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EXECUTIVE SUMMARY
Introduction

The Asian Development Bank (ADB) approved the establishment of the Governance
Cooperation Fund (GCF) in November 2001, with funding from the Governments of Canada,
Norway and Denmark. The GCF financed technical assistance grants for policy advice, project
preparation, training, capacity building, and institutional support activities. With most GCF
resources committed, ADB organized an independent review of the performance of the GCF in
late 2005.

Evaluation

Relevance. GCF goals remain relevant: ADB lacks the resources needed to effectively
implement its Medium Term Agenda and Action Plan for Promoting Good Governance. The
GCF encouraged some staff working with “agents of change” to pilot new ideas, and to raise
institutional awareness of the potential benefits from directly addressing governance issues in
ADB operations. Some GCF funded innovative stand-alone projects have had important
development impacts (e.g., budget and investment planning processes and development of
accountability mechanisms).

However, the GCF had limited financial resources and these resources were spread
over many small and disparate projects. GCF goals and objectives were broad, and overlapped
with other fund objectives (especially the poverty funds). The GCF's role in implementing ADB'’s
Governance Action Plan was quite limited. The selection criteria might have focused more on
addressing governance and corruption issues directly linked to ADB operations.

The GCF design also suffered because of a conflict between ADB’s need to ensure
government ownership of ADB financed technical assistance (TAs), and the practical benefits of
working with civil society to help build demand for governance reforms.

Efficacy. Efficacy suffered because the design was too ambitious given the limited
resources available. A tighter specification of selection criteria helped increase focus following
the 2003 review. The small size of most individual projects was not suited to addressing longer-
term institutional strengthening needs. Broader dissemination of experiences from innovative
projects was limited by the lack of a knowledge management system. The GCF was not able to
respond quickly to emerging needs: proposals had to pass through both GC endorsement and
normal ADB TA processing procedures.

Efficiency. High administrative costs spread over a large number of relatively small
projects meant that the ratio of administrative costs to disbursements was very high.
Participation of three individual donors in a relatively small fund added to administrative costs.

Sustainability. The GCF itself is not sustainable without additional replenishments, but
project reports suggest that elements of most GCF funded initiatives are likely to be sustained.
The review did not have sufficient resources to undertake an independent review of individual
GCF funded projects.

Institutional Development. Most GCF funded projects were too small, and too short-
term, to have substantive impacts in terms of strengthening core governance institutions. The
GCF design lacked clear provisions with respect to expected results and mechanisms for



monitoring and reporting on GCF performance. The design also lacked adequate mechanism
for knowledge management and information sharing.

However, the GCF did help push governance issues in ADB pipeline (e.g., helped create
demand for governance initiatives), and demonstrated how a governance focus can improve the
quality of broader ADB operations. In some case, the GCF projects helped lay the foundations
for more substantive follow-up assistance. The GCF probably helped in changing institutional
attitudes with respect to the important role of governance in development.

General Recommendations

More careful costing of the resource implications of establishing trust funds is needed to
ensure resources are used efficiently. Appropriate performance monitoring mechanisms need to
be established to allow regular assessment of the efficiency and efficacy of these funds. An
independent review® of the performance of all ADB trust funds is recommended to:

0] Learn from operational experiences to identify best practices;

(i) Help develop a coherent strategy and criteria for the use of trust funds;

(iii) Recommend guidelines for processing and negotiating trust funds; and

(iv) Recommend actions to streamline trust funds administration and develop
mechanisms to minimize their drain on limited ADB human resources.

ADB should also consider taking steps to ensure that major ADB action plans (e.g.,
Promoting Good Governance: ADB’s Medium Term Agenda and Action Plan) include sufficiently
detailed human and financial resource plans. Programmatic approaches, with clear identification
of human resource and financing gaps, could help in targeting donor support in areas where
there are clearly defined needs. Where donors provide quite limited resources, funds should be
designed to finance more discrete components of the action plan.

ADB may also consider reviewing the need for alternative mechanisms to TAs for
utilizing Trust Fund resources. Opportunities to support reform can emerge quite rapidly: more
flexible funding mechanisms are needed so that ADB can respond more quickly to emerging
opportunities to support reform.

Finally, there is need for ADB wide improvements in knowledge management systems
to ensure that the findings and lessons learned from innovative projects are better documented
and more broadly disseminated within ADB and to other development partners.

External Support to Implement ADB’s Governance Action Plan

ADB needs additional resources to implement its second Medium Term Action Plan for
Promoting Good Governance. The challenge facing ADB and its donors is to identify the most
appropriate way of providing and administering such resources.

One option would be to seek additional funding to extend the life of the GCF. However,
there are questions about whether it makes economic sense to operate separate administrative
arrangements for relatively small funds like the GCF. The GCF absorbed an inordinate amount
of ADB'’s limited human resources with specialist governance skills. Should a decision be made
to extend the life of the GCF, efforts would need to identify the design weaknesses identified in

! E.qg., by the Operations Evaluation Department of ADB.



this report (e.g., the need for (a) a more narrow focus on corruption and governance issues
directly related to ADB operations, (b) the clear provision (and resources) for results based
reporting and for improved knowledge management, and (c) mechanisms to more readily work
with civil society (when appropriate) to help generate national demand for governance reforms.
ADB would also need to clearly identify, and allocate funding for, the full costs of effectively
administering the fund.

Alternative options which ADB may wish to consider in seeking donor support include:

(i)

(ii)

(iii)

(iv)

Retain and seek additional funding for the GCF, continuing with strong focus on
poverty, but re-organize it as a sub-fund of existing poverty fund. This would help
streamline and reduce administration costs.

Seek (relatively modest) external funding for a flexible mechanism to fund: (a)
emerging opportunities to support small governance initiatives; (b) innovative
initiatives to promote increased demand for good governance initiatives; (c)
applied research/consultation activities that could help generate demand for good
governance; and (d) short-term experts to participate in the formulation of CSPs,
in economic and sector work, and in the preparation of relevant programs and
projects. Streamlined procedures would be needed. One option would be to seek
external donor support for a regional TA to fund such activities. Another option
might be to empower Country Directors or Directors General to directly authorize
funding for small-scale governance activities.

Seek more substantive fund support to provide the resources needed to support
longer-term capacity building of governance institutions in developing member
countries (DMCs). Such a fund should focus on a limited number of priority
governance sub-sectors (e.g., budget planning and accountability processes,
strengthening procurement, combating corruption in service delivery, etc.).

Seek external “program support” to finance ADB internal resource gaps in its
action plan on governance and anticorruption (or for sub-themes of this action
plan). Support could be in the form of financing for additional staff and/or long-
term consultants with strong governance expertise to help implement core
governance initiatives This could include developing strategic alliances with
donors to provide medium-term support for governance initiatives at selected
resident missions. Such alliances could help in developing closer working
relationships among partners to better share experiences and lessons learned,
and to achieve synergies between programs.






l. OVERVIEW OF GOVERNANCE COOPERATION FUND AND THIS STUDY
A. Establishment of the Governance Cooperation Fund (GCF)

1. The Asian Development Bank (ADB) approved the establishment of the GCF! in
November 2001 as a multi-donor umbrella facility to support Government-led governance?
related reforms. The Governments of Canada, Norway and Denmark financed the GCF.? The
GCF finances technical assistance (TA) grants for policy advice, project preparation, training,
capacity building, and institutional support activities. The GCF was one of the first few thematic
trust funds established by ADB.

2. The GCF Board Paper (GCF-BP) states that the Fund would ‘have the following
objectives, all of which help promote, either directly or indirectly, the basic goals of the ADB’s
Medium Term Agenda and Action Plan [for Promoting Good Governance]:*

0] Improve the transparency, accountability, predictability and/or the participatory
aspects of decision making in the public sector in developing member countries;

(i) Promote the mainstreaming of focused and technically well informed patrticipation
of NGOs and other community organizations as an integral part of public decision
making processes (e.qg., participation in different phases of the budget cycle);”

(i) Enhance the capacity of DMC governments to design and implement governance
reforms;

(iv) Encourage and assist in developing focused governance related activities that
support: (a) the improvement in the welfare of the poor and other vulnerable
groups in society (e.g. designing an appropriate governance structure for a micro
finance program); (b) programs/projects that promote the emergence and/or
growth of small and medium sized enterprises (e.g. conduct of firm surveys on
constraints to growth of SMEs); and (c) activities that strengthen the
management capability of local governments (e.g. systematic linking of planning
and budgeting at the local level).

(v) Promote regional initiatives including selected exchanges with other non-ADB
regions.

3. The Capacity Development and Governance Division (RSCG)—under the Regional and
Sustainable Development Department (RSDD)—administer the fund. The GCF is accessed by
submission of proposals—via GCF departmental focal points—to the GCF Secretariat.
Applications are ranked using pre-determined “priority themes.” Proposals endorsed for GCF
funding are then processed following regular ADB business procedures.

1

) ADB, 2001, Governance Cooperation Fund, Manila.

“Governance has to do with the institutional environment in which citizens interact among themselves and with
government agencies/officials” (ADB, 1995).

The Government of Canada pledged Can$2.5 million (about US$1.6 million) to the GCF in 2001, the Government
of Norway pledged NKr15 million (about US$2.0 million) in 2002, and the Government of Denmark pledged DKK 9
million (about US$1.35 million) in 2003.

Agreements with Canada (Art. 3), Norway (Art. 3) and Denmark (Art. 2) specified that the fund would support the
“four dimensions of Good Governance Policy—accountability, participation, predictability and transparency.”

This would include, among others, capacity building of NGOs and community based organizations to undertake the
required tasks, such as carrying out report card surveys or monitoring the implementation of infrastructure projects.

3



B. Purpose of Review®
4. The purposes of this review are to ask:
0] Whether the objectives of the GCF are being achieved?
(i) Were the GCF objectives realistic?
(i) What are the key lessons learned from experiences in implementing the GCF?
(iv) How can ADB best cooperate with other donors to implement ADB corporate and
operational efforts with respect to governance and anti-corruption policies?
5. Some key specific factors that are to be considered in the review include:
0] Impact of GCF on implementation of ADB’s medium-term agenda and action plan
for Promoting Good Governance.’
(i) Extent to which the GCF has made concrete contributions to government-led
reform activities for poverty reduction.
(i) Appropriateness of GCF design and administrative arrangements.
(iv) Progress in implementing recommendations of the 2003 GCF review.?
C. Study Methodology
6. The review methodology combined:
a. Desk reviews of key documents
= GCF proposal review and approval documentation, and project monitoring
and output documents;
= minutes of consultation meetings with donors;
= the 2003 review of the GCF, and
= reviews of other ADB trust funds.
b. Interviews with key stakeholders in ADB, including®
» RSCG, the Governance Committee, and the Office of Cofinancing Operations
office
= Bank staff that have applied for and/or used GCF resources
= Country Directors and/or operational staff responsible for Country Strategy
and Programs (CSPs) and governance assessments in case study countries,
and
= Coordinators of other thematic trust funds in ADB.
C. Selected case studies to analyze the application of GCF.
® Terms of Reference for an Independent Review of the GCF is attached as Appendix 1.
" ADB, 2000, Promoting Good Governance: ADB’s Medium Term Agenda and Action Plan, ADB Board Paper.
2 ADB, 2003, Review of the Governance Cooperation Fund’, Internal Interdepartmental Review.

A list of persons consulted is attached as Appendix 2.



Il GCF GUIDELINES, ELIGIBILITY AND APPROVAL PROCESS

A. Eligibility for GCF Funding

7. The GCF-BP states that all interested ADB Departments/Offices can submit proposals
for GCF financing, and that NGOs can submit proposals “sponsored by a relevant Department
of ADB,”™ and that the “GCF will support government-led governance initiatives that can be
shown to clearly and concretely improve transparency accountability, predictability and/or the
participation... they must have strong links with ADB operational activities, and/or concerns
consistent with the CSPs; the stronger the link the higher the priority.” * Given the “same
degree of linkages to operations’, priority was to be given to ‘activities that can be shown to
contribute concretely to reducing poverty.”*? More detailed criteria were to be developed
following ADB Board approval.*®

B. Application Process
1. Overview
8. The GCF-BP specified a two-stage approach for processing GCF proposals.* First, the

ADB sponsoring department had to prepare a concept paper in consultation with concerned
developing member country (DMC) government and any other national stakeholders; this
concept paper was then to be used to prepare a proposal consistent with GCF criteria. ADB'’s
governance focal point (RSCG)*™ was to provide assistance in this process and was to be the
focal point and central channel of communication between various departments. Second,
proposals were to be submitted to the Governance Committee (GC) for endorsement.'®* RSCG
was to act as the secretariat to the GC. The GC was to comprise selected governance
specialists from operational departments and was to meet once every two months'’ to discuss
and endorse proposals based on eligibility criteria. Responsibility for chairing the GC was to
rotate on a bi-monthly basis among members. TAs had then to be processed following ADB’s
standard practices for TAs; proposals for funding of more than US$250,000 required additional
clearance from GCF donors.*®

9. The GCF-BP noted that the processing “procedures indicated herein will be of an
interim nature given the ongoing reorganization of the Bank. The procedures will be revised
accordingly once the reorganization is completed.”® An internal ADB review of the GCF,* noted
that following ADB reorganization: “the actual procedures still follow a two-stage approach, but
with the following changes:

1% para. 16 of GCF-BP.

" para. 9 of GCF-BP. Examples of candidate projects were presented in Annex 1 to the Board Paper.

'? para. 12 of GCF-BP.

'* para 13 of GCF-BP.

' para. 17 of GCF-BP.

15 After ADB's reorganization, RSCG took on the responsibilities of its predecessor (the Governance Unit) that was
located in the Strategy and Policy Department. The report refers to RSCG for simplicity reasons.

'® The Board Paper refers to the GCF Review Committee (GCFRC), but under ADB’s reorganization it is now the GC.

" The GCF-BP (footnote 8, p. 5) foreshadowed the possibility of increasing this to monthly meetings.

18 During the first two rounds of applications all proposals were endorsed for funding of US$250,000 or less.

% para. 15 of GCF-BP.

%0 ADB, 2003, Review of GCF, para. 18.



() The GC was established, with among others, responsibilities for reviewing and
endorsing applications to the GCF. The composition of the GC meets the
specifications for the GCFRC;

(i) A senior governance specialist, RSCG chairs the GC, with the director of RSCG as
the alternate. However, contrary to the GCF paper, responsibilities for chairing the
GC do not rotate.

(i) Governance specialists in RDs,?* are expected to provide assistance in preparing
proposals, rather than RSCG. The latter remains the focal point for GCF
administration, communications with all RDs, and coordination between applicants
and the GCs.

(iv) In 2002, a concept paper and an application form were needed, while in 2003, a
logical framework became an additional requirement to the other 2 papers;

(v) In 2003, a one-stage clarification process was introduced, whereby GC members
can request information for clarification from applicants to help in the assessment,
rating, and ranking of applications;

(vi) Once cleared by the GC, proposals are processed according to ADB’s business
processes for TAs, i.e., they are not submitted through RSCG for approval; and

(vii) The approval of proposals is processed in batches, once per year rather than on
an ongoing basis every two months.’

10. The GC clarified that no single department would access more than 50% of the total
funding in one year. This provision was not an issue until the 2005 round of applications, when
the Director General (DG), RSDD waived this provision because only two proposals (from South
Asia) were received.”* No formal GC meeting was held to endorse the 2005 proposals because
there was general agreement by GC evaluators on the merits of both proposed projects.?®

2. Calls for Proposals and Selection Process in 2002 and 2003

11. Annual applications were initiated via a memo sent to DGs?* of operational departments
inviting applications for proposals in early 2002, 2003 and 2004.°> These invitations included
details on selection criteria and documentation requirements. In response to staff concerns
about limited staff awareness (especially in resident missions) about opportunities for GCF
funding, invitations for the last two rounds of funding were also published in the internal E-
magazine, “ADB Today.”

12. Criteria set out in the invitation included the four dimensions of governance and the eight
sub-areas of governance. The 2002 and 2003 invitations required proposals to (i) be an integral
part of CSPs, or sub-regional or inter-regional strategy; (ii) strengthen the enabling environment
for poverty reduction or make a direct contribution; (iii) contribute to an ongoing project/program
or sector plan (not a stand-alone activity); (iv) have an element of innovation and learning
outcome; (v) offer opportunities for replication; and that (vi) preference would be given to

%1 Regional Departments.

2 AFG: Promoting Transparency and Accountability in Public Services (USD 600,000), and; BAN: Improved
Transparency and Access to Laws in Bangladesh (USD 450,000).

23 Email from Chair of GC to GC members dated 1 August 2005, and Email from Director, RSCG dated 15 August
2005.

24 Memo sent from Director, RSCG—through Director General, RSDD—to relevant DGs.

% See memos submitted through Director, RSDD, dated 7 March 2002, 27 January 2003 and 6 June 2004.



proposals seeking co-financing with other sources of funding. Invitations specified that
proposals would be ranked using five selection criteria, namely; (i) contribution to the CSP, (ii)
contribution to poverty reduction, (iii) innovativeness, (iv) scope for replication and, (v) expected
learning outcome. Following a review, the GC circulated a memo listing the ranking of
proposals, but did not providing substantive information on the decision-making process.

13. Following donor and internal requests to improve the selection process, ADB conducted
an internal, interdepartmental review of the GCF processing arrangements in 2003. The
adoption of recommendations of this review led to changes in the processing of GCF proposals
in subsequent years as discussed below. A summary of these recommendations and actions
taken to implement the recommendations are attached as Appendix 3.

3. Call for Proposals and Selection Process in 2004 and 2005

14. In line with the recommendations of the 2003 review of the GCF, the eligibility criteria for
GCF funding were changed in 2004 and 2005 to “focus on selected and specific governance
objectives to distinguish it from other funds and enhance possibilities for assessing
outcomes.’.?® Proposals were to focus on improving the demand side of good governance by
supporting innovations in three themes:

Theme one: Active public involvement in discussion of corruption through access to
information and public participation.

Theme two: Pro-poor budgeting covering the policy making, planning and budgeting
processes and doing this in ways which allows for the provision of information on the
management of state finances to citizens and giving attention to gender equality and the
participation of women.

Theme three: Policymakers and service providers improve services for the poor.?’

15. The 2004 invitation for proposals for GCF funding followed the same format as in earlier
years. No formal memo was sent inviting applications for GCF funding in 2005.% Instead,
invitations were posted in several issues of “ADB Today”, and selection criteria were posted on
the GCF website.

16. Application guidelines noted that GCF applications must comply with the above themes
and must show: (a) how the initiative will contribute to DMC poverty reduction strategies; and (b)
how it will contribute to the delivery of ADB's governance strategy in the CSPs.

%% source: ADB GCF Website http://adb.org/GCF/eligibility.asp.

z Through one or more of the following: (a) strengthening people's voice and particularly the poor in planning and
monitoring services, (b) introducing measures to assess whether resources allocated for services particularly to the
poor actually reach the service providers, the effectiveness and efficiency of these transfers and utilization by the
service providers; (c) introducing effective instruments to assess quality of services in a manner that creates the
environment for greater transparency and accountability to the citizens and particularly the poor; (d) strengthening
capacity amongst policy makers and service providers to be able to use effective participatory and consultative
instruments to engage with citizens; (e) introducing service delivery policies and instruments that effectively
consider and are inclusive of the poor and the marginalized.

%8 A 30 March 2005 memo—requesting the nomination of GCF focal points and evaluators, and including a time table
for processing—foreshadowed that the RSCG would be inviting applications.




17. The more focused criteria placed increased weight on projects that had direct poverty
impacts in selection criteria;? the increase weighting given to direct poverty impacts was in line
with the agreements reached during the December 2003 meeting between donors and ADB.*

. WHAT WAS FUNDED AND WHY
A. The GCF Portfolio
1. Distribution of GCF Applications and Approvals

18. Details of the distribution of applications by ADB departments/offices from 2002 to 2004
are presented in the following table. The Mekong Department and the East and Central Asia
Department dominated applications, and together accounted for more than half the total
approved funding. Of the offices applying for funds, the Office of General Counsel (OGC)
received the least (2% of the total). Southeast Asia Department received 6% of funds and had
the lowest endorsement rate (16%). All RSDD applications were endorsed,® while
endorsements rates for other departments ranged from 32% to 55%. While specifically provided
for in the GCF-BP, no proposals were submitted by NGOs. The 2003 review of the GCF noted
that “ADB funding is normally channeled through developing member country (DMC)
governments — directly or indirectly. There are no provisions for direct applications of NGOs to
ADB for funding without DMC government clearance.”*

Table 1: Applications and Approval for GCF Funding, 2002-2004

Number Amount ($'000)
epartment S0 foru Endorsed 00l FRote  caiions ENdorsed popy FTRRe®
ECRD 11 25% 4 19% 36% 2,970 950 23% 32%
MKRD 13 30% 7 33% 54% 2,920 1,260 30% 43%
OGC 3 7% 1 5% 33% 301 100 2% 33%
PARD 5 11% 3 14% 60% 1,170 600 14% 51%
RSDD 2 5% 2 10% 0% 400 400 10% 100%
SARD 5 11% 3 14% 60% 1,110 610 15% 55%
SERD 5 11% 1 5% 20% 1,610 250 6% 16%
Total 44 100% 21 100% 48% 10,481 4,170 100% 40%

ECRD = East and Central Asia Department, MKRD = Mekong Department, OGC = Office of the General Counsel,
PARD = Pacific Department, RSDD = Regional and Sustainable Development Department, SARD = South Asia
Department, SERD = Southeast Asia Department.

Source: Asian Development Bank estimates.

2. Average Size of GCF Funded Projects

19. The average size of endorsed project increased sharply, from $140,000 in 2002, to
$256,000 in 2004 (and $525,000 in 2005). The average size of project proposals fell from

% The GCF-BP Board Paper specified that, given the “same degree of linkages to operations,” priority was to be
given to “activities that can be shown to concretely to reducing poverty.”

% See point 4 on page 2 of the minutes of discussions between ADB and donors in 4-5 December 2003.

% pre-GC peer screening of RSSD proposals by governance experts may explain their high success rate.

%2 ADB, 2003, Review of GCF, para. 15.



$308,000 to $215,000 over the same period. None of the four large (above $250,000) projects
proposed in 2002 were endorsed by the GC: neither were the two large proposed projects in
2003. The net result was that the average size of endorsed projects during the first two years
was very small. The average size of project proposals declined substantially in the second year
(see Table 2). Some staff said that proposals were kept below $250,000 to avoid the additional
stage of processing (clearance from donors) and to reduce approval time. The GC endorsed the
first large project (above $250,000) in 2004. Both projects endorsed in 2005 were above
$250,000 and had to be sent to donors for clearance.

Table 2: Average Size of Projects Proposed and Approved for GCF Funding, 2003-2004

($'000)
2002 2002 2004 2002-2004

Department Endorsed Proposed Endorsed Proposed Endorsed Proposed Endorsed Proposed
ECRD 0 450 150 196 500 500 238 270
MKRD 150 433 187 166 200 153 180 225
OGC 100 100 - 150 - 51 100 100
PARD 200 235 250 275 150 150 200 234
RSDD - - 150 150 250 250 200 200
SARD 120 120 250 250 240 245 203 222
SERD - 250 - 430 250 250 250 322
Total 144 308 184 215 256 215 199 238

20. Nearly 60% of GCF funded projects were managed by the governance and finance

divisions of the regional departments. Given the GCF objective of mainstreaming governance,
the under-representation of non-governance divisions in GCF funding is cause for concern.

3. Trends in Applications and Endorsement Rates

21. Applications numbers peaked in 2003, and declined sharply in later years. The decline in
2004 followed the adoption of more focused eligibility and assessment criteria in line with 2003
GCF review findings. Some staff argued that low endorsement rates in 2002 and 2003 deterred
staff from submitting applications; some complained that the procedures involved in applying for
GCF funding were cumbersome with unpredictable results. Other staff argued that the process
of applying for GCF funding was relatively straight forward. Some staff suggested that, because
of the strong emphasis on poverty reduction, the criteria for GCF funding were similar to that for
the larger poverty funds. They argued that it was often easier to seek funding from funds with
which they were already familiar. Some GC members complained about the poor quality of
applications, especially during the initial rounds of applications.*

3 The peer review process in the GC was specifically aimed at improving the quality of project proposals. The impact
of peer review processes on project design quality could not be assessed in the time available.



Table 3: Trends in GCF Applications and Endorsements

2002 2003 2004 2005
Applications (number)
-applied 11 23 10 2
-number endorsed 5 9 7 2
Endorsement rate (%) 45 39 70 100
Applications (USD '000)
-of applications 3,390 4,940 2,151 1,050
-of endorsed projects 720 1,660 1,790 1,050
Endorsement rate (%) 21 34 83 100
Average size (USD '000)

-of applications 308 215 215 525
-of endorsed projects 144 184 256 525

B. Overview of Portfolio of GCF Funded Projects

22. The portfolio of GCF funded projects is summarized in the following table. Strengthening
accountability, and public expenditure and decentralization, were common themes for GCF
funded projects from 2002-2004. Most had a strong focus on participatory processes. Overall,
the project portfolio is consistent with the objectives described in the GCF-BP. Given the broad
scope of objectives outlined in the GCF-BP, this is hardly surprising.

Table 4: Distribution of Projects by Major Themes*

Anticorruption/ Public Corporate General
Public Expenditure Improved Service Governance & Governance and
Accountability/ Planning & Delivery SMEs Other
Decentralization
Theme 1 Theme 2 Theme 3 Theme 4 Theme 5
2002 | THA: Strengthen RETA/Pacific: LAO: Strengthening | RETA: Public
Accountability Assessing Corporate Opinion Surveys on
Mechanisms (3) Community Governance for Judicial
Perspectives on Banking Sector Independence &
PAK: Strengthen Governance Reform Accountability (3, 1)
the National
Accountability
Bureau (3)
2003 VIE: Provincial CAM: Capacity BAN: Support Good

Development
Planning in Central
Highlands (3)

KAZ: Strengthen
Government
Program

KAZ: Support to
Local Government
Reforms (3)

RETA/Pacific: Civil
Society
Participation in

Building of
Electricity Authority
)

LAO: Secured
Transactions
Reform (1)

Governance
Initiatives

RETA: Promoting
Knowledge
Transfer Through
Diaspora

RETA. ADB-OSI
Central Asia
Education
Cooperation
Network (3)




Anticorruption/ Public Corporate General
Public Expenditure Improved Service Governance & Governance and
Accountability/ Planning & Delivery SMEs Other
Decentralization
Theme 1 Theme 2 Theme 3 Theme 4 Theme 5
Budget Formulation
2004 | VIE: Capacity CAM: Strengthen RMI: Increasing RETA: Regional
Building Supportto | National Program Ownership and Environmental
Government Budgeting for the Effective Demand Compliance and
Inspectorate Agriculture Sector for Improved Enforcement
Education (2, 1). Network (1, 3)
PAK: Improving TAJ: Local
Governance in the Government PHI: Enhance
Non-Profit Sector (Jamoat) Budget Access of Poor to
3,4 Consultation Microfinance
Processes Service/Capacity
Building of the
Basic Sector in
Frontier Areas (3)
2005 | BAN: Improved AFG: Improved
Transparency and Transparency &
Access to Laws (5) Accountability in
Public Services (1)

RETA = regional technical assistance, SME = small and medium-sized enterprise.
* Evaluator’s classification. Bracketed numbers refer to column numbers of other relevant themes.

23. Surprisingly—given ADB’s strategic focus—no projects directly targeted improving
service delivery during the first two rounds of applications. However, sound arguments could be
made that improvements in public expenditure planning and decentralization would lead to
improved public service delivery. Indeed, it was not always easy to distinguish whether Theme 2
or Theme 3 was the primary objective. Following the 2003 GCF review, improved service
delivery replaced corporate governance as the third major theme of approved projects.

24, While the GCF design envisaged the financing of innovative interventions directly
targeted at reducing corruption and improving accountability,®* relatively few of the completed
GCF financed projects were directly targeted at reducing corruption in areas specifically linked
to ADB operations.*® However, initiatives to increase public participation in investment planning
processes and support to improve the corporate governance of public institutions, such as
banks and power companies, would be expected to help reduce the risk of corruption in ADB
supported institutions. There was only limited use of GCF funds to support the capacity building
of business organizations, media, the judiciary®® or legislature as envisaged in the GCF-BP
(para. 14), or to directly support small and medium-sized enterprise (SME) development as
envisaged in the GCF-BP (para 9 (iv).

25. GCF regional technical assistance (RETAs) tended to be less clearly linked to the
specific themes identified in the GCF-BP and/or the 2003 review (see Table 4).3" However, all

¥ See para 4, 9, and 11, and Annex A to the GCF-BP. The rejected proposal for support to the anti-corruption efforts
of the Attorney-General’'s Department in Indonesia is an example of the sort of project that appears to have been
envisaged under the GCF. This proposal appears to have been rejected because of concerns that the proposal
was not innovative, and may not be sustainable.

% TA 4140-BAN is a notable exception. The recently started “Capacity Building Support to Government Inspectorate”
(TA 4467-VIE) may indirectly help in reducing corruption in areas linked to ADB operations.

% For example, the Lao project to support corporate Governance for Banking Sector Reform did provide relevant
training for the judiciary, but this was not a core objective of the assistance.

37 Al RETAs—except the two RETAs targeting the Pacific which focused on public expenditure planning and
decentralization—fell under the general governance theme.
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RETAs were consistent with the overall GCF objective of implementing ADB’s action plan for
Promoting Good Governance.

C. Rejected Proposals

26. Only 45% of proposals were endorsed by the GC in 2002 and 39% in 2003. The
percentage of endorsed projects increased following the 2003 GCF review, to 70% in 2004 and
100% in 2005. The more focused guidelines issued following the review probably helped ensure
a more consistent view about what was expected from proposals for GCF funding.

27. During the first and second rounds of applications, no projects greater than $250,000—
the threshold at which donor concurrence would have had to been sought—were endorsed by
the GC. Larger projects were endorsed in subsequent rounds of applications. Many of the larger
proposals that failed to gain endorsement in the earlier years included relatively broad and long-
term objectives—such as support for public administration reform,*® and/or capacity building in
planning processes and policy analysis. The larger projects endorsed following the 2003 review

tended to be designed to address more narrowly focused issues.

Table 5: Distribution of Rejected Projects by Major Themes*

Anticorruption/ Public Improved Service Corporate General
Public Expenditure Delivery Governance & Governance and
Accountability/ Planning & SMEs Other
Decentralization
Theme 1 Theme 2 Theme 3 Theme 4 Theme 5
2002 | MON: Strengthen INO: Corporate AZE: Governance
Public Sector Governance Assessment [Funded
Administration and Reform Il [dropped] | by TASF and became
Financial a RETA 6043]
Management (5)
[Funded by TASF RETA: Strengthen
TA 3920] Capacity Building of
Policy Analysis Skills
INO: Support for in PDMCs (3, 5).
Anticorruption [dropped]
(Attorney General's
Office) [dropped] VIE: Governance and
Public Administration
Reform [Funded by
TASF (TA 3886)
and co-financed by
the France and New
Zealand
2003 | MON: Support for MON: Governance | VIE: Strengthen AZE: Develop a KAZ: Strengthen
Performance Reforms at the Public Service Competition Policy | Core-Government
Auditing in the Local Level in Delivery Framework (1, 5) Capacity for Policy
Public Sector Mongolia [dropped] | Mechanisms for the | [Funded by TASF Development and
[dropped] PRC: Reform of Poor [dropped] TA 4126] Implementation
National . [dropped]
Develo t INO: Support to the | LAO: Improving
pmen . .
Planning  Process Develppment _of Corporate _ PRQ. Strategic _
Effective Public Governance in the Review and Planning
[Funded by PRCF : .
under TA 4298] Sec;qr Accountl_ng/ Lao Ag_rlculture for Developme_n_t of
Auditing Education Promotion Bank Legal and Judicial

% public administration reform and local governance reform were included as candidate activities in Annex A (points

b and c) of the GCF-BP.
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Anticorruption/ Public Improved Service Corporate General
Public Expenditure Delivery Governance & Governance and
Accountability/ Planning & SMEs Other
Decentralization
Theme 1 Theme 2 Theme 3 Theme 4 Theme 5
NEP: Establishing and Training [Funded by JSF TA | System [Funded by
Processes for [dropped] 4135] TASF TA 4237]
Improving
Performance in Key | VIE: Capacity VIE: Implementing RETA: Improving
Ministries [Funded Building for the Action Plan of Governance in the

by TASF TA 4249]

INO: Fiscal
Decentralization
[dropped]

Beneficiary-Based
Monitoring and
Impact Assessment
(1, 2) [dropped]

the Viet Nam Bank
for Agriculture and
Rural Development
[Funded by TASF
TA 4395]

Pacific through ICT
[dropped]

2004

CAM: Assisting
Government meet
the needs of poor
Under the Chong
Kneas Environment
Improvement
Project [dropped]

IND: Administration
of Justice [Funded by
UK: TA 4437]

BAN: Symposium on
Judicial Reform and
Human Security
[Funded by TASF
RETA 6221]

RETA: regional technical assistance.
* Author’s classification. Bracketed numbers refer to column numbers of other relevant themes.

28.

Most rejected proposals were subsequently funded from alternative ADB sources,

including many from TASF resources. This supports arguments that most proposals for GCF
funding were important priorities for ADB and DMCs (i.e., proposals were not just supply
driven). However, it also raises a question of the rationale for establishing a separate fund—uwith
additional administration and transaction costs—if many proposals were funded by other
sources. On the other hand, many of the staff consulted who administered GCF funded
projects® argued that projects endorsed for GCF funding were unlikely to be funded from other
sources within ADB;* they argued that the GCF allowed staff to try new approaches to
resolving governance issues.

D. Current Status of GCF-Funded Projects

29. The current status of GCF funded projects is summarized in Appendix 4. While
implementation of most projects was delayed due to delays in TA processing and start-ups,
most projects have achieved—or are still expected to achieve—most major planned outputs. It
is difficult to make definitive analysis of outcomes (i.e., progress towards achieving project
purposes and goals) in such a brief review,** especially given the uneven standards of reporting
on performance indicators for individual project. A brief review and analysis of key available

%9 Because of limited time, and high turnover of relevant staff, it was not possible to make a systematic assessment of
what changes (if any) where made in the proposals between when applications were rejected for GCF and when
they were accepted for other funding.

a0 Examples cited included the RETA-Assessing Community Perspectives on Governance; VIE: Provincial
Development Planning in Central Highlands; and RMI: Increasing Ownership and Effective Demand for Improved
Education.

Lt is important to recognize that any findings are indicative: this whole study had to be completed in 35 working
days, which meant that most reviews of individual projects were conducted in a few hours. There was no time to
consult with any of the key national project stakeholders in the field which would be required for an independent
evaluation of individual projects.
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performance indicators for all projects funded by GCF from 2002-2004 is included in Appendix
4,

30. Three of the five projects endorsed in 2002** have now been completed and two others
will be completed in 2006 (TA 4043-PAK in mid-2006 and TA 4002-LAO,** which received
substantial additional ADB TA cofinancing, by end of 2006). Available indicators suggest that
one of the completed projects* has been generally successful in achieving intended objectives,
and that two other projects* have made progress towards achieving stated objectives. In the
limited time available, the mission was not able to obtain adequate information to verify whether
the other two completed projects*® have achieved planned objectives. This does not imply these
projects have failed: rather that there was no compelling evidence was readily available of
progress towards achieving planned objectives.

31. Three of the nine projects approved in 2003* have been completed and another 2
should be completed by the end of 2005. Two of these projects*® have has been generally
successful in achieving intended objectives. There appears to be significant risk that the
outcomes of the Central Asia Education Cooperation Network will be considerably less than
planned.* Further time is needed to attempt to assess the outcome of the other completed
project.*® The remaining projects are now scheduled to be completed by mid-2006. Most
outputs are being produced as planned, but with delays (see Appendix 4). There remains some
risk of further delays in the TAs supporting strengthen governance reforms in Kazakhstan. Initial
indications from project reports suggest that other TAs are likely to substantially achieve
planned outputs, but it is still too early to assess likelihood of achieving planned outcomes.

32. One of the seven projects endorsed in 2004° has been substantially completed. This
project in the Republic of the Marshall Islands has already had substantive impacts both in host

*2 TAs 3976-THA: Strengthening Accountability Mechanisms II; 4002-LAO: Strengthening Corporate Governance for
Banking Sector Reform; 4043-PAK: Strengthening the National Accountability Bureau (NAB); 6063-REG: Public
Opinion Surveys on Judicial Independence & Accountability, and; 6065-REG: Assessing Community Perspectives
on Governance in the Pacific.

3 This later project is part of a larger program of technical and loan assistance that includes additional ADB TA
funding. This impact of this GCF TA was enhanced by the greater leverage resulting from these linkages.

4 6065-REG: Assessing Community Perspectives on Governance in the Pacific.

5 4002-LAO: Strengthening Corporate Governance for Banking Sector Reform; 4043-PAK: Strengthening the
National Accountability Bureau (NAB).

% In the case of Strengthening Accountability Mechanisms (3976- THA), only a brief project summary was available
in English. Key consultant reports from the project were only available in Thai language. Project monitoring reports
indicated that GCF helped increase public awareness, but difficult to assess outcomes because of limited English
language documentation, and limited time for direct interviews. In the case of the support for Public Opinion
Surveys on Judicial Independence & Accountability (6063-REG), it was difficult to determine from project reports
and policy implications and/or other linkages with ADB operations. Nor was it possible—in the short time
available—to find evidence of outside use of project outputs (studies and reports) in ADB programming or by the
media or academics.

*"TAs 4140-BAN: Supporting Good Governance |Initiatives; 4163-VIE: Provincial Development Planning in the
Central Highlands; 4169-CAM: Capacity Building of Electricity Authority; 4190-KAZ: Supporting Local Government
Reforms; 4191-KAZ: Strengthening Government Program; 6117-REG: Promoting Knowledge Transfer Through
Diaspora; 6124-REG: ADB-OSI Central Asia Education Cooperation Network; 6126-REG: Civil Society
Participation in Budget Formulation; 4279-LAO: Secured Transactions Reform in the Lao PDR.

“8 4163-VIE: Provincial Development Planning in the Central Highlands; 4169-CAM: Capacity Building of Electricity
Authority.

49 Partly because of deterioration in relations between participating Governments and the Open Society Institute
which was to play a key role in implementing this TA.

0 6126-REG: Civil Society Participation in Budget Formulation.

*L TAs 4428-CAM: Strengthening National Program Budgeting for the Agriculture Sector; 4458-RMI: Increasing
Ownership and Effective Demand for Improved Education; 4467-VIE: Capacity Building Support to Government
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country policy debate, and in influencing ADB programming decisions. It is too early to assess
likely impacts of the other GCF funded projects endorsed in 2004 and 2005. One TA,*
endorsed and highly praised by the GC in 2004, was only approved on 3 October 2005.

V. KEY FINDINGS AND ISSUES
A. Fund Design and Objectives
1. Relevance of GCF Goals and Objectives

33. As discussed earlier, the GCF goal is to help promote, either directly or indirectly, the
basic goals of the ADB’s Medium Term Agenda and Action Plan for Promoting Good
Governance. The increasing priority ADB attaches to good governance is reflected, for example,
in the recent ADB decision to increase the weight given to governance indicators in
performance based allocations for ADF resources to 50%. Thus, the GCF goals are still relevant
to ADB. GCF funded projects were generally consistent with the GCF goals, and with the criteria
established in the GCF-BP.>* Most GCF funded national projects were of direct operational
relevance to CSPs.> Some RETAs were less clearly linked to ADB operations.>

34. However, there remain internal concerns as to whether ADB DMCs, and ADB as an
institution, are fully committed to GCF goals and priorities.®® There has been no clear trend in
the share of ADB TA and lending resources allocated to activities classified as governance®’. A
more important question is to what extent are governance issues being adequately addressed in
mainstream ADB activities. A recent draft review of ADB’s Governance Action Plan concluded
that “full implementation has been hampered by the highly ambitious nature and objectives of
the plan, a lack of ownership within ADB and its DMCs, and a lack of dedicated resources.”

35. Only limited donors resources were mobilized to support the GCF, and the GCF only
funded a small proportion of total ADB approved TA activities aimed at implementing the ADB’s
Governance Action Plan. While the GCF goals were relevant, the limited funds meant that the
GCF could not be relevant in terms of implementing all of the broad and ambitious range of
potential activities specified in Annex 1 of the GCF-BP. The limited GCF resources may have
had greater relevance if more narrowly focused in a thematic or geographic sense.

36. Nevertheless, the GCF did provide champions of governance initiatives within ADB a
modest source of dedicated resources to support such activities. Some GCF project officers
argued that there was—and still is—need for flexible financing instruments to finance small,

Inspectorate; 4538-PAK: Improving Governance in the Non-Profit Sector of Pakistan (NPOs); 4544-PHI: Enhancing
Access of the Poor to Microfinance Services in the Philippines and Capacity Building of the Basic Sector in Frontier
Areas; 6234-REG: Regional Environmental Compliance and Enforcement Network; and 4661-TAJ: Local
Government (Jamoat) Budget Consultation Processes.

2 TA 4661-TAJ: Local Government (Jamoat) Budget Consultation Processes.

%3 This was hardly surprising given the broad nature of GCF objectives and criteria.

** The Board Paper states that “GCF supported activities must have strong links to ADB operational activities and/or
concerns consistent with the Country Strategies and Programs (CSPs); the stronger the link, the higher the
priority.”

% For example, TA 6117-REG: Promoting Knowledge Transfer through Diaspora (which is likely to have indirect
(albeit potentially important) linkages with ADB operational activities), and 6063-REG: Public Opinion Surveys on
Judicial Independence & Accountability.

*% Similar concerns were raised in a recent review of the PRF (Social Development Direct, p. 5 and 30).

" Of course, this is a weak indicator of implementation of the Governance Action Plan. A better indicator would be an
increasing inclusion of governance concerns in CSPs and ADB operational activities.
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innovative®® and potentially higher risk initiatives aimed at promoting good governance. They
argued that GCF helped encourage staff to take the initiative in working with national or regional
“agents of change” to pilot new ideas. Current project processing and personnel policies were
seen to stifle such initiatives. Thus, the GCF was relevant in the sense of providing an
opportunity for ‘champions’ to raise institutional awareness of the potential benefits from directly
addressing governance issues in ADB operations.

2. Governance, Governments and NGOs: Inconsistencies in GCF Design?

37. The Board paper states that “The GCF will support government-led governance reform
activities...” (para. 11) and that “outside parties such as NGOs may submit proposals...” (para.
15). Allowing NGOs to submit proposals—while requiring that the GCF only support
Government-led reforms—could be seen as inconsistent. Moreover, staff noted that it was not
possible to process proposals from NGOs for TAs under normal ADB TA processing
arrangements which are required for GCF funded projects.®

38. Some staff argued that Governments in countries with weak governance are less likely
to demand projects to improve good governance.® Staff argued that ADB sometimes needed to
be pro-active in creating demand for reforms aimed at promoting improved governance. They
noted that ADB had helped create such demand in the Pacific by working with civil society to
demonstrate the costs of weak governance.®® Consultative governance assessments are seen
as an important tool for working with Government and civil society to identify opportunities for
change. Thus, the GCF design may have been better to specify that GCF support should be for
“country-led” rather than “government-led” governance reforms to increase the flexibility to work
with civil society where possible. The RMI project,®? discussed earlier was an example of such
an approach. At the same time, it is important to recognize that such approaches may not be
acceptable in all countries, and must not detract from the need for national ownership of
governance initiatives.

3. Additionality of GCF funding

39. Mixed messages were provided to questions related to additionality. On the one hand,
many project officers said that the GCF funded projects for which they were responsible were
unlikely to have been funded from core ADB TA resources. They stressed that the projects were
innovative, or even experimental, and thus unlikely to be funded from core funding. Most noted
that they had been informed by their managers to look for alternative financing, because their
proposed projects were not a priority for funding from core ADB resources. This suggests that
the GCF contributed to an increase in the number of ADB administered governance TA projects.

B a24 August 2001 memo with OED comments on the draft Board Paper cautioned against the use of innovative as
a criteria because it was so open to interpretation. The memo also cautioned that “pilot —testing” is most likely to be
effective if it is part of a longer term process.

%9 The CFWS is able to fund NGO proposals under a RETA approved each year, without the requirement of separate
TA funding for each proposal.

% ADB Long-term Strategic Framework instead establishes the first (or four) operating principles as “ensure country
ownership and leadership of the development agenda.” This would be more appropriate wording.

®1 Staff recognized that sensitivity is needed in adopting such approaches. Opportunities to take such initiatives vary
greatly between countries and sub-regions.

%2 4458-RMI: Increasing Ownership and Effective Demand for Improved Education. See Appendix 6.
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40. On the other hand, the review also found that more than half the rejected proposals were
subsequently funded from ADB TASF resources.®® One of these was approved—with TASF
funding—about one month after being rejected by the GCF.** Another was funded from PRCF.%®
Most activities under another proposal were picked up by another agency which ADB had been
working with on related issues in Laos. Furthermore, a number of smaller projects/activities had
been funded from savings from other TAs.®® While this suggests that alternative funding sources
were possible for rejected projects, it also suggests that there was strong ADB and DMC
commitment for these activities proposed for GCF funding.

41. It may be that projects endorsed for GCF funding were fundamentally different from
those rejected (and which subsequently found funding from core ADB resources). That is, the
GC may have been effective in screening out projects that were more suited for funding from
core ADB resources.

4, Lack of Focus and Clarity in GCF Goals and Objectives

42. Most discussants recognized that GCF goals and objectives were very broad and that
priorities were open to interpretation.®” Some felt that this contributed to concerns about how
decisions were made about projects to be funded from the GCF. There were also concerns that
GCF objectives overlapped with the objectives of other funds (especially the Poverty Reduction
Cooperation Fund [PRF]). Many GCF funded activities may also have met criteria that would be
consistent with PRF objectives. Others argued that the broad objectives provided a degree of
flexibility that allowed for the funding of innovative initiatives.

5. GCF Design Not Conducive to Longer-Term Support

43. All projects endorsed by the GCF during 2002 and 2003 were $250,000 or less;®® many
were meant to be implemented over less than a year.®® Projects larger than $250,000 required
additio