performance of the Bhutan project portfolio.
Improvements to project monitoring and reporting
were discussed with project directors. Procurement
briefings and a project administration workshop were
also conducted during the year for project directors
and line ministry officials.

Cambodia

Economic performance

Growth in Cambodia was led by the textiles and
tourism subsectors, which remained strong in 2001,
although both were vulnerable to the global economic
downturn. Price inflation in 2001 was negligible. As a
result of low inflation, the exchange rate remained
stable. The

Government Cambodia
maintained a GDP Growth Rate, 1997-2001
conservative (percent)

fiscal policy. 1997 1998 1999 2000 2001

Spending for 150 ’ ° ° ° °
health and '
education 10.0
increased 5.0 /
substantially S —
in 2001. 0.0
Cambodia’s (5.0)
current account (10.0)
deficit of 6.6% of
(15.0) -

GDP was offset
completely by
official transfers and concessional loans to the
Government. Exports grew in 2001 despite the global
economic slowdown. Overall economic growth in
Cambodia was 5.3%.

Few benefits of economic growth have reached
the poor, with much of the growth concentrated in
urban areas. More opportunities need to be created
for the poor as the country undergoes agricultural
transformation. Government investments in health and
education have increased substantially in recent years.
Cambodia, still recovering from more than 20 years of
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conflict, needs continued investment in infrastructure
to ensure sustained economic growth.

ADB operations

Operational strategy: ADB’s operational strategy
focuses on economic growth and poverty reduction in
line with the Government's own priorities. Three priority
areas have been identified. First, to support broad-based
development of rural areas, ADB coordinates efforts in
water resource management, while supporting
decentralization, rural development, natural resource
management, and agriculture sector reform. Second, to
assist human and social development, ADB facilitates a
sectorwide approach in education and provides
complementary support in health and rural water
supply. Third, to promote private sector development,
ADB supports the improvement of the nation’s road
network, while playing a key role in the area of
financial sector reform, and a supportive role in the
energy sector. In addition, ADB provides strategic
support to governance, focusing on economic
planning, public finance, decentralization, and legal
reform while ensuring appropriate gender focus in all
interventions.

Policy dialogue: ADB and the Government
continued policy dialogue on land management, public
financial management, civil service reform, decentrali-
zation, financial sector reform, natural resource
management, education, and governance reforms,
including anticorruption. The consultative group of
funding agencies held regular policy dialogue with the
Government on forestry management, public
administration reform, demobilizing military person-
nel, and legal and judicial reform. The Government’s
5-year socioeconomic development plan, approved
by the Cabinet in late 2001 and scheduled for
submission to the National Assembly in 2002, will
pave the way for a partnership agreement on poverty
reduction with ADB.

Loans and technical assistance: Four loans
totaling $75.2 million were approved in 2001 for the
financial sector program, rural development of the
northwestern region, and education sector development
(program loan and project loan). Eight technical
assistance grants totaling $6.8 million were approved in
2001. Four were advisory: strengthening public financial
management (technical assistance cluster), formulating
a transport sector strategy, providing institutional
support for national economic policy management, and
building capacity for banking and financial management.
Four were for preparing projects on basic health
services, rural water supply and sanitation, agriculture



sector development program, and the northwest
irrigation sector.

Project implementation: Since joining ADB in
1966, Cambodia has received 21 loans, of which 17
were active at the end of 2001. Contract awards
totaled $40.7 million, bringing the cumulative figure to
$328.7 million. The contract award ratio was 19.2%,
higher than the ADB-wide average of 14.8%.
Disbursements during the year totaled $48.4 million,
bringing cumulative disbursements to $251.4 million.
The disbursement ratio was 18.7%, lower than the
ADB-wide average of 20.5%.

Portfolio performance in Cambodia continued to
improve in 2001 and most of the agreed actions of the
2000 country portfolio review were achieved. A joint
country portfolio review was conducted for the first
time between the Government, ADB, and World Bank,
and an action plan was prepared for improving
portfolio performance. It included the establishment
and use of a common set of portfolio performance
indicators and
project readiness
criteria. Standard

Cambodia
Lending and Disbursements,

1997-2001 ($ million) operating
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project
2001 : | implementation,
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I Lending WM Disbursements
Cambodia
Cumulative ADB Lending
(as of 31 December 2001)
Sector No. of Loans  $ Million %
Social Infrastructure 7 138.0 24.6
Transport and
Communications 3 123.0 21.9
Multisector 2 122.7 21.9
Agriculture and
Natural Resources 5 1183 21.1
Energy 3 48.5 8.7
Finance 1 10.0 1.8
TOTAL 21 560.5 100.0

People’s Republic of China

Economic performance

Despite the global economic slowdown, the economy of
the People’s Republic of China (PRC) performed well
with GDP growing at 7.3% in 2001. The industry sector
grew by 8.9% in 2001, compared with 9.6% in 2000.
Agriculture grew at a modest 2.8% in 2001, mainly
because of a severe drought and a decrease in the area
planted with
grain. Retail sales
increased by
10.1%, compared
with 9.7% in

People’s Republic of China
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$46.8 billion, representing an increase of 14.9% over the
level of 2000.

Monetary policy remained accommodative to
stimulate domestic demand. Interest rates remained
stable in 2001. The CPI increased by 0.7% in 2001,
compared with 0.4% in 2000. While clothing prices
continued to decline, housing and service prices
rose moderately.

Although the expansionary fiscal policy continued in
2001, the overall deficit has fallen since 2000. The planned
fiscal deficit in 2001 was 2.6% of GDP, compared with 2.8%
in 2000. In 2001, revenues increased by 22.2%, the highest
growth rate in the past 8 years.

With the global economic slowdown, exports in
2001 rose by only 6.8%, compared with 27.9% in 2000.
Imports grew by about 8.2%, compared with 35.4% in
2000. The current account surplus in 2001 is estimated
at $20 billion, slightly less than the 2000 figure. Foreign
exchange reserves amounted to $212.2 billion by the
end of 2001. The debt service ratio was below 10%.

The official estimate of the urban unemployment
rate in 2001 was 3.6%, slightly higher than in 2000.

ADB operations

Operational strategy: ADB’s operational strategy
focuses on improving economic efficiency, promoting
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growth to reduce poverty in poor inland provinces, and
improving environmental protection and natural resource
management. These objectives guided ADB’s operations
in 2001. However, work also started in 2001 to update
the country strategy and program in view of significant
policy developments and structural changes in the PRC
economy and changes in ADB'’s policies. Continued
rapid economic growth, the PRC’s entry to the World
Trade Organization (WTO), adoption of a regional
development strategy focusing on the western region,
and deepening economic reforms will help shape the
PRC’s future development agenda. ADB's proposed
strategy and poverty reduction initiatives will have to
address the problems and challenges associated with a
country that is shifting from a centrally planned to a

market economy and from a rural to an urban economy.

Policy dialogue: A series of consultative meetings
were held to discuss poverty
reduction in conjunction with drafting
a partnership agreement on poverty
reduction, which will be completed in
2002. The implementation of ADB-

) . . . 0 300
financed technical assistance projects

also provided the policy inputs for 2001
exploring ways to reduce rural

poverty, improving the Government's 2000
poverty planning methodology, 1999
measuring and addressing urban

poverty, and promoting the participa- 1998

tion of poor stakeholders in policy

planning and implementation. The 1997
poverty planning methodology, = Lending

developed with ADB assistance for
county and village planning, was
adopted as a national policy.

ADB continued to advance its environment
improvement and natural resource management agenda
in the PRC. A loan was approved to address acid rain
and air pollution in Anhui Province in the Yangtze River
Valley. Discussions were held with senior policymakers
to strengthen institutional capacity for combating land
degradation and desertification. Continuing ADB
assistance on water tariff reforms led to the enactment
of local tariff regulations in pilot cities to ensure
transparency and efficiency. ADB participated in 2001 in
the China Council for International Cooperation on
Environment and Development, a high-level advisory
body to the Government.

To promote transparent and competitive bidding
procedures and to reduce the potential for corruption in
the longer term, ADB initiated a technical assistance
grant to prepare a procurement law. More progress was

People’s Republic of China
Lending and Disbursements,
1997-2001 ($ million)
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also made in strengthening the development of
economic laws, including the enactment of the Trust
Law, prepared with ADB assistance. To support the
PRC’s membership in the WTO, two seminars were held
to discuss draft regulations on foreign trade, antidumping,
subsidy, and safeguard measures as part of ongoing
foreign trade law reforms in compliance with WTO
requirements.

In a conference organized in 2001 under the
technical assistance for Policy Support for the PRC 2020
(Phase 1II), ADB promoted the sustainable development
of the western region where most of the PRC’s poor
people live. Discussions were held on poverty reduction,
human resource development, private sector develop-
ment, environmental protection, good governance, and
regional cooperation.

ADB further advanced its policy work on social
security reforms with the approval of
a technical assistance grant for policy
and institutional support of the social
security reform pilot program in
Liaoning Province and with
strengthening the National Social
Security Fund, which was recently set
up as part of the social security
reforms.

Loans, technical assistance,
and grants: Six loans totaling
$997 million were approved in 2001.
These included two road projects in
the western region to promote
economic growth and poverty
reduction in Guangxi and Shaanxi

900 1,200 1,500
)

People’s Republic of China
Cumulative ADB Lending
(as of 31 December 2001)

Sector No. of Loans  $ Million %

Transport and

Communications 38 5,568.0 49.3
Energy 18 1,966.3 17.4
Social Infrastructure 846.5 7.5
Multisector 6 730.0 6.5
Industry and

Nonfuel Minerals 5 686.8 6.1
Finance 530.0 4.7
Agriculture and

Natural Resources 8 513.9 4.5
Others 3 453.0 4.0
TOTAL 91 11,294.5 100.0




Report, e.g., diversifying the economy by emphasizing
fisheries and agriculture, improving human resource
development, strengthening prudential supervision of
the banking system, and bringing the benefits of
development to the outer islands.

Policy dialogue: Policy dialogue in 2001 focused
on continued economic development by diversifying the
economy, strengthening and ensuring an appropriate
role for the private sector, extending the financing
available to small businesses, improving the prudential
regulation of the financial sector, and expanding the
Superannuation Fund. It also focused on improved
governance by clarifying the roles of island councils and
island administrations, developing suitable institutional
capacities and business procedures for the outer islands,
enhancing transparency in public sector operations, and
institutionalizing performance-based management of the
public sector; and promoting better environmental

Cook Islands

management by

extending Lending and Disbursements,
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approved two
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assistance grants totaling $500,000, one for preparing
the outer islands development program and the other an

East Timor

Economic performance

With the restoration of order and security, economic
activities recovered in 2001, led by agriculture, commer-
cial initiatives, external relief programs, rehabilitation and
reconstruction investments, and restoration of basic ser-
vices. The United Nations Transitional Administration in
East Timor began reestablishing an administrative and
judicial system, introducing commercial and other regu-
lations, and creating government bodies to manage bud-
getary and monetary affairs. During FY2001 (July 2000-
June 2001), economic recovery continued. Two banks
opened and external trade increased. According to an
International Monetary Fund estimate, gross domestic
product grew by about 18%, but poverty remains exten-
sive. East Timor continued to be heavily dependent on
external funding agencies.

ADB operations

Operational strategy: ADB’s interim assistance strategy

proposes the following measures for East Timor:

e strengthen the capacities of government agencies for
economic management and development administration;

* improve physical infrastructure in water, power, and
ports;

* support agriculture sector development in extension
services and marketing;

» foster private sector development associated with
physical infrastructure development, microfinance,
better governance, and an improved investment
climate;

* improve the efficiency of public service delivery and
cost recovery;

* protect the environment, largely through institution
building; and

* ensure that environmental and gender concerns are
integrated into all activities.

East Timor is not yet an ADB member and is not eli-
gible for loans. However, ADB's Board of Directors made
East Timor eligible for technical assistance grants primarily
for capacity building. Six advisory technical assistance
grants were approved totaling $2.3 million in 2001—for -
the demarcation of the exclusive economic zone, trans-
port sector improvement, microfinance, information tech-
nology systems development, power sector development,
economic policies and strategies for development plan-
ning, and postal services development.

ADB is administering five grant projects, amounting
to $47.0 million, funded under the Trust Fund for East
Timor (TFET) using ADB guidelines. Total project disburse-
ments from the International Development Association,
funded through the TFET for ADB to administer, was
$23 million as of 2001 for three active projects. Two
projects have had no disbursements to date.

Project implementation has been satisfactory. The
main role of ADB’s assistance has been to establish
institutional and regulatory frameworks in various sec-
tors, including infrastructure and microfinance develop-
ment. The Special Office in East Timor facilitated inter-
action with the East Timorese and among other funding
agencies.
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Cook Islands
Cumulative ADB Lending
(as of 31 December 2001)

Sector No. of Loans  $ Million %
Finance 3 6.0 22.5
Transport and

Communications 2 5.4 20.2
Others 1 5.0 18.7
Social Infrastructure 2 4.9 18.4
Multisector 3 4.6 17.2
Agriculture and

Natural Resources 1 0.8 3.0
TOTAL 12 26.7 100.0

advisory technical assistance for improving corporate
management in government services. ADB continued to
play an honest broker’s role in assisting the
Government's effort in restructuring its debts to
bilateral creditors.

Project implementation: Since joining ADB in
1976, the Cook Islands has received 12 loans, of
which 2 were active at the end of 2001. Contract
awards totaled $600,000, bringing the cumulative
figure to $25.2 million. The contract award ratio was
16.8%, higher than the ADB-wide average of 14.8%.
Disbursements during the year totaled $600,000,
bringing cumulative disbursements to $22.8 million.
The disbursement ratio was 18.3%, lower than the
ADB-wide average of 20.5%.

Fiji Islands

Economic performance

Real GDP in the Fiji Islands grew by a modest 1.5% in
2001, largely reflecting a partial
recovery in tourism. The weakness in
economic activities was broad-based
and business confidence remained
subdued. Despite variations during
the year, inflation averaged about
4.3%, reflecting an increase in
transport and postal charges and 12.0 1
reinstatement of value-added tax on

Fiji Islands
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supply and private sector credit contracted during the
year, reflecting depressed economic activities. The
current account deficit widened to 4.4% of GDP largely
due to a drop in exports and weakness in the services
account, reflecting the global economic slowdown and
uncertainties in the domestic economy. The overall
balance of payments was negative, leading to a
decrease in external reserves to about F$360 million
at the end of 2001, sufficient to cover about

4.4 months of imports. During 2001, the nominal and
real effective exchange rate indexes remained
relatively stable. The Government succeeded in
maintaining macroeconomic stability despite the
expansionary fiscal policy. Over the year, the central
bank eased the monetary policy and exchange
controls. In the second half of 2001, the commercial
banks were required to lend a certain minimum
proportion to the export sector.

ADB operations

Operational strategy: A new operational strategy for
the Fiji Islands is being prepared to reflect the newly
elected (September 2001) Government's socioeconomic
program for rebuilding the economy. The strategic focus
will be on helping the Government stimulate economic
growth by encouraging private sector development and
export-oriented activities to support employment
creation. This will involve enhancing public sector
reforms; supporting the establishment and functioning of
efficient financial sector and capital markets, promoting
corporatization and commercialization of public
enterprises, selective public sector investments for
infrastructure development, and poverty reduction; and
addressing environmental and natural resource
management concerns.

Policy dialogue: Poverty reduction, good
governance, enterprise policy reforms, cost recovery,
and operation and maintenance in
the road subsector were the focus of
policy dialogue between ADB and the
Government.

Loans and technical
» assistance: No loans or technical
assistance were approved in 2001.
However, ADB reactivated all
suspended technical assistance and
further processed the Ports Develop-

6.0
basic food items. Government efforts
incentives and higher expenditure (6.0)

resulted in a budget deficit of 4.9% of
GDP in 2001. Government debt stood
at 42.7% of GDP at end-2001. Money ~ (18.0)-

(12.0) 4

to stimulate the economy through tax 0.0 =

ment and the Suva-Nausori Water
Supply and Sewerage projects.
Project implementation: Since
joining ADB in 1970, the Fiji Islands
has received 13 loans, of which 1 was




active at the end of 2001. Contract awards totaled $12.9
million, bringing the cumulative figure to $131.8 million.

The contract award ratio was 43.2%, higher than the
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Fiji Islands
Cumulative ADB Lending
(as of 31 December 2001)

ADB-wide
average of 14.8%.
Disbursements
during the year
totaled

$4.4 million,
bringing
cumulative
disbursements to
$123.6 million.
The disbursement
ratio was 12.9%,
lower than the
ADB-wide
average of 20.5%.

Sector No. of Loans  $ Million %
Transport and
Communications 4 78.0 48.4
Energy 3 36.9 22.9
Agriculture and
Natural Resources 3 27.6 17.1
Social Infrastructure 9.6 6.0
Finance 2 9.0 5.6
TOTAL 13 161.1 100.0
India
. India
Economic performance GDP Growth Rate, 1997-2001
India’s economic growth for FY2001 (percent)
(referring to 1 April 2001-31 March
2002) is estimated at 5.4% compared 1?.9 7 1%? 8 19? 9 2290 °
with economic growth of 4% in 12,01
FY2000. While economic performance 9.0
has improved in FY2001, it still falls 601
short of the levels recorded in the T ——
mid-1990s. The main causes of the 3.01
economic slowdown of recent years 0.0
are structural and cyclical in nature: (30)-
high fiscal deficit, infrastructure
bottlenecks, and depressed global and (6.0}~
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domestic demand. Industry sector performance remained
sluggish; the agriculture and services sectors’ perfor-
mance recorded improvement in FY2001, compared with
FY2000. Fiscal deficits as a share of GDP declined in
FY2000. However, lower-than-expected tax revenues put
pressure on fiscal balances in FY2001, for which the
Government set a fiscal deficit target of 4.7% of GDP.
The Reserve Bank of India has taken measures to
accelerate economic growth, including lowering the
bank rate to 6.5% and reducing the cash reserve ratio to
5.5% by December 2001. Oil prices were a major cause
of rising inflation in FY2000, which eased in FY2001.
Wholesale price index inflation, at 2.0% in December
2001, has been on a downward trend. India’s external
position in FY2000 was favorable, owing mostly to
exceptional export performance. India’s trade balance
improved to 3.0% of GDP, narrowing the current account
deficit to 0.5% of GDP. Although the global economic
slowdown has caused export growth to drop in FY2001,
imports have followed suit in the context of a sluggish
industry sector performance and slow investment demand.

ADB operations

Operational strategy: ADB’s strategy supports
achieving higher and sustainable pro-poor growth,
improved income, and reduced poverty by removing
infrastructure constraints and increasing investment. It
focuses on alleviating infrastructure bottlenecks and
improving supply side efficiency by supporting priority
public investment and catalyzing private sector
investment in energy and transport and communications;
and focusing on social infrastructure, including urban
development and housing. Emphasis is given to creating
a conducive private sector environment. ADB helps
foster further development of financial and capital
markets as an effective source of funding for
infrastructure projects. ADB’s operational program
continues to be sectorally and
geographically focused. In the
medium term, about half the annual
lending to India will be for state-level
operations in ADB'’s focal states.
ADB state-level assistance supports
macroeconomic reform and fiscal
consolidation to improve public
saving and enhance resource

mobilization, increase efficient
resource use, promote policy
reforms in key physical infrastructure

sectors, and foster human develop-
ment by reallocating budgetary
resources to social sectors.
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Policy dialogue: In support of the operational
strategy in 2001, policy dialogue focused on improving
the policy environment and governance of the power
subsector at the state level; providing a policy and
operational framework for attracting private sector
participation in infrastructure; promoting subregional
economic cooperation; and removing the capacity
constraints on the transport corridor through private
sector participation. The Madhya Pradesh Power Sector
Development Program will support the creation of an
efficient, self-sustaining, and competitive power
subsector to provide sufficient quantity and quality of
power, thereby enhancing the economic and social
development of Madhya Pradesh, one of the poorest
states in India. Another project will promote private
sector participation in infrastructure at the state level to
facilitate project development and
address risks associated with
financing projects through various
initiatives. The West Bengal Corridor
Development Project, one of the pilot

India

- i ) 0 200 400
efforts in project processing by a

resident mission, will develop a 2001

corridor and sector development

framework to promote sound corridor 2000
development and management 1999
practices, improve the policy

environment for the efficient delivery 1998

of transport infrastructure, and

strengthen environmental and social 1997
governance through mitigation = Lending

measures. The Western Transport

India
Cumulative ADB Lending
(as of 31 December 2001)

Sector No. of Loans  $ Million %
Energy 20 3,741.8° 358
Transport and

Communications 15 2,605.6 24.9
Social Infrastructure 13 1,400.0° 134
Finance 11 1,330.0 12.7
Multisector 6 1,200.0 1.5
Industry and

Nonfuel Minerals 4 175.9 1.7
TOTAL 69 10,453.3 100.0

a Adjusted after termination of the private sector loan to Balagarh Power Co.,
Ltd. amounting to $25 million.

b Adjusted after termination of two loans under the Housing Finance II: Housing
and Urban Development Corporation ($100 million); and Housing
Development Finance Corporation ($80 million).

Lending and Disbursements,
1997-2001 ($ million)
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Corridor Project will improve capacity and increase
safety on the national highway network through private
sector participation in developing the high-density
transport corridor.

Loans and technical assistance: ADB approved
seven loans totaling $1.5 billion in 2001 to rehabilitate
and reconstruct areas damaged by the Gujarat
earthquake, develop the western transport corridor
and the West Bengal corridor, establish a private
sector infrastructure facility at the state level (two
project loans), and implement the Madhya Pradesh
power sector development program (program and
project loans). ADB approved 12 technical assistance
grants, of which 8 were for advisory purposes on
capacity building for earthquake rehabilitation and
reconstruction of housing, conducting the Madhya
Pradesh integrated water resource
management study, enhancing the
corporate finance capability of the
National Highways Authority of
India, assessing the role of

600 800 1,500 .
mortgage-backed securities,
J determining the impact on poverty
reduction of financial sector policies
-

and reforms, and improving the
accounting system of the Calcutta
Municipal Corporation. Four were
technical assistance grants to
prepare the Kerala power sector
development program, Madhya
Pradesh State road sector and
integrated urban development
projects, and public-private
partnership on the National Highway Corridor.

Project implementation: Since joining ADB in
1966, India has received 69 loans, of which 38 were
active at the end of 2001. Contract awards totaled
$106.5 million, bringing the cumulative figure to
$6.0 billion. The contract award ratio was 4.5%, lower
than the ADB-wide average of 14.8%. Disbursements
during the year totaled $269.8 million, bringing
cumulative disbursements to $5.8 billion. The
disbursement ratio was 11.9%, lower than the ADB-
wide average of 20.5%.

During the country portfolio review in December,
the Government agreed to accord high priority to the
readiness of new projects to facilitate implementation
and to ensure quality at entry. ADB will also provide
more training on ADB’s policies and procedures. A
working group has been formed to identify steps for
improving the flow of funds to externally assisted
projects at the state level.

I Disbursements
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Indonesia

Economic performance

GDP growth in 2001 in Indonesia was estimated to have
exceeded 3.3%, slightly higher than previously forecast,
owing to increased household demand. Household
expenditures increased by 6% and government
consumption increased by 5% in 2001.
Investment in plant and equipment
began to taper off from a relatively
strong start at the beginning of the
year. Manufacturing showed strong 1997 199
gains at 4.3%, and utilities and }

Indonesia

(percent)
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transport increased strongly. On the 15'°’
other hand, agriculture continued to

weaken throughout the year, growing 501
only at 0.8% in 2001. The annual \
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structural reforms for economic recovery and social
protection for the poor and vulnerable. In contrast, the
COS focuses on longer-term development challenges,
stressing the need to improve governance. ADB
activities will be directed specifically to private sector
development, human and social development, and
mainstreaming environmental management to ensure
sustainable use of natural resources.

Along with the new COS, the
Partnership Agreement on Poverty
Reduction provided guidance for the
future program. Loan and technical
assistance projects processed in 2001
represented a transition between
those needed to ensure sustainable
recovery and activities to meet the
goals of the new COS. Relatively small
loan assistance—two loans—was

inflation (CPI) ran at 11.5% partly 0.0
because of reduced fuel and power (5.0) -
subsidies. Relatively lax monetary
policy also contributed to inflation. The
Government faced difficulties in
financing the 2001 budget deficit
targeted at 3.7% of GDP. Owing to shortfalls in expected
revenues, vital expenditures were curtailed. Develop-
ment expenditures declined drastically from 42% of total
expenditures in the precrisis years to 10.5% in 2001. The
financing problem was worsened by limited performance
in privatization this year, although the Indonesian Bank
Restructuring Agency achieved its asset-selling target.
To reduce the fiscal deficit, significant increases in
domestic revenue mobilization are necessary. The
Government plans to work for further debt relief from
the Paris Club. Weakening international markets affected
Indonesian exports. The dollar value of exports through
December 2001 declined to $59 billion, down by over
9% from its 2000 level. Oil, gas, and non-oil exports fell.
Total merchandise imports also fell through

December 2001 to $35 billion, dropping 12.2% from the
2000 figure. In light of external events, tourist receipts
dropped to 30% below target. The current account
surplus deteriorated from $8.0 billion in 2000 to

$5.1 billion in 2001. A slight increase in unemployment
and a fall in reported employment were experienced

in 2001.

(10.0) 1

(15.0) -

ADB operations

Operational strategy: A country operational strategy
(COS) was finalized and discussed with the Board of
Directors. The COS replaced the interim strategy used
during the 1997 financial crisis, which focused on

Vv

approved, reflecting the difficulties of
readjusting assistance plans to be
consistent with politically realistic
reform goals and to meet the needs
of a quickly decentralizing country.
The State-Owned Enterprise (SOE)
Governance and Privatization Program loan will support
sustainable economic recovery by improving resource
allocation in the public sector. Privatizing SOEs will
allow the public sector to release scarce resources for
poverty reduction and social development programs.
Government commitment in this program loan is an
important signal—offering the promise of a policy
environment supportive of private sector development.
The Decentralized Basic Education Project will support
devolution of basic education management. Supporting
the Government'’s decentralization program, the loan will
be implemented primarily by local governments,
communities, and schools in rural and urban districts. To
cope with growing demand for transport services and
infrastructure, private sector resources (domestic and
foreign) need to be tapped to reduce pressure on the
available scarce public funding.

Policy dialogue: ADB President Tadao Chino
reiterated during his visit to Indonesia in September
2001 ADB's strong commitment to supporting the
Government's efforts for reform, fighting poverty, and
promoting sustainable development. The Indonesia
Resident Mission was strengthened and played an
effective role in wide-ranging policy dialogue. ADB took
the lead in coordinating the international community’s
statement on poverty at the April Interim Meeting of the
Consultative Group for Indonesia (CGI) and on education
at the CGI meeting in November.
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ADB has been involved in the Partnership for
Governance Reform, being a founding member of this
organization. The ADB technical assistance will provide
scope for the Partnership to establish regional centers
for its work. An important aspect of the ADB assistance
in governance reform is to encourage decentralization,
and the Community and Local Government Support
Sector Development Program aids in drafting regulations
and guidelines.

Other areas of reform emphasized in ADB's program
include financial governance, small- and medium-sized
enterprise (SME) development, project and aid effective-
ness, and energy policy. Policy dialogue in the financial
sector focused on corporate governance. A proposed
law to prevent money laundering offered an opportunity
to widen the discussion and build political consensus
toward strengthening financial institutions. SMEs were
encouraged—
through review
and revision of
the regulatory

Indonesia
Lending and Disbursements,
1997-2001 ($ million)
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Indonesia
Cumulative ADB Lending
(as of 31 December 2001)

Sector No. of Loans  $ Million %
Social Infrastructure 65 4,499.1 24.5
Agriculture and

Natural Resources 96 3,856.7 21.0
Energy 28 3,130.0 17.1
Finance 1 2,837.0 15.5
Transport and

Communications 31 2,544.9 13.9
Multisector 7 689.0 3.8
Industry and

Nonfuel Minerals 14 631.7 34
Others 4 140.6 0.8
TOTAL 256 18,329.0 100.0
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establishing a competitive market in electricity in the
Java-Bali area, also offers a forum for wider economic
policy discussion.

Loans and technical assistance: ADB approved
two loans totaling $500 million in 2001 for the
decentralized basic education project and the SOE
governance and privatization program. ADB approved
19 technical assistance grants totaling about $15.9 mil-
lion. Seven were to prepare projects on poverty
reduction, power transmission, private sector participa-
tion in infrastructure, decentralized health services,
capacity building for decentralization, participatory
irrigation, and microfinance; and the rest were for
advisory purposes on developing a financial services
supervisory institution; formulating a gas sector
development plan; decentralizing education manage-
ment; developing leading indicators for poverty
monitoring; privatizing and restructuring SOEs;
strengthening procurement policies, legal framework,
and institutions; commercializing public service
obligations; providing a regulatory framework for private
and public water supply and wastewater enterprises;
supporting country financial accountability; promoting
fiscal decentralization; and reforming water enterprises.

Project implementation: Since joining ADB in 1966,
Indonesia has received 256 loans, of which 66 were active
at the end of 2001. Contract awards totaled $456.3 million,
bringing the cumulative total to $11.2 billion. The contract
award ratio was 14.9%, higher than the ADB-wide average
of 14.8%. Disbursements during the year totaled
$686.0 million, bringing cumulative disbursements to
$12.1 billion. The disbursement ratio was 17.4%, lower
than the ADB-wide average of 20.5%.

A joint country portfolio review was conducted by the
Government, ADB, Japan Bank for International Coopera-
tion, and World Bank, focusing on four topics: strengthen-
ing institutional arrangements for portfolio management
under decentralization, improving project management,
streamlining disbursement processes, and mainstreaming
project implementation readiness criteria. Further
strengthening fiduciary standards for public procurement
and financial management under decentralization, and
instituting reforms in the public procurement and financial
management systems will also be addressed.

Kazakhstan

Economic performance

GDP growth was 13.5% in 2001. However, the economy,
with its high reliance on oil exports, remains vulnerable
to external factors. The surge in oil subsector output
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and growing export volumes have enabled the economy
to expand at its fastest pace since independence.
Industry sector output grew by 13.5% in 2001, mainly
spurred by the recovery of global prices and sharp
increases in oil and gas production.
Agriculture sector output grew by
16.9%. Economic growth slowed in
the last quarter of 2001 because of

Kazakhstan

GDP Growth Rate, 1997-2001
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strengthen long-term growth potential; and encourage
the creation of a new output structure and production
capacity through private sector investment. ADB assists
six priority areas: management reform at the central and
local government levels; infrastruc-
ture, especially rehabilitation projects;
education and training; industry,
focusing on reforming medium

decreased global economic activity, a (percent) enterprises; agriculture; and private
significant softening of world oil 1997 1998 1999 2000 2001  sector development, where potential
prices, and uncertainty following the 300 ! i ! ?  projects have been identified in the
11 September events. In 2001, financial, agribusiness, and energy
government revenues continued to 15.0 sectors.
increase, reaching 24.2% of GDP, // Policy dialogue: Policy
largely due to high oil prices, 0.0 i dialogue with the Government in
increased pipeline capacity, and large 2001 centered on poverty reduction,
investment inflows. Government (15.0) 1 public investment programming,
expenditures increased sharply to agricultural reform, and small
24.7% of GDP over the same period. 30.0) business development. ADB
The bulk of the increased revenues assistance on developing the
were spent on state benefits and medium-term poverty reduction
public sector salaries. Inflation by the  ga-akhstan strategy will help guide
end of 2001 was 6.4%, compared with | ending and Disbursements, Kazakhstan’'s medium- to long-term
9.8% in 2000. Lower than expected oil ~ 1997-2001 ($ million) socioeconomic development
export prices during the fourth programs. Efficiency in the use of
quarter of 2001 and higher import 0 35015 1.3,0 1?.5 scarce public resources will be
costs reduced the size of the trade 2001 enhanced by improvements in
surplus, which reached 3.9% of GDP preparing, monitoring, and
in 2001 (shrinking by 29% compared 2000 evaluating public investment
with 2000). Exports decreased by 3.5% programs. In the agriculture sector,
while imports increased sharply by 1999 policy dialogue focused on
23.5%, mostly due to rising capital 1998 - strengthening the country’s policy,
goods imports. As a result, the legal, and regulatory frameworks to
balance-of-payments situation in 1997 create an enabling environment for
2001 was adversely affected, with implementing farm restructuring.

. M Lending I Disbursements
the current account recording a
deficit equivalent to 4.6% of GDP.
The heavy presence of multinational oil companies in

Kazakhstan

Kazakhstan ensured sufficient and steady inflows of
foreign direct investment to cover the current account
deficit. Strong economic growth in 2001 helped reduce
unemployment. The official unemployment rate by the
end of 2001 was 2.8%. However, the actual unemploy-
ment rate was estimated at 10.4% in September 2001,
down from 12.8% in 2000.

ADB operations

Operational strategy: ADB's strategy encourages the
transition from a centrally planned to a market-based
economy by supporting the Government's reform
agenda, institutional change, and social protection. It
also seeks to promote environmental rehabilitation;

Cumulative ADB Lending
(as of 31 December 2001)

Sector No. of Loans  $ Million %?2
Agriculture and
Natural Resources 5 185.0 36.1
Transport and
Communications 2 102.0 19.9
Finance 1 100.0 19.5
Social Infrastructure 3 65.0 12.7
Multisector 2 60.0 11.7
TOTAL 13 512.0 100.0

a Figures may not add due to rounding.
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Loans and technical assistance: No loans were
approved in 2001. ADB approved five technical
assistance grants totaling $2.3 million, of which two
were to prepare projects on urban small business
development, and early childhood and women's
development. Three advisory grants were approved.

Project implementation: Since joining ADB in
1994, Kazakhstan has received 13 loans, of which
9 were active at the end of 2001. Contract awards
totaled $8.2 million, bringing the cumulative figure to
about $358.0 million. The contract award ratio was
7.0%, lower than the ADB-wide average of 14.8%.
Disbursements during the year totaled $15.3 million,
bringing cumulative disbursements to $355.5 million.
The disbursement ratio was 25.3%, higher than the
ADB-wide average of 20.5%.

A country portfolio review in May developed a
time-bound action plan to improve performance.
Positive developments in disbursements and progress
in compliance with loan covenants and financial
management procedures were noted. Recognizing the
importance of effective project monitoring, monthly
review meetings with executing agencies were initiated
by the Kazakhstan Resident Mission.

Kiribati

Economic performance

Kiribati's economy grew by 1.5% in 2001, after a
contraction of 1.7% in 2000. Much of the increase was
attributed to increased government and donor
spending, a recovery in copra production, and a rise
in construction activity. The inflation rate increased
from 0.9% in 2000 to 7.1% in 2001, largely due to the
delayed effect of the rise in local oil prices and fall in
the Australian dollar (A$). In 2001, imports are
estimated to have declined by 9.0%,
while commodity exports fell by
33.2%. The trade deficit is estimated

Kiribati

GDP Growth Rate, 1997-2001

Kiribati
Cumulative ADB Lending
(as of 31 December 2001)

Sector No. of Loans  $ Million %
Social Infrastructure 1 10.2 67.6
Transport and

Communications 2 2.3 15.2
Energy 2 1.6 10.6
Finance 1 1.0 6.6
TOTAL 6 15.1 100.0

The fiscal position weakened in 2001. The overall
budget balance deteriorated from a deficit of 0.8% of
GDP in FY2000 to a projected deficit of 37.5% of GDP in
2001. This increase in the deficit resulted primarily
from a higher wage and salaries bill, rising subsidies
to government-owned businesses and the copra
industry, payments for a landing craft, and a larger
government contribution to development projects.

ADB operations

Operational strategy: ADB's strategy envisages two
main priorities in its assistance program: water
assessment and management in South Tarawa and the
outer islands, and support for establishing and
expanding trust funds to provide sustainable financing
of basic services.

Policy dialogue: ADB assists the Government in
improving its water and environmental management in
South Tarawa and in identifying policy changes for
outer island development.

Loans and technical assistance: No loans were
approved in 2001. ADB approved one advisory
technical assistance grant amounting to $500,000 for
strengthening development strategies and supporting
poverty reduction.

Project implementation: Since
joining ADB in 1974, Kiribati has
received six loans, of which one was
active at the end of 2001. Contract
awards totaled $300,000, bringing the
cumulative figure to $7.0 million. The
contract award ratio was 5.4%, lower
than the ADB-wide average of 14.8%.
Disbursements during the year totaled

to have reached nearly 70.0% of (percent)

GDP, slightly higher than the 67.5% 1997 1998
level in 2000, with the current 1805. °
account surplus falling to around '

4.4% of GDP. The Revenue 12.01
Equalization Reserve Fund, 6.0

which accounted for almost all / \
external assets, decreased from 0.0

A$658 million at end-2000 to (6.0) |

A$635 million at end-2001. This is 12.0)
equivalent to $329 million, over 10 189

years of imports or 8.2 times GDP.

$1.4 million, bringing cumulative
disbursements to $6.3 million. The
disbursement ratio was 16.9%,
lower than the ADB-wide average
of 20.5%.
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Republic of Korea

Economic performance

Despite the weakened global demand
for information and communication
technology (ICT) in the latter part of
2000, the economy of the Republic of
Korea grew around 3.0% in 2001,
following an impressive growth of
9.3% in the previous year. The
manufacturing subsector contracted
during the first half of 2001; in the
second half of the year, external
demand led to a strong growth in the

Republic of Korea
GDP Growth Rate, 1997-2001
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provide fiscal stimulus. Total
merchandise exports, an indicator of
the impact of the global economic
slowdown, contracted by 14% in
2001, mainly due to substantial
declines in electronic and semicon-
ductor exports. Merchandise imports
declined by 13.3% as a result of a
significant reduction in imported raw
materials used for exports. Current

2000 2001
) )

N\

(5.0)

(10.0)

automotive subsector, offsetting the shortfall in the ICT
subsector. On the other hand, regained strength in
domestic demand boosted nonmanufacturing activities.
Construction rebounded from previous years. Services

Republic of Korea
Lending and Disbursements,
1997-2001 (3 million)

also grew in
2001. Inflation
was controlled at
4.1% due to
weak domestic

0 3 f: 1?,0 0 3'(‘),00 4’?,0 0 demand and a
2001 stable exchange
rate. In 2001, the
2000 Government cut
taxes, accelerat-
1999 ed planned
1998 expenditures,
and passed a
1997 $5.1 billion
] . supplementary
M Lending MM Disbursements budget to
Republic of Korea
Cumulative ADB Lending
(as of 31 December 2001)

Sector No. of Loans  $ Million %
Finance 22 4,710.0 74.3
Social Infrastructure 22 635.1 10.0
Transport and

Communications 1 459.5 7.3
Energy 10 2344 3.7
Agriculture and

Natural Resources 8 163.8 2.6
Industry and

Nonfuel Minerals 8 135.5 2.1
TOTAL 81 6,338.3 100.0

account surplus narrowed slightly to
around 2.0% against GDP mainly due
to the declining merchandise trade
surplus. Revived nonmanufacturing
activities and increased domestic
demand contributed to a decline in unemployment.

To sustain economic activity, the Government averted
capital market turmoil and worked out high-profile
corporate restructuring in an increasingly difficult
economic environment. The Government took steps

to ensure the smooth functioning of capital markets
by guaranteeing new bond issues through the Quick
Underwriting Program and the Korea Credit

Guarantee Fund.

ADB operations

Project implementation: Since joining ADB in 1966, the
Republic of Korea has received 81 loans, of which only
one technical assistance loan for institutional strength-
ening of the financial sector remained active at the end
of 2001. The project scope of this technical assistance
loan was changed to add a new component for
financing management consulting services to commer-
cial banks and other financial institutions for diagnostic
review, mergers and acquisitions, training and advice on
restructuring, and foreign capital inducement.

Kyrgyz Republic

Economic performance

The Kyrgyz Republic grew at 5.3% in 2001. Agriculture
rose 6.8% aided by double-digit growth in crop
production. Industry grew at 5.4%, while the output of
several subsectors shrank. The services sector grew at
2.4%. Gross domestic investment fell from 18% of GDP
in 1999 to about 16% of GDP in 2000 due to a fall in
public investment by the same magnitude. In 2001,
public investment, which is largely externally funded,
fell further to 4.4% of GDP. Tight monetary policy and a
good agriculture performance reduced the monthly
average rate of consumer price inflation to 6.9% in 2001



