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EXECUTIVE SUMMARY 
 

 In previous years, the Operations Evaluation Department (OED) produced an Annual 
Review of Evaluation Activities that summarized the results of evaluation work undertaken in the 
previous year. The present report differs from its predecessors in terms of structure, content, 
and analytical depth, and is the first step in turning the annual review into an annual review of 
development results. The ability of the Asian Development Bank (ADB) to achieve development 
results depends, in large measure, on the performance of public sector projects, which account 
for 84% of cumulative lending. Consequently, OED undertook a retrospective analysis of the 
performance of public sector projects to investigate and answer six questions: (i) Has project 
quality improved or deteriorated over time? (ii) Does performance vary by sector? (iii) Does 
performance vary by country? (iv) Can OED findings be used to address issues related to 
selectivity and focus in the formulation of future country strategies? (v) Have economic internal 
rates of return (EIRRs) calculated during project processing differed significantly from those 
estimated at project completion? (vi) Are there risks that may result in deteriorating portfolio 
performance in the future?  
 
 Project Quality has Improved. Analysis of 968 projects evaluated and rated through 
project completion reports (PCRs) and/or project performance audit reports (PPARs) showed 
that the probability of project success deteriorated during the 1970s, bottomed out in the early 
1980s and improved for projects approved from 1987 onwards. In the early 1990s, there was a 
concern in ADB about project quality and the need to devote more resources to portfolio 
management and loan administration. There was strong leadership from Management to 
address this issue. Many actions were taken to improve project quality covering the 
management structure, quality at entry, and portfolio management and project administration. 
The evidence suggests that these efforts contributed to improving portfolio performance and 
development effectiveness. Other contributing factors were the growing capacity in many 
developing member countries (DMCs) and the economic environment. 
 
 Sector is an Important Determinant of Project Performance. Performance over the 
last three decades shows continuing high success rates for infrastructure projects. The 
probability that transport and energy projects will be rated as successful at the time of 
evaluation was over 85% for projects approved in the 1990s. There was a lower probability of 
success (46%) for projects in the agriculture sector and for lines of credit to government-owned 
development finance institutions (DFIs). Improvements in project quality were evident in the 
1990s for the transport, energy, and social sectors. In contrast to these positive findings, the 
probability of project success declined slightly for DFI projects and there was no progress in 
improving the quality of agriculture projects. The problems in the agriculture sector are 
pervasive. Performance was unsatisfactory in some agriculture subsectors but was relatively 
better for irrigation and rural development projects. 
 
 Project Performance Varies Across Countries. More than two thirds of ADB-funded 
projects were successful in Mongolia and the Central Asian republics, the People’s Republic of 
China (PRC), the graduated economies, Maldives, and the Greater Mekong Subregion and 
Bhutan. The project success rate was below 50% in the Pacific Islands, Papua New Guinea, 
and Philippines. The probability of success improved for all country groupings in the 1990s, 
suggesting an increasing absorptive capacity of many DMCs. The Pacific region was the only 
region in which the probability of project success was less than 50% for projects approved 
during the 1990s. The performance of this region was heavily influenced by the unsatisfactory 
performance of ADB’s portfolio in Papua New Guinea. The probability of project success 
exceeded 50% in the other Pacific Island countries. Country factors, such as economic 
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performance, development priorities, quality of governance, and strength of institutions 
contribute to the likelihood of ADB-funded projects being successful or otherwise. In the past, 
ADB policies were applied uniformly to all countries, despite clear differences in portfolio and 
borrower performance. ADB has recognized that it will be more efficient, reduce transaction 
costs, and likely improve results to delegate more authority and accountability to strong DMCs. 
Work on this agenda is currently underway in the middle-income country strategy and the 
innovation and efficiency initiative. 
 
 Evaluation Findings can be Used to Help Country Strategies Become More 
Selective and Focused. The 2006–2008 planning directions state that ADB will sharpen the 
focus of its lending program and that past performance will be the main criterion in selecting the 
sectors in which ADB will be involved. As an example of how this might be done, OED assessed 
project success, by sector and by country. Key sectors in each country were classified into four 
groups:  
 
(i) Highly Satisfactory: the probability of project success is 70% or greater; ADB should 

consider increasing the relative share of lending in these sectors, subject to agreement 
from the DMC that ADB’s involvement in these sectors is a priority.  

(ii) Satisfactory: the probability of project success is 50–69%; ADB could continue to be 
involved in these sectors, subject to the agreement of the DMC and the identification of 
steps to improve the likelihood of project success.  

(iii) Partly Satisfactory: the project success rate is 35–49%; ADB should consider reducing 
its operations in these sectors and only remain engaged if there is a strong request from 
the DMC and clear plans are developed to improve the performance of future projects.  

(iv) Unsatisfactory: the project success rate is less than 35%; ADB should consider exiting 
from these sectors because the desired development results are not being achieved.  

 
 Past project performance is not the only factor that should be considered in determining 
the sectors in which ADB should be involved in a particular country. The current development 
context, the priorities of the government and the role of other donors and the private sector are 
also important considerations. Other factors to consider include the DMC’s absorptive capacity, 
the need for long-term involvement of ADB in the sector, and ADB’s technical skills. However, if 
country strategies select sectors in which performance has been poor, the previous sector 
performance should be candidly discussed in the strategy and there should be clear evidence 
that the lessons of experience have been used to develop explicit measures to improve future 
performance.  
 
 Three Quarters of EIRRs Turn Out to be Lower Than Expected. ADB’s forecasts of 
benefits are consistently overoptimistic and the risks typically faced by ADB projects are not 
being properly identified and mitigated. These findings lend support for the efforts that ADB has 
made since 1996 to strengthen the economic analysis of projects. The recent increased 
emphasis on country- and sector-level economic analysis to provide a better understanding of 
the rationale for ADB’s assistance may help to improve economic analysis of ADB’s projects. 
Although there is some evidence of a narrowing of the gap between ex-post and ex-ante EIRRs 
for projects approved in the 1990s, 44% ex-post EIRRs for such projects were more than 20% 
below the appraisal estimates. ADB should adopt more conservative assumptions in its 
economic analysis to reduce the risk that projects turn out not to be economically viable.  
 
 Given the uncertainties associated with ex-ante EIRRs, ADB should make more effective 
use of sensitivity analysis. For most projects, the sensitivity analysis is largely pro forma and is 
not used as a tool to identify ways to improve the project design or identify the need for risk-
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mitigation measures. The parameters ADB typically uses for the sensitivity analysis do not 
reflect the variations that have occurred in previous projects.  
 
 ADB’s core product is funding for capital investments that have an operational life of 20–
25 years. The demand for many projects is related to economic and population forecasts. 
Independent, long-term economic forecasts are not prepared by ADB and are not readily 
available from commercial sources for many countries. Long-term forecasts would be useful for 
preparing future oriented country strategies and undertaking policy and sector work as well as 
providing the basis for project evaluation. 
 
 Excessive Bunching and Insufficient Attention to Portfolio Management are 
Potential Risks that Need to be Mitigated to Ensure That the Trend in Improving Success 
Rates is Sustainable. In 2004, 75% of all public sector loans were approved by the Board in 
the fourth quarter (48% in December). Although bunching is not the most important determinant 
of project quality, some evidence suggests that bunching may pose a risk for project quality. 
OED believes that it would be prudent to take steps to reduce bunching. An increasing bunching 
problem and a decade-long increase in the period taken for loans to become effective indicate 
that ADB staff are getting mixed messages about whether loan approval in a particular calendar 
year is more important than project readiness. This is not appropriate for an organization 
dedicated to managing for development results. ADB is taking some steps to change its 
business processes to reduce bunching. However, these efforts need to be complemented by 
changing the incentives, both formal and informal, that affect staff behavior so that staff focus on 
achieving development results rather than on loan approval by the end of a calendar year. This 
will be a long and difficult process, requiring a sustained effort over several years. 
 
 Project administration continues to be a secondary focus for ADB. During 2004, 20% of 
the active loans were not visited by a project administration mission. The independent panel 
concluded that ADB had deskilled itself in the area of technical expertise. OED believes that 
there is a risk that the lack of technical expertise will result in an increase in problems in quality 
at entry and in portfolio management. ADB’s reform agenda for managing for development 
results should be broadened to place more emphasis on importance of loan administration and 
actions to improve it. Staff need to understand that loan administration and portfolio 
management are as important as project processing. Portfolio management is discussed in 
detail in the 2004 Annual Report on Loan and Technical Assistance Portfolio Performance. 
 
 Focus on the Power Sector. An innovation in this report was to introduce a chapter that 
draws together some of the broader findings of ADB’s operations in one sector. The power 
sector was selected because it accounts for 19.7% of cumulative lending and is going through 
structural changes in many countries. Overall, the power sector is one of ADB’s best-performing 
sectors. Although delays in implementation are the norm, of the 94 evaluated power projects, 76 
(81%) were rated as successful or better, 16 (17%) as partly successful, and 2 (2%) as 
unsuccessful. ADB assistance has contributed to economic development by increasing access 
to electricity and making energy sectors more efficient. Sometimes more work is required to 
mitigate adverse impacts associated with resettlement and environmental consequences. ADB 
should continue to support power sector reform, sound regulation, tariff reform and cost 
recovery, developing an enabling environment for private sector investment, and finance for 
both public and private sector investment in infrastructure (e.g., generation, transmission, 
distribution), depending on country circumstances.  
 
 Experience has shown that power sector restructuring is often more complicated and 
takes longer than anticipated. In some countries, civil society is not convinced that sector reform 
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is delivering the promised benefits (e.g., lower tariffs, more reliable supply of electricity). ADB 
should promote the phasing of the reform model to allow necessary participant learning and 
feedback to occur, allow sufficient time for each stage of the development to occur (including 
the political processes), and ensure a continuity of electricity supply and maintenance of assets 
throughout the reform process.  
 
 For the less developed DMCs, some power infrastructure should be funded with external 
assistance. There is considerable scope for improved technical and operational efficiencies, 
promoting competition, and improved risk management. Improvements in these areas provide 
considerable benefits, often at lower costs than adding infrastructure.  
 
 ADB’s energy policy was adopted in 2000. Since then there have been some major 
developments: (i) the price of oil has more than doubled, creating strong incentives for energy 
efficiency and conservation; (ii) energy security concerns have increased; (iii) a new 
international architecture is emerging for emission trading and there is growing concern about 
the emission of “greenhouse” gases; (iv) sector reform has progressed in the region; (v) some 
members of civil society question the wisdom of building hydropower dams and whether sector 
reforms have delivered the expected benefits; (vi) the experience of privately financed power 
projects has not been uniformly good for investors, governments, or consumers; and (vii) ADB 
lending for the energy sector has declined in some major client countries. ADB’s energy policy 
has not been evaluated.  
 
 Actions Taken on OED Recommendations and ADB’s Evaluation System. For ADB 
to become a results-based organization, the feedback of OED findings into the design of future 
ADB activities must be strengthened. Making OED independent in 2004, requiring Management 
to formally respond to OED’s recommendations and the discussion of key OED reports by the 
Development Effectiveness Committee (DEC), will all help strengthen this feedback. In 2003, 25 
OED reports included 105 recommended follow-up actions. Action was taken, or partly taken, 
for 70 (77%) of the 91 recommendations contained in project/TA specific evaluation reports. 
Action was taken or partly taken in 11 (79%) of the 14 recommendations contained in the two 
special evaluation studies. OED needs to sharpen the focus of its recommendations to ensure 
that they are clear, actionable, and able to be monitored to increase the impact of the evaluation 
function.  
 
 Two aspects of ADB’s evaluation system were assessed: (i) changes in the quality of 
design and monitoring frameworks—tools that are essential to undertake results-based 
evaluations; and (ii) the quality of ADB’s self evaluation. 
 
  A 2003 OED special evaluation study (SES) on project performance management found 
that the quality of ADB’s design and monitoring frameworks was poor. Management developed 
an action plan in April 2004 to address the issues raised in the OED study. OED undertook an 
independent assessment of the quality of the frameworks. About two thirds of the 2004 project 
frameworks were of acceptable quality, a substantial increase from the 20% recorded in 2002 
and 32% in 2000. Although some improvement was noted, the quality of TA frameworks 
continued to be unsatisfactory. Only one third were of acceptable quality. More progress is 
needed to improve project and TA frameworks to meet the objective of 100% being satisfactory.  
 
 Project completion reports (PCRs) and TA completion reports (TCRs) are prepared by 
the concerned departments as a self-evaluation to document lessons and learn from the 
experience gained. Considerable effort has been made to improve the quality of PCRs and to 
harmonize their approach to project rating with that used by OED. This work has resulted in 



 

 

vii

improvements in PCRs. The differences between PCR and PPAR ratings have been 
significantly reduced and the upward bias in PRC ratings eliminated. The proportion of 
projects/programs retaining the PCR ratings at the time of evaluation increased from 71% 
during 1995–2000 to 82% during 2001–2002. There is no obvious bias in PCR ratings for PCRs 
prepared after 2001. The number of ratings that OED upgraded was equal to the number of 
ratings downgraded (about 9% in both cases). Because of this positive finding, trends in PCR 
results are now being used by OED, in combination with the results of independent evaluations, 
to analyze trends in evaluation results. Similar progress has not been made in improving the 
TCR ratings. OED retained the TCR rating in 74% of the cases, 2% were upgraded and 24% 
were downgraded. The quality of TCRs need to be improved, particularly the assessment of the 
achievement of the impact and outcome of the TA.    
 
 Recommendations:  
 
1. In 2005, Management should begin a process of identifying new approaches to strengthen 

quality assurance for project design, formulation, and administration to improve 
development results in the problem sectors and regions—including strengthening the 
feedback and learning in these areas—so that mistakes are not repeated and success 
stories can be replicated. More specifically, (i) ADB needs to identify niches in the 
agriculture sector where it has a competitive advantage and produce an action plan to 
improve project quality; (ii) an action plan needs to be developed to improve project quality 
in the Pacific Region, particularly in Papua New Guinea, that, among other things, 
identifies the sectors in which there is a relatively high probability that projects will be 
successful; and (iii) the presumption should be that ADB will no longer finance lines of 
credit through government-owned development finance institutions—deviations from this 
norm would require strong justification.  

 
2. Beginning in 2006, Management should require country strategies and programs (CSPs) 

to explicitly analyze past performance on a sectoral basis, and summarize the results in a 
tabular format to help improve sector selectivity and focus, including the identification of 
sectors from which ADB should consider exiting. 

 
3. Beginning in 2006, the regional departments should strengthen the use of sensitivity 

analysis by (i) explicitly using the lessons of experience of similar projects to develop 
realistic ranges of the potential changes in key parameters; (ii) identifying project-specific 
factors likely to have a major impact on the EIRR if assumptions do not turn out to be 
correct, and including these variables in the assumptions-and-risk column in the design 
and monitoring framework; (iii) undertaking sensitivity testing early in the project cycle so 
that risk mitigation measures can be built into the project design. ERD should report on 
progress in its periodic retrospective reviews of economic analyses.  

 
4. In 2005, a task force of ERD economists and country economists should be formed to (i) 

design a way to fill the void in long-term forecasts at the country level, and (ii) explore 
partnership opportunities in this area with academic and research institutions in DMCs and 
international organizations involved in long-term economic forecasting.  

 
5. Action should be taken in 2005/2006 to address ADB’s serious bunching problem. In 

addition to the planned changes in ADB’s business practices, steps need to be taken to 
change the incentives, both formal and informal, that govern staff behavior. Examples of 
things that could be considered include (i) issuing a clear written message from 
Management to staff that achieving development results is more important than the 
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calendar year in which a loan is approved; (ii) reporting on the compliance with the project-
readiness filters when seeking authorization for loan negotiations; (iii) monitoring project 
start-up indicators and reporting the results to Management and the Board; (iv) focusing, 
during staff performance reviews, more on loan effectiveness or the first disbursement 
than on loan approval; and (v) examining the feasibility of strengthening ADB’s personnel 
records to include tracking project and TA performance over long periods of time on a 
staff-by-staff basis to assess if and how such information could be taken into account, in 
addition to the other factors, when making personnel decisions. 

 
6. An evaluation of ADB’s energy sector policy will be added to OED’s 2006–2008 work 

program. 
 
7. To help improve the strategic impact of evaluations as measured in terms of the 

implementation of OED recommendations and provide a basis for improving the quality of 
Management responses, OED will sharpen the focus of its recommendations by (i) 
ensuring that its recommendations are actionable and able to be monitored; (ii) discussing 
the draft findings and recommendations at the director-general level for more complex 
evaluations and at the director level for project and TA evaluations; (iii) more fully 
discussing recommendations with DMCs during evaluation missions; and (iv) developing a 
more user-friendly system allowing better access to OED’s lessons and recommendations 
and to improve the tracking of actions taken on the recommendations.  

 
 
 
        Bruce Murray 
        Director General 
        Operations Evaluation Department 
 



 

I. INTRODUCTION 

A. The International Commitment to Managing for Development Results 

1. In September 2000 at its Development Summit, the United Nations unanimously 
adopted the Millennium Development Goals (MDGs). These goals—which include the 
eradication of extreme poverty and hunger, achievement of universal primary education, 
promotion of gender equality, reduction of child mortality, improvement of maternal health, 
combating HIV/AIDS and malaria, providing access to safe water, and ensuring environmental 
sustainability—enshrine poverty reduction as the overarching objective of development. What 
gives the MDGs their distinctiveness is their focus on results through quantitative and time-
bound targets and their emphasis on joint accountability between developed and developing 
countries for achieving results.  
 
2. The International Conference on Financing for Development in May 2002 in Monterrey 
gave further impetus to the international agenda on managing for development results (MfDR). 
A broad consensus was reached regarding the basic elements of a global partnership. While 
developing countries committed to improve their policies and institutions to achieve economic 
growth and poverty reduction, developed countries agreed to provide more effective 
development assistance and improve their trade and debt policies. A joint statement of the 
heads of the multilateral development banks (MDBs) at Monterrey pledged their commitment to 
a greater focus on results. The MfDR agenda calls for action at three levels: (i) at the country 
level, to strengthen capacity to manage for, and achieve, development outcomes; (ii) at the 
agency level, to support countries to achieve results through the assistance program; and (iii) 
among agencies, to share knowledge, harmonize policies and reporting requirements, and 
coordinate support for strengthening country capacity to manage for results. Over 100 donor 
and developing countries, MDBs, and international and civil society organizations adopted the 
March 2005 Paris Declaration, which contains more than 50 commitments to improve 
harmonization, alignment, and managing for results. 
 
B. ADB Results Agenda 

3. The Asian Development Bank (ADB) is committed to achieving results. This commitment 
received further impetus in 2002 when the ADB President endorsed the MDGs. In 2003, an 
ADB-wide working group was established to review the status of ADB in relation to the global 
results agenda. This was followed in 2003 by the Review of the Poverty Reduction Strategy to 
align operations with poverty reduction. To spearhead the results agenda, ADB established the 
Results Management Unit (SPRU) in the Strategy and Policy Department (SPD) in 2004. 
Implementation of the results agenda is an ADB-wide responsibility, supervised by the vice-
presidents. In 2004, ADB Management formally declared MfDR a part of ADB’s key reform 
agenda to strengthen its focus on results, both for developing member countries (DMCs) and for 
ADB as an organization.  
 
4. To implement its agenda, the ADB Working Group on Results identified the following: (i) 
aligning ADB’s results agenda with the national strategies of DMCs; (ii) establishing indicators 
on MDGs and poverty reduction, and relevant ADB mandate-related indicators; (iii) developing 
DMC capacity to adopt management-for-results processes; (iv) developing results-based 
country strategies and programs (CSPs); (v) adopting a results-based management process in 
ADB’s economic and sector work; (vi) harmonizing ADB’s results agenda with those of other 
international organizations, MDBs, and donors; and (vii) creating a corporate environment and 
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system for ADB-wide implementation of the results agenda. ADB is expected to be more 
responsive, more relevant, and more results-oriented. 
 
C. ADB’s Results Agenda and Implications for Evaluation 

5. MfDR has important implications for performance measurement and evaluation. First, 
evaluation should go beyond the measurement of inputs—such as the number of projects or 
volume of commitments and disbursements—and reflect results covering outputs, outcomes, 
and impacts. Second, for ADB as a whole, the principal unit of account for monitoring and 
evaluation should be the country program rather than the individual project (divisions in ADB will 
be accountable for the performance of individual operations). Third, the most important 
indicators to monitor are the MDGs, along with contributory indicators set out in country 
programs.  
 
6. ADB took a number of initiatives in 2004 to improve the quality of evaluation and 
strengthen the feedback from lessons learned into the design of future operations. To enhance 
its independence and effectiveness, effective January 2004, the Operations Evaluation 
Department (OED) reports directly to the Board of Directors through its Development 
Effectiveness Committee (DEC). The new reporting structure changed the roles for OED, 
Management, and the Board for the evaluation function. First, OED became fully responsible for 
the content and recommendations in its reports. Second, management’s role changed from 
approving OED reports to responding to evaluation reports and stating what action will be taken 
on the recommendations. Third, the Board, through the DEC, became responsible for the quality 
and independence of the evaluation process, for monitoring actions taken by Management on 
evaluation recommendations and for selecting the director general of evaluation.  
 
7. For ADB to become a results-based organization, efforts must be made to strengthen 
the feedback of OED findings into the formulation of future ADB policies, strategies, programs, 
and projects. The requirement for Management to formally respond to OED’s recommendations 
and the formal discussion of key OED reports at the DEC will help strengthen this feedback. 
However, OED needs to work to build greater receptivity to its recommendations on the 
operational side of ADB. Among other things, this will require a greater discussion on the draft 
recommendations and formulating recommendations that are clear, actionable, and can be 
monitored. Also, OED needs to work to be more responsive to the concerns expressed by 
regional departments during the process of conducting evaluations. The operational 
departments will, in some cases, need to more readily accept the results of an independent 
evaluation, even in cases when the evaluation is somewhat critical. 
 
8. With the sharper focus on results and accountability, the types of evaluations undertaken 
by OED should shift to include more enquiries about assessing the impacts of development 
interventions against multiple objectives. While individual performance audits are important for 
the accountability dimension of evaluation, OED is shifting the composition of its work program, 
in keeping with the new emphasis on results, from evaluation of individual projects to broader 
evaluations at the policy, sector, and country levels. Evaluation should facilitate the 
development process by distilling the lessons from past experience to improve future 
interventions. An essential building block for a results-based CSP is the country assistance 
program evaluation (CAPE) undertaken by OED. OED has synchronized its timeline for 
preparing CAPEs to the preparation of CSPs. Ongoing work on the operational side of ADB is 
developing the building blocks that will make it possible to produce more results-oriented 
evaluation reports in the future. Results-based CSPs will include a results matrix that links 
country priorities to ADB programs, strengthens monitoring to align CSP implementation with 
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agreed-on results, and supports country capacity to manage for results. Similarly, the efforts 
being made to improve the design and monitoring frameworks for loans and technical 
assistance (TA), including the identification of quantifiable benchmarks, will facilitate the 
preparation of evaluation reports that clearly assess whether or not the expected results were 
achieved. 
 
D. Structure of the Report  

9. In previous years, OED produced an Annual Review of Evaluation Activities that 
summarized the results of evaluation work undertaken in the previous year. Although useful in 
summarizing results, those annual reviews generally did not have a unifying theme, analyze 
issues in depth, or draw out lessons based on a broader body of evaluation work. This report 
differs from its predecessors in terms of structure, content, and analytical depth, and is the first 
step to turn the annual review into an annual review of development results.  
 
10. There are five chapters in the remainder of the report. Chapter II contains a retrospective 
analysis of the performance of ADB’s public sector projects. Project success is assessed over 
time, by sector and by country. The quality of ADB’s economic analysis is examined and risks 
are identified that might adversely affect future project performance unless action is taken. 
 
11. Chapter III focuses on the power sector, in which ADB has played a major role in the 
region. An analysis of ADB’s operations in the power sector was undertaken to assess sector 
performance and to help ADB learn lessons that will help to improve future development results. 
The intention of this work is to set the stage for a full evaluation of ADB’s 2000 energy policy, a 
task that will be added to OED’s 2006–2008 work program.  
 
12. Chapter IV provides highlights from 2004 evaluation activities related to two topics: (i) 
OED’s support for results-based management in 2004 and progress in improving the quality of 
design and monitoring frameworks, and (ii) the results of a literature review on development 
effectiveness.  
 
13. In Chapter V, ADB’s evaluation system is reviewed to identify areas where 
improvements are needed. Topics covered are quality of self evaluation, harmonization and 
improving evaluation standards, follow up on OED recommendations, and the quality of 
Management’s responses. 
 
14. The last chapter sets out recommendations based on the results presented in this report.  
 
15. The intention is to continue to improve the quality and relevance of the annual evaluation 
review to focus more on achieving development results. Themes will be selected to help 
structure the report. Future reports, for example, could address technical assistance operations 
and capacity building, or provide a retrospective on CAPEs that would be consistent with the 
MfDR agenda’s focus on countries as the unit of measuring development effectiveness. A broad 
review of public sector projects might be repeated every four or five years and the sectoral focus 
would change from year to year. It will be necessary to select the themes and sectors well in 
advance so that the necessary analytical work can be undertaken on which to base the annual 
reviews. Each year, OED also produces an Annual Report on the Loan and Technical 
Assistance Portfolio. Those reports assess the ongoing portfolio. The Annual Evaluation Review 
will selectively draw on the results of those reports to ensure that the recommendations and 
analyses are relevant to ongoing operations and are not just based on completed operations. 
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II. ACHIEVING DEVELOPMENT RESULTS IN PUBLIC SECTOR PROJECTS 

16. ADB’s cumulative lending reached $110.3 billion at the end of 2004. Of this, $108.4 
billion was public sector lending. Lending for specific projects dominates the public sector  
lending, accounting for 84% of the total.1 Therefore, answering the question of whether ADB is 
achieving development results depends, in large measure, on the performance of public sector 
lending. Were results on the ground achieved? Were the project outcomes achieved? Did the 
projects contribute to broader development goals and improving the quality of people’s lives? 
OED plays a key role in determining whether the development results achieved are consistent 
with expectations.  
 
17. All completed public sector projects are subject to self-evaluation by operations 
departments in project completion reports (PCRs) 1–2 years after completion. PCRs have 
contained a rating only from 1995 onwards. Independent evaluations by OED are reported in 
the project/program performance audit reports (PPARs). PPARs are typically prepared 3 years 
after project/program completion. Until 1984, PPARs were prepared for all projects and 
programs. Thereafter, the coverage of projects has been reduced successively to 70% and then 
to 35%. The selection of projects for independent evaluation is done using stratified random 
sampling.  
 
18. Both PCRs and PPARs use the same methodology for rating projects. A three-category 
system—generally successful, partly successful, and unsuccessful—was used prior to 2000. As 
part of the harmonization of evaluation methodologies across MDBs, a four-category system—
highly successful, successful, partly successful, and unsuccessful—has been used since 2000. 
The rating is derived on the basis of five criteria: relevance, efficacy, efficiency, sustainability, 
and institutional development and other impacts. 
 
19. In this chapter, PCR and PPAR results are aggregated using the PPAR ratings in all 
cases where both PCR and PPAR ratings are available. To provide a “success rate” for all rated 
individual operations, projects rated generally successful under the three-category system and 
either highly successful or successful under the four-category system are combined. While 
projects rated as unsuccessful were failures, projects rated as partly successful achieved some 
development results.2 However, objectives were not fully achieved and there were some 
problems related to efficiency, effectiveness, and sustainability.  
 
A. Trends in Achieving Success in Public Sector Projects  

20. For more than three decades, project lending has been the most important vehicle for 
providing development assistance to the DMCs. This mode of assistance is used to fund 
specific development projects.3 A total of 968 projects have been evaluated and rated through 
PCRs and/or PPARs.4 Of the 968 projects, 64% were rated successful, 28% partly successful, 
and 8% unsuccessful. If the projects were weighted by the amount of ADB funding used, the 
ratings change somewhat (72% successful; 24% partly successful; 4% unsuccessful). Ratings 
based on loan amounts are higher than the ratings based on the number of projects because 
large infrastructure projects are the most successful type of project funded by ADB. 
 

                                                 
1  The remaining 16% is accounted for by program loans and sector development program loans. 
2  The average economic internal rate of return for projects rated as partly successful was 8%.  
3  Virtually all projects approved after 1999 are still under implementation. Because they have not been completed, 

no PCR or PPAR is available for inclusion in the rating analysis.  
4  The rated projects accounted for 73% of the approved projects to end-1999.  
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21. The percentage of projects rated successful by year of approval is shown in Figure 1. 
The time series cover the period to 19965 and covered 79% of projects approved during this 
period. Initial analysis found that sector and country are related to project quality. Projects are 
more likely to be successful in some countries and sectors than in others. Variables were 
included in the analysis to reflect these factors.6 Based on regression analysis of the time 
series, the trend in the rate of project success shows a curvilinear pattern—a downward trend in 
the 1970s, bottoming out in the early 1980s, and increasing from 1987 onwards.7 In addition to 
time, the effects of sector and country in the series were tested and the results show that these 
did not affect the basic pattern. However, based on the regression analysis, the annual 
aggregate rate of success is sensitive to the proportion of projects in good performing sectors 
(i.e., energy and transport) and in poor performing countries (i.e., Bangladesh, Pacific Islands, 
Papua New Guinea, Philippines, and Sri Lanka). 
 

Figure 1: Trends in Project Ratings by Year of Approval 
        (Combined PPAR and PCR Results) 
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22. Evaluation findings show that project design and external factors were important 
variables determining project success, with other variables varying in effect depending on the 

                                                 
5  It is typically about 10 years from project approval to the time that a PPAR is prepared. PCRs and PPARs are 

available for only 15% of projects approved after 1996 because most have not been completed. The sample of the 
post-1996 projects for which the documents are available is likely biased toward the more successful projects, i. e., 
those in which no delays were experienced in implementation. Because of this factor, the ratings of the projects 
approved after 1996 were not used in the analysis in the remainder of this section to reduce the risk of a bias in the 
analysis. 

6  Independent analysis undertaken by the Economic Research Department (ERD) using OED’s database of PPAR 
ratings confirmed that sector, DMC classification (e.g., A; B1; B2; C), and type of intervention (e.g., project or 
program) were predictors of project quality.  

7  The ERD analysis also confirmed that there was an improvement in project quality over time.  

PCR = project completion report; PPAR = project performance audit report. 
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country and sector. An analysis of project design and formulation carried out for 201 projects 
comprising all PPARs prepared from 1994 to 2003, revealed a clear association between design 
issues and project results. Projects in which evaluations found minimal design issues had higher 
probability of success than projects with moderate design issues. The latter have a higher 
probability of success than projects for which the evaluations found major design issues. Eighty-
five percent of projects with minimal design issues were rated successful compared with 52% 
for projects with moderate design issues, and 17% with major design issues. The results also 
show that the design of ADB-funded projects has progressively improved, an indication of 
continued learning and the effectiveness of initiatives aimed at strengthening project quality. 
The proportion of projects with minimal design issues increased from 18% for approvals during 
1976–1979, to 42% for 1980–1989, and to 65% for 1990–1995. The ratio of projects with major 
design issues fell from 55% of approvals during 1976–1979, to 26% during 1980–1989, and to 
14% during 1990–1995.  
 
23. This analysis reinforces the importance of quality of entry and the careful appraisal of 
projects. ADB has continuously worked to improve its quality control mechanisms. The 
independent panel assessment of ADB’s 2002 reorganization examined the quality control 
mechanisms and concluded that some improvements were needed in areas related to the role 
and function of Regional and Sustainable Development Department (RSDD); and in reinforcing 
the accountability of director generals and directors in regional departments for quality 
assurance, tracking quality in real time and over time, and strengthening “upstream” review. 
Management’s action plan for MfDR includes some initiatives to improve project quality related 
to strengthening the project frameworks, developing clear indicators that can be monitored to 
track results, and improving quality through selectivity and prioritization within the context of 
results-based country strategies. Strengthening businesses practices to improve quality is a 
continuing process. Messages from Management are also important, such as the following 
excerpt from the 2006–2008 planning directions: “We must significantly improve our capacity to 
demonstrate clear development results. This should be central to all of our strategic planning, 
operational design, and internal resource allocation.”  
 
24. Project performance is also dependent on the buoyancy of the macroeconomic 
environment in which the project operates. The performance of projects approved during the 
1970s was influenced by adverse external development brought about by the two oil shocks 
(1973 and 1978), inflation, and currency realignments. The world recession, the decline of 
primary commodity prices, and budgetary constraints in most DMCs in the early 1980s 
contributed to low success rates. It was during this period that ADB projects experienced the 
lowest rates of success. The increase in project success after 1987 coincided with the recovery 
of economic growth in most DMCs and the growing strength of what would become known as 
the Asian Miracle. Outward-oriented export strategies were adopted in many countries, as were 
sound fiscal policies. Because of the relatively small proportion of post-1996 PPARs that are 
available, OED is not yet in a position to assess the impact of the Asian financial crisis on 
project success. 
 
25. The decline in the number of projects that ADB financed in newly industrialized 
economies8 (NIEs) during the early 1980s contributed to lower success rates of the overall 
portfolio during this period. Projects in the NIEs had a relatively high probability of success. 
However, these countries experienced rapid economic growth, had increasing access to 
international capital markets, and high rates of saving. Although ADB did not adopt a formal 
graduation policy until 1998, the NIEs stopped borrowing from ADB in the 1980s. While 
                                                 
8  Hong Kong,China; Republic of Korea; and Singapore.  
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graduation is an appropriate policy, it results in an unintended adverse impact on ADB’s ability 
to promote learning among DMCs. OED believes that one of the most powerful ways to promote 
the transfer of best development practice is by DMCs’ learning from one another. However, 
ADB’s ability to promote DMC learning is weakened as operations wind down in the more 
advanced economies. The beginning of lending to two large DMCs (e.g., the People’s Republic 
of China [PRC] and India) contributed to higher success rates from 1987 onwards because 
projects in these countries tended to perform well. 
 
26. In the early 1990s there was a major concern in ADB about project quality and the need 
to devote more resources to portfolio management and loan administration. There was strong 
leadership from ADB Management to address this issue. The President sent clear messages to 
staff that project quality was more important than lending volume. In 1994, ADB lending 
declined to $3.7 billion, substantially less than the $5.2 billion lending the previous year. Part of 
the reason for the decline was the major efforts made to improve quality at entry. Management 
insisted that projects be well prepared before processing was completed. The report of the Task 
Force on Improving Project Quality was endorsed by the Board in April 1994. The 
implementation of the recommendations was tracked and reported to the Board in 1996 and 
1997. ADB took many actions in the 1990s and into the new millennium to improve project 
quality. These actions covered management structure, improvement of quality at entry, and 
improvement of portfolio management and project administration (Box 1). Although not all of 
these initiatives were successful, the evidence suggests that, on balance, these actions 
contributed to improving project success rates and development effectiveness. However, other 
factors may also have contributed to improved project quality (e.g., growing capacity in some 
DMCs; favorable economic environment).  
 
B. Project Success By Sector  

27.  Performance by sector9 is shown in Table 1 and discussed in detail in the following 
sections. The results confirm that financing infrastructure projects is one of ADB’s strengths. 
Although there were some exceptions (e.g., agriculture, and lines of credit to government-
owned development finance institutions [DFIs]10), for most sectors, the probability of success for 
projects approved in the 1990s was higher than for projects approved in the 1980s. These 
sectoral ratings imply that projects are likely to succeed when they have well defined technical 
solutions that are applicable in most situations; and are in sectors where the institutional set up 
is clearly defined, local institutions are strong, and direct cost recovery from users is possible. 
Infrastructure projects typically exhibit these characteristics. Complex, multiple component, 
geographically dispersed projects that take place in sectors with weak institutions, complex 
institutional arrangements, and reliance on budget support are generally less likely to be 
successful. Although agriculture and some social sector projects are broadly consistent with this 
generalization, projects in the financial sector are not. Poor performance of lines of credit in the 
financial sector is related to the use of government-owned DFIs. Although some agriculture and 
social sector projects share some common characteristics, performance in the social sectors 
improved in the 1990s but performance did not improve in the agriculture sector. Thus, factors 
other than the broad generalizations described above are also important in determining project 
performance. 
 

                                                 
9  The rates of success by sector are shown in Appendix 1. 
10  In this section, the ratings for the financial sector refer to DFI lines of credit and exclude program loans and private 

sector operations in the financial sector.  
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Table 1: Project Performance by Sector 

Sector 1970s 1980s Total

Transport and Communications 49 47 72 168 83.7 74.5 87.5 82.7
Energy 55 55 52 162 78.2 78.2 86.5 80.9
Social Infrastructure 43 67 88 198 65.1 47.8 71.6 62.1
Finance 38 27 15 80 42.1 51.9 46.7 46.3
Agriculture 83 121 64 268 37.3 46.7 46.9 44.0
Industry 12 5 8 25 75.0 100.0 62.5 76.0
Multisector/Others 1 11 17 29 100.0 63.6 70.6 69.0

           Total 281 333 316 930 60.1 58.0 71.2 63.1

1990-1996
Proportion of Projects Rated Successful (%)Number of Rated Projects

1970s 1980s 1990-1996 Total

 
a. Transport and Communications 

28. As of the end of 1996, 204 projects amounting to $12.6 billion were approved in the 
transport and communications sector. Of these, 168 have been evaluated and rated, with total 
loan disbursed amounting to $9.1 billion, representing 82% of approved projects and 72% of 
approved amount, respectively. Eighty-three percent of projects in this sector were rated 
successful overall, and 88% of those approved in the 1990s. ADB’s assistance to the sector 
focused mostly on roads. During the period under review, there were some changes in the 

Box 1: Measures Designed to Improve Project Performance 
 

Organizational and Strategic Changes 
1992: Asian Development Bank adopted medium-term strategic framework 
1993: Task Force on Improving Project Quality 
1995: Reorganization began to give more country focus; one vice president made responsible for all ADB 

operations in a country 
1995: Resident Mission Policy resulted in greater delegation of projects for administration 
1996: Report of the Task Force on Improving Project Quality: Implementation Status 1995–1996 
1997: Report of the Task Force on Improving Project Quality: Implementation Status as of March 1997 
2000: Revised Resident Mission Policy further strengthens role of resident missions 
2001: Long-term Strategic Framework (2001–2015) adopted 
2002: Reorganization gave strong country focus 
 
Improvements in Quality at Entry 
1995: Country operational strategies introduced 
1993: Environmental impact assessments required to be circulated 120 days before Board consideration 
1995:  Resettlement plans required as a condition of appraisal 
1995: Inspection policy approved, which created strong incentives to improve project quality 
1996:  Framework introduced for mainstreaming participatory development  
1997: Mandatory requirement of project framework in a new loan 
2001: Performance-based allocation of Asian Development Fund adopted 
2002: Project-readiness filters adopted 
 
Improvements in Project Administration  
1994: Project administration units established, headed by professional staff in level 5 or 6 
1996: Central Operations Services Office (COSO) assumed responsibility for overseeing implementation status 
1997: More emphasis on portfolio management and project administration  
1998: Project performance report (PPR) replaced Project Administration Committee (PAC) Notes 



 

 

9

composition of road projects that reflect development trends in the region and rapidly growing 
ownership of motor vehicles. During the 1970s, road projects mainly supported the construction 
of new highways and rural roads. This focus changed in the 1980s when road lending was 
dominated by road improvement projects. The 1990s saw a resumption of highway construction, 
partly because of the number of such projects in the PRC and Indian portfolios. 
 
29. ADB’s overall experience in the transport sector has been good. Project success rates 
for this sector were the highest among all major sectors in the 1970s and 1990s. The 
performance of transport projects was dependent on the adequacy of technical specifications 
and engineering designs, quality of construction, and the suitability of the projects in meeting the 
need of users of transport and communications. Because of the rapid economic growth in the 
Asia and Pacific region and the resulting increase in incomes, there was a strong growth in the 
underlying demand for transport and communications services. Evaluation results revealed that, 
generally, project design was adequate, although deficiencies were noted in some projects. The 
key issues that have continuing relevance to ongoing and future ADB operations in the sector 
involve operations and maintenance, cost recovery and pricing policies, and institutional 
strengthening. For road projects, additional areas of concern include improving road safety and 
ensuring sufficient competition in the provision of passenger and freight transport services so 
that the savings in vehicle operating costs are passed on to users in terms of lower fares and 
better service, particularly for the poor. In some cases, these issues should be monitored at a 
sector level rather than a project level. 
 
30. The probability of success for airport (88%), road (88%), telecommunications (90%), and 
port (77%) projects were high. Railways are by far the weakest performer in the transport 
sector. Of the 9 evaluated railway projects, 3 were rated as successful, 3 as partly successful, 
and 3 as unsuccessful. ADB must carefully assess railway projects to ensure that the railway is 
competitive with other modes. The competitive advantage of railways is usually associated with 
long hauls of bulk commodities. In addition to intermodal competition, issues related to financial 
performance, tariffs, management, and labor issues must be carefully considered. Although 
railways have a clear role to play in large DMCs like India and PRC, their ability to compete with 
road transport in many other DMCs is questionable.  
 

b. Energy 

31. The demand for energy is correlated with economic growth. ADB’s assistance to the 
energy sector has evolved during the period under review. In response to energy crisis brought 
about by the first and second oil shocks, ADB energy projects emphasized conservation, 
efficient use of energy, and development of indigenous power supplies during the mid-1970s to 
the late 1980s. In the mid-1990s, the focus shifted to achieving greater sector efficiency through 
power sector restructuring; strengthening legal/regulatory regimes; unbundling generation, 
transmission, and distribution; and promoting private sector involvement. ADB’s cumulative 
assistance to the energy sector totaled $15.5 billion for 210 projects by the end of 1996. About 
80% of this lending went to the power sector. The remaining 20% was accounted for by natural 
gas, refineries, fuel minerals, and other energy sectors. A detailed discussion of ADB operations 
in the power sector is given in Chapter III.  
 
32. One-hundred-and-sixty-two energy projects have been evaluated and rated (77% of all 
approved projects). Evaluation results demonstrate that energy projects have high probability of 
success and that level of success has improved over time (78% success rate for projects 
approved during the 1970s and the 1980s; 87% for the 1990s). The success rates for natural 
gas (91%) and power projects (81%) were high. Refinery and mineral fuel projects have not 
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performed as well. Only half of the projects in both categories were rated as successful. 
Fortunately, ADB has only financed six such projects and most were approved in the 1980s or 
early 1990s.  
 
33.  Factors influencing successful project performance in the energy sector include (i) 
appropriate technical design; (ii) experience and capability of the executing agency; (iii) timely 
and adequate availability of counterpart funding; (iv) adoption of geological, hydrological, and 
environmental impact investigations and necessary mitigation measures; (v) effective 
application of operations and maintenance standards and procedures; (vi) success in 
addressing issues related to cost recovery and tariff reforms; and (vii) reliable demand 
forecasting. 
 

c. Social Infrastructure 

34. Social infrastructure covers many areas (water supply, sanitation, education, health, 
population, and housing for low-income families). These sectors are directly related to the 
achievement of the MDGs and ADB’s strategic priorities. ADB expanded its assistance to the 
social sector over the review period from 13% of the total approved projects in the 1970s to 21% 
in the 1990s. Up to the end of 1996, total lending amounted to $7.1 billion for 200 projects, more 
than 90% of which have been evaluated. 
 
35. There was large variation in the performance of social infrastructure projects during this 
period. Sixty-five percent of projects approved in the 1970s were rated as successful, 48% in 
the 1980s, and 72% in the 1990s. The improvement in the 1990s is encouraging because 
projects in these sectors are related to ADB’s core development mission. It remains to be seen 
whether this trend is sustainable. Performance was variable across sectors. Urban development 
projects performed the best, with a 70% probability of success, followed by education (68%). 
The success rates for water supply/sanitation and health projects were 56% and 54%, 
respectively. The drop in project success in the 1980s was due to poor performance of water 
supply (particularly in rural areas), sanitation (sewage treatment), and health and population 
projects. These projects suffered from operational shortcomings due to lack of proper balancing 
among economic, financial, and social objectives in the project design and operation; 
institutional constraints; and funding deficiencies that placed benefits at risk over the long term. 
The improved success rate in the 1990s partly reflects efforts made to correct weaknesses at 
the policy, design, and implementation stage, particularly in the education and health and 
population projects. However, water supply and sanitation projects suffered from several 
weaknesses: (i) mismatch of technology or design with the resource base of target 
communities; (ii) low tariff rates and financial sustainability; and (iii) high water losses. 
 

d. Finance  

36. The savings rate in the Asia and Pacific region is generally high. An efficient financial 
sector plays a key role in intermediating the use of these resources, is an essential element of 
the enabling environment for the private sector, and supports private sector-led growth and job 
creation. Up to 1996, ADB’s assistance to the finance sector was mainly lending to government-
owned DFIs. These operations were designed to promote economic growth through resource 
transfer, primarily to private enterprises; and institutional building through strengthening the 
organizational capacity of DFIs. Total lending to the financial sector to the end of 1996 
amounted to $4.7 billion for 96 projects. About 90% of these projects have been evaluated and 
rated.  
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37. Beginning in the 1990s, ADB’s operations in the financial sector shifted away from 
government-owned DFIs to include program loans, lines of credit channeled through 
commercial banks, and private sector equity investments in financial institutions and capital 
market funds. During and after the Asian financial crisis, large program loans were provided to 
promote policy reform, address structural issues, and improve governance in the financial 
sector, including in the capital markets and other financial institutions. The performance of 
program loans is better than the results reported below for DFI lines of credit.11 Program loans 
in the financial sector are not covered by the analysis and OED has not yet evaluated a 
significant sample of operations involving lines of credit channeled through commercial banks or 
microcredit or microfinance institutions. Although private commercial banks are now involved in 
ADB operations in the financial sector, it is worth noting that the Asian financial crisis 
demonstrated that governance and corruption issues were prevalent in both public and private 
sector financial institutions. Adequate safeguards and risk mitigation measures must be 
developed to ensure that such problems do not infect ADB financial sector operations. 
 
38. The overall success rate of evaluated DFI projects was 46%. All of the DFI loans in the 
Republic of Korea and Singapore were successful. Most DMCs could not duplicate the 
successful use of government-owned DFIs in the newly industrializing economies to channel 
money to support development in the real sectors. Excluding the loans in the Republic of Korea 
and Singapore, the success rate for ADB-supported DFI projects was 38%. The performance of 
DFIs was influenced by buoyancy of the economic environment, efficiency of the financial 
system, quality of the subproject appraisal and monitoring employed by the DFIs, and 
management and governance issues. Areas of concern include (i) ownership of financial 
institutions—experience with state-owned institutions has been less than successful, particularly 
in the Pacific; (ii) poor assessment of demand for credit, resulting in lower than anticipated 
disbursements in a number of cases; (iii) governance issues, including directed lending, weak 
credit risk assessment and loan supervision, and corruption; and (iv) inadequate monitoring and 
recording of key impacts (e.g., jobs created, exports), making evaluation of outcomes difficult. It 
is not clear that the level of analysis typically undertaken during the appraisal of financial 
institutions is adequate to address deep-seated institutional problems that have been 
experienced with government-owned DFIs. 
 
39. These development outcomes raise the issue of whether ADB should provide lines of 
credit to government-owned DFIs. ADB’s current policies for financial sector intermediation 
loans are set out in Section D 6 in the Operations Manual. There are 7 conditions that financial 
intermediaries must meet to be eligible to onlend funds under an ADB loan: (i) financial 
soundness as evidenced by adequate capital, asset quality, liquidity, and profitability; (ii) 
adequate credit and risk management policies, operating systems, and procedures; (iii) 
compliance with prudential regulations, including exposure limits; (iv) acceptable corporate and 
financial governance and management practices, including transparent financial disclosure 
policies and practices; (v) sound business objectives and strategy and/or plan; (vi) autonomy in 
lending and pricing decisions; and (vii) adequate policies, systems, and procedures to assess 
and monitor the economic, social, and environmental impact of subprojects in accordance with 
parameters established by ADB for this purpose. Most government-owned DFIs would not meet 
these conditions. Given the project outcomes, OED believes that the presumption should be 
that ADB should not lend to government-owned DFIs. Any exceptions would need to be strongly 
justified. 
 

                                                 
11  Performance ratings are available for 21 program loans dealing with financial reforms and capital market 

development. Of these, 66.7% were rated successful.  
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e. Agriculture 

40. Although many countries in the Asia and Pacific region are in the midst of a transition 
from a rural to an urban economy, two thirds of the 3 billion people in the region live in rural 
areas and depend on agriculture for their livelihood. Incomes in rural areas are lower than in 
urban areas. The majority of Asia’s poor live in rural areas. The fight against poverty must be 
won in these areas.12 In many countries, significant progress has been made in the agriculture 
sector. During the period covered by the review, the green revolution and investments in 
irrigation facilities and rural infrastructure made increased harvests possible. Market 
liberalization and better roads allowed farmers to respond to market forces and market their 
produce. Many countries have gone from food importers to marginal food self sufficiency. 
Hunger in Asia is less of a problem than in the 1960s. 
 
41. The agriculture sector was an important part of ADB’s operations during the review 
period, accounting for a quarter of the total number of approved projects and 16% of the total 
lending. Agriculture lending intensified during the 1980s, accounting for a third of all projects 
and 27% of total lending. By 1996, a total of 325 agriculture projects, amounting to $11.6 billion, 
had been approved. Of these, 268 projects (82%) have been evaluated and rated. 
 
42. Based on evaluation results, there is a low probability of success in agriculture and 
natural resources projects. The success rate improved to 47% in the 1980s from 37% in the 
1970s, but this trend did not continue: the success rate of projects approved in the 1990s 
remained at 47%. A major limiting factor was inadequate project design—quality at entry was a 
problem. Agriculture projects are, by nature, complex and difficult to prepare, implement, and 
evaluate. The projects are people-centered and, because of the importance of local conditions, 
solutions that work in one country may not work in another. The institutional structure is 
complex; many organizations are involved in agriculture and rural development in all countries. 
The institutions are sometimes quite weak, particularly at the local level, and suffer from human 
resource weaknesses and limited budgets. Many agriculture projects cover large areas and 
involve multiple components. External factors sometimes adversely affect project outcomes 
(e.g., climatic conditions). During most of the 1980s and 1990s, farm-gate market prices for 
primary commodities generally fell, adversely affecting the outcomes of some projects. In most 
agriculture projects, design changes/modifications were made to rectify the problems 
encountered during implementation. However, the changes made did not necessarily result in 
satisfactory outcomes.  
 
43. The experience in the agriculture sector suggests that the “blueprint” approach to project 
design is not always appropriate for agriculture projects. Rather, a process approach is often 
needed with the flexibility to adapt the project design to incorporate lessons learned during 
implementation. In addition to flexibility, a process approach requires strong project 
administration to take proactive measures so that the project concept is refined to reflect on-the-
ground realities and changing market opportunities. This intensified project administration is not 
resource neutral. If ADB wishes to make greater use of a process approach to improve the 
quality of agriculture projects, then ADB must be prepared to commit adequate resources for 
project administration.  
 

                                                 
12  This will involve raising productivity in rural areas and creating jobs and raising productivity in cities and towns to 

absorb surplus rural labor and provide markets for rural products. 
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44. The agriculture sector includes many different types of projects. OED evaluations found 
that only two sectors had success rates greater than 50%—fertilizer production13 (57%) and 
irrigation and rural development (53%). The success ratings for the other sectors were 
agricultural support services (46%), forestry (43%), industrial crop and agro-industry (33%), 
fisheries (30%), and livestock (14%). Thus, project performance problems are deep seated and 
pervasive. Although no one subsector stands out as having excellent performance, projects 
involving infrastructure (e.g., irrigation systems; rural infrastructure) perform better than the 
other sectors. The poor success rates in some sectors, and ADB lack of technical specialists 
(e.g., livestock specialists; fisheries specialists; agronomists) raise the question of whether ADB 
should continue to be engaged in these areas. ADB needs to find a niche to focus its operations 
and improve development results in the agriculture sector. 
 
45. Some projects have contributed substantially to improving agricultural productivity and 
livelihoods. However, targets set out in the reports submitted for Board consideration are often 
too optimistic. In some cases, this may contribute to the disappointing success ratings because 
evaluators make their assessments on the basis of the goals and objectives specified when a 
loan is approved. Apart from helping to reduce poverty through employment and better nutrition, 
many irrigation and rural development projects provide basic social services and rural roads. 
However, the proportion of successful agriculture projects is low.  Many agriculture loans 
resulted in debt that has to be repaid without achieving commensurate benefits. A serious 
review is needed to identify ADB’s areas of competitive advantage in the agriculture sector and 
to develop better approaches to the design and implementation of ADB’s support for agriculture 
and rural development.  
 
46. A framework for mainstreaming participatory development processes in ADB operations 
was introduced in 1996. Since then, ADB has made increasing use of participatory approaches 
in its agriculture and rural development operations. A special evaluation study (SES) on the 
Effectiveness of Participatory Approaches in Rural Development Projects was undertaken to 
find out if participatory or bottom-up approaches offer an effective solution to the problems 
observed in conventional projects using the top-down and supply-driven approach, to provide 
insights that may lead to a better understanding of the complicated interactions among various 
actors in rural development projects, and derive lessons learned for better design and 
implementation of similar projects in the future. The study found that as practised in ADB-
supported projects, participatory or bottom-up approaches do not necessarily offer an effective 
solution to problems encountered in earlier projects (see Box 2).  
 
47. Participatory approaches are important in managing for development results at the 
project, sector, and country levels. However, there are differences in perception when 
addressing the specific objectives of participation. A variety and range of views exist as to the 
nature, purpose, modalities, and desirable extent of implementing participatory approaches at 
various stages of a project. ADB can, and should, do a better job of employing participatory 
approaches, starting at project conceptualization. ADB staff needed better guidance on best 
practices in participation. Beyond such guidance, there is a need for a change in ADB’s 
organization culture, incentives, and ways of doing business so that participation is more 
meaningfully used in its operations. Participatory activities of community-driven projects should 
start at project conceptualization, well before the project preparatory TA stage. Often projects 
enter the pipeline before there is sufficient consultation with beneficiaries. Processing and 
administration missions will need to spend more time in the field for community-driven projects, 
to learn from the beneficiaries.  
                                                 
13  This is a minor part of ADB’s portfolio, accounting for only 7 of the 268 evaluated agriculture projects.  
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48. The SES confirmed that a thorough understanding of local realities is prerequisite to the 
successful design of project interventions and that participation can help to acquire such local 
knowledge. A key lesson was that participatory approaches need to be well planned, with a 
well-defined, project-specific objective in mind. ADB should use opportunities provided by 
projects to explore new or different participatory approaches, risk making mistakes, evaluate 
successes, and promote proven best practices through staff guidelines. ADB should draw on 
the results of the SES when revisiting the 1996 staff guidelines on mainstreaming participatory 
development processes.   
 
49. Finding other ways to improve ADB’s performance in the agriculture sector is a 
challenging task, requiring extensive study; learning from the experience of ADB, other donors, 
and DMCs; building stronger partnerships; identifying and replicating examples of best practice; 
and finding niches where ADB has a competitive advantage. Part of the solution probably 
involves simplifying project design and focusing on smaller projects. A process approach is 
probably more appropriate than a blueprint approach but requires more ADB resources for 
project administration. Greater involvement of resident missions is also likely to be part of the 
solution. The incentives governing ADB staff behavior would need to be addressed to support 
the process approach, increase staff and resource allocations for project administration and use 
participatory approaches more effectively. In short, stronger institutional support for achieving 
results in the agriculture is needed. However, formulating a detailed plan to improve agriculture 
sector performance is far beyond the scope of this review. The review has identified the need to 

Box 2: Effectiveness of Participatory Approaches in Rural Development Projects 
 

The study found that participatory approaches improved information flow but did not lead to increased 
empowerment in resource control and decision making or to increased motivation to maintain project facilities. The 
participatory or bottom-up approaches examined did not offer an effective solution to problems encountered in 
earlier projects, because they did not alter the relationships among policy makers, project providers, and 
beneficiaries. While citizens as a whole were the principal beneficiaries—individually or as groups—they did not 
have the authority to hold providers accountable in the provision of services via policy makers. The providers 
worked for policy makers and, therefore, responded to policy makers instead of to beneficiaries. 
 
Of the five central elements of service delivery, control of resources was the most critical, determining the power in 
decision making and the authority to hold providers accountable. In a competitive market, clients act individually to 
hold providers accountable, because they control payments to providers. In the projects examined, project funds 
were controlled by policy makers. Beneficiaries controlled few resources and, therefore, had little power in decision 
making and in controlling providers. Information flow and delivery mechanisms seemed to be less important, 
although information was powerful under certain conditions, such as when beneficiaries had a choice of multiple 
providers. Some of the participatory approaches (such as beneficiary consultation, participatory planning, 
engagement of nongovernment organizations (NGOs), formation of beneficiary groups, and beneficiary training) 
focused on information flow or delivery mechanisms instead of the key issue of resource control, and achieved more 
rhetoric than real results. 
 
The design of interventions needs to be based on a thorough understanding of local realities. Instead of requiring 
uniform application of participation, the Asian Development Bank (ADB) should ensure that thorough fieldwork is 
conducted at the project design stage, encourage the design of local solutions for local problems based on local 
realities, and reward project staff based on the quality of project design rather than on lending approvals. Sufficient 
time and resources must be provided not only for consultants but also for ADB staff to conduct fieldwork at the 
grassroots level. 
 
Participation should have a clear purpose. The form of participation may vary depending on that purpose, as well as 
on local conditions in particular project areas. The practice of applying a standard package of participation in all 
rural development projects without a clear purpose—by hiring NGOs, organizing beneficiary groups, conducting 
consultation workshops, providing training courses, and developing village plans—is not necessarily worthwhile. 
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undertake such work so that ADB’s activities in the agriculture sector are more likely to benefit 
the rural population in the Asia and Pacific region, particularly the poor. 
 
C. Project Success By Country/Region  

50. The number of DMCs assisted by ADB has grown significantly over time, from 16 in 
1970 to 42 by 2004. Because each DMC is unique in terms of development needs and 
capacities, ADB has moved from a predominantly sector-focused organization to country-
focused operations. Country strategies were to be the mechanisms to operationalize ADB’s 
strategic agenda at the country level in a way that catered to the specific needs and conditions 
of each DMC. The March 2005 Paris High Level Forum reiterated the importance of country 
ownership by stating that “We will be guided by development strategies and priorities 
established by partner countries. Individually and collectively, we will choose and design 
appropriate and complementary modalities to maximize their combined effectiveness.”  
 
51. Although country ownership is a common phrase, it is not well defined. Elements of 
strong country ownership include (i) selection of strategies, reforms, sectors, and projects that 
are aligned with government priorities; (ii) clear allocation of responsibility at the executing 
agency level to plan and implement projects and to mobilize substantial counterpart funding 
before a decision is made to borrow; (iii) feasibility studies prepared by the executing agency, 
which are independently checked by central government agencies; (iv) a requirement for local 
environmental protection bureaus to sign off on domestically prepared environmental impact 
assessments; (v) resettlement plans prepared prior to loan approval with the necessary funds 
included in the project cost estimate; (vi) a proven ability to mobilize the necessary counterpart 
funding; and (vii) executing agencies that are adequately staffed by competent professionals. 
 
52. Evaluation results demonstrate that project success varies significantly by country (Table 
2 and Appendix 2). In most, but not all countries, project performance in the 1990s was better 
than in the 1980s. This suggests that there has been a general increase in absorptive capacity 
in many DMCs as development has taken place in the Asia and Pacific region. Country factors, 
such as economic performance, development priorities, quality of governance, and strength of 
institutions contribute to the likelihood of ADB-funded projects being successful. These findings 
confirm that ADB should carefully assess country capabilities and tailor its actions accordingly. 
The finding that performance varies by country confirms the importance to country-focused 
operations. To date, ADB policies have been applied uniformly to all countries, despite clear 
differences in portfolio performance and borrower capacity. ADB has recognized that it will be 
more efficient, reduce transaction costs, and likely improve results on the ground by delegating 
more authority and accountability to the stronger DMCs. Work on this agenda is currently 
underway in the middle-income country partnership and framework14 and the innovation and 
efficiency initiative.15 The increased use of country systems is endorsed in the 2006–2008 
planning directions.  

                                                 
14 The objectives of ADB’s work on Enhancing the Partnership Framework with OCR and Middle Income Countries 

are to (i) update ADB’s partnership framework to be a more relevant, responsive, and effective development 
partner; (ii) capture demand and analyze mismatches; and (iii) recommend action plans towards new business 
model for OCR operations including operational principles, approaches, modalities, instruments, resource 
management, and institutional set-up. 

15 The mandate of the Innovation and Efficiency Initiative (IEI) is to focus on the removal of bottlenecks in ADB’s 
business model. This responds to growing calls by DMCs for ADB to change the way it does business. IEI is one of 
the core initiatives under ADB’s reform agenda, which aims to enhance its organizational effectiveness. 
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Table 2: Project Performance by Country/Region 

Number of Projects, by Year of Approval Proportion of Projects Rated Successful (%)
Country
Thailand 24 14 18 56 87.5 85.7 100.0 91.1
Mongolia and Central Asian Republics 15 15 86.7 86.7
Maldives 4 2 6 75.0 100.0 83.3
China, People's Republic of 6 46 52 66.7 80.4 78.8
Bhutan 4 3 7 50.0 100.0 71.4
Indochinaa 13 12 29 54 30.8 75.0 82.8 68.5
India 10 13 23 70.0 61.5 65.2
Malaysia 23 21 7 51 56.5 61.9 85.7 62.7
Indonesia 39 53 45 137 59.0 60.4 66.7 62.0
Bangladesh 21 29 26 76 23.8 65.5 84.6 60.5
Nepal 16 28 14 58 81.3 46.4 57.1 58.6
Sri Lanka 12 22 19 53 41.7 54.5 68.4 56.6
Pakistan 25 52 26 103 56.0 59.6 50.0 56.3
Pacific DMCs 20 27 21 68 55.0 40.7 57.1 50.0
Philippines 33 29 23 85 51.5 37.9 60.9 49.4
Papua New Guinea 8 12 9 29 37.5 41.7 22.2 34.5

Graduated Economies 47 10 57 85.1 90.0 86.0

                  Total 281 333 316 930 60.1 58.0 71.2 63.1
a  Cambodia, Lao PDR, Myanmar, and Viet Nam.

1970s 1980s 1990-96 Total 1970s 1980s 1990-96 Total

 
 

53. ADB’s organizational structure has changed over the years and current organizational 
units were created in 2002. To facilitate the learning of the regional departments about the past 
performance of the portfolios in their client countries, the data in Table 2 were analyzed by 
regional department.  
 
54. ADB’s assistance to East and Central Asia covers the PRC, Mongolia, and the Central 
Asian republics. By the end of 1996 total project lending amounted to $7.0 billion for 77 projects, 
most of which were approved in the 1990s. Lending to the PRC dominated ADB operations in 
this region—$6.3 billion (89%) for 56 projects (73%). The remainder was for projects in 
Kazakhstan, Kyrgyz Republic, Mongolia, and Uzbekistan. Sixty-seven projects have been 
evaluated, involving loans totaling $5.8 billion (87% of approved projects and 82% of the total 
loan amount). Based on evaluation results, projects in this region have a high probability of 
success. The few projects evaluated so far in Kyrgyz Republic (3) and Uzbekistan (1) were 
rated successful. The success rate for Mongolia was 88%; PRC, 79%; and Kazakhstan, 67%. 
Most of the partly successful/unsuccessful projects in the PRC were ADB’s first interventions in 
the concerned sector. As the PRC gained more experience with ADB and ADB developed more 
country experience, project performance improved as reflected in the higher probability of 
success for projects approved in the 1990s than for those approved in the 1980s. This good 
performance reflects the high rates of success for energy (92%) and transport and 
communications (89%) projects. These sectors accounted for 60% of the evaluated projects.  
 
55.  By the end of 1996, 161 projects were approved in the Mekong region,16 totaling $6.1 
billion. Of these, 110 projects (68% of the total) with a total disbursed amount of $3.9 billion 
(64% of the total) have been evaluated and rated. The aggregate performance of projects in the 
Mekong region improved over the review period, with a 68% success rate in the 1970s, 81% in 
the 1980s, and 89% in the 1990s. The good track record of the Mekong region was mainly due 

                                                 
16  Including Cambodia, Lao PDR, Myanmar, Thailand, and Viet Nam. Yunnan Province of the PRC is also part of the 

Greater Mekong Subregion. However, for the purpose of this analysis, projects in Yunnan Province are included in 
the success ratings for the PRC. 
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to excellent performance of projects in Thailand (which comprised about half the total number of 
projects evaluated in the region), which had high rates of success for projects approved in the 
1970s (88%), 1980s (86%), and 1990s (100%). Contributing factors included adequate project 
preparation, strong institutional capability (well-designed organizational structures, staff 
strength, and efficient operational systems and procedures), commitment of the executing 
agencies to the project, and firm government support. The good performance of road (100% 
successful) and energy (88%) projects of the Lao People’s Democratic Republic (Lao PDR) also 
contributed to the high rate of success for the region.  
 
56. The South Asia region comprises Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, 
and Sri Lanka. The South Asian portfolio was ADB’s largest regional portfolio up to 1996, 
accounting for 34% of total approved projects and 38% of total approved amount. During that 
period, 422 projects with loans amounting to $23 billion were provided to the region. Of the 422 
projects, 326 (77%), with an aggregate loan amount of $14.1 billion, have been evaluated and 
rated. Aggregate performance ratings for the region improved over time, from a success rate of 
50% for projects approved in the 1970s, to 58% in the 1980s, and 67% in the 1990s. The 
performance of projects in the DMCs within the region varied. Five DMCs showed 
improvements over time (Bangladesh, from 66% in the 1980s to 85% in the 1990s; Sri Lanka, 
from 55% to 68%; Nepal, from 46% to 57%; Maldives, from 75% to 100%; and Bhutan, from 
50% to 100%). The improved project performance in those DMCs was mainly due to better 
performance of energy, social infrastructure, and transport projects. In contrast, the probability 
of project success in India and Pakistan declined over time. In India, the success rate dropped 
from 70% for approvals in the 1980s to 62% in the 1990s, mainly due to the performance of 
transport and communications projects. For Pakistan, the decline in success rate from 60% for 
1980 approvals to 50% for 1990 approvals reflects the weaker performance of energy and 
social infrastructure projects.  
 
57. The Southeast Asia region, (Indonesia, Malaysia, and the Philippines) is ADB’s second 
largest regional portfolio with loans totaling $20.5 billion for 367 projects approved to the end of 
1996. Indonesia accounted for half of these projects and 63% of the total loan amount. 
Evaluated and rated projects total 273 (74% of the 367) with a total disbursed amount of $11.5 
billion. The agriculture sector dominated assistance to the region. The success rate for 
agriculture projects was a low 40%. This contributed to the overall 58% project success rate for 
Southeast Asia, the second lowest probability of success among ADB’s regions. Both Indonesia 
and Malaysia showed improvements in project performance over time, albeit slightly in the case 
of the former. The success rate in the Philippines fell from 52% for projects approved in the 
1970s to 38% for those approved in the 1980s, rising to 61% for projects approved in the 1990s. 
The weaker performance of the Philippine projects in the 1980s reflects design deficiencies, 
lack of institutional capacity, inadequate budget allocations, and macroeconomic and political 
instability. 
 
58. Up to the end of 1996, ADB approved 119 projects amounting to $936.8 million for 10 
Pacific DMCs. One third of the projects, accounting for about a half of total lending, were in 
Papua New Guinea. Of the 119 Pacific projects, 97 (82%) with total disbursed amount of $664.6 
million have been evaluated and rated. Pacific projects had an aggregate 45% success rating,17  
the lowest among ADB’s five regions. The success rate for PNG projects was 35% while it was 
higher (50%) for the other Pacific DMCs. ADB’s Pacific projects were most successful in the 
1970s when half were rated successful. Overall, performance deteriorated for projects approved 

                                                 
17 TA is also an important part of ADB’s operations in the Pacific. However, only 33% of the TAs evaluated by OED 

were rated successful. 
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in the 1980s and then improved slightly in the 1990s. However, the probability of project 
success is not uniform in ADB’s Pacific portfolio. Project success rating in PNG in the 1990s 
deteriorated to 22%, much lower than the 57% probability of success achieved in the Pacific 
Island countries. Political instability, governance issues—including corruption, institutional 
weaknesses, shortages of qualified personnel, and poor performance of public enterprises—and 
long distances from major markets compound the development challenges in the Pacific region. 
The overall conclusion is that PNG is not getting benefits from ADB projects that are 
commensurate with the cost of the debt being incurred.  
 
59. ADB needs to develop ways to improve development results in the Pacific region, 
especially in PNG. This is particularly important, given the provision in the charter requiring ADB 
to pay special attention to small, vulnerable economies and the special provisions for the Pacific 
region in the performance-based allocation system for ADF resources. ADB has taken steps 
designed to improve the effectiveness of its Pacific operations. The objectives of ADB’s first 
Pacific strategy, adopted in 2004, are to (i) support an environment conducive for the private 
sector, (ii) enhance the supply of and demand for good basic services, and (iii) promote 
effective development. The individual country strategies are expected to have a strong focus on 
governance. Also, steps are being taken to be more selective in lending and focused on sectors 
that can show results. ADB’s presence in the Pacific region has been strengthened with the 
opening of the South Pacific Subregional office in the Fiji Islands, the Papua New Guinea 
Resident Mission in 2004, and the Pacific Liaison and Coordination Office in Sydney in 2005. 
The impact of these steps on the future quality of ADB’s portfolio in the Pacific region remains to 
be seen.  
 
D. Interaction of Sector and Country on Project Quality 

60. Both sector and country have an important bearing on the probability of project success. 
Figure 2 compares the overall probability of project success in a country and the proportion of 
infrastructure and agriculture projects in the portfolio. Although there are some exceptions, the 
countries in which the portfolio is dominated by infrastructure are more likely to have higher 
success ratings than are countries with a larger share of agriculture projects in the portfolio. A 
more detailed comparison of project success by country and sector is given in Appendix 3. 
  
61. In nearly all countries, the success rate of agriculture projects was below the average 
success rate for the country. There were only three countries where the probability of project 
success for agriculture was higher than the country average (Bangladesh, Pakistan, and Papua 
New Guinea). In only two countries (Thailand and Bangladesh) did the success rate for 
agriculture projects exceed 60%.18 The success rate of the agriculture portfolio was 35% or less 
in many countries (e.g., graduated economies, Indochina, Indonesia, Pacific Islands, and Sri 
Lanka). These findings indicate that the problems in ADB’s agriculture portfolio are widespread. 
Problems in the agriculture sector have been experienced even in countries that have strong aid 
management systems and whose economies have performed well (e.g., graduated economies). 
 
62. Infrastructure projects performed well in all countries. The probability or success for 
infrastructure projects typically exceeded 80%. The only exceptions were Bangladesh (71%), 
India (59%), Malaysia (69%), Papua New Guinea (56%), and the Philippines (64%). 
Infrastructure projects were likely to be successful even in countries with weaker institutions and 
economies. In no country was the probability of success of infrastructure projects less than 
50%. 

                                                 
18  Only one agriculture project in Bhutan has been evaluated; it was rated as successful.  
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Figure 2: Country Performance and Sector Dominance in the Lending Program 

            (Based on the Evaluation of Projects Approved up to 1996) 
 

Proportion of Agriculture Projects in the Portfolio and Overall Project 
Success Rates by Country
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63. The performance of social infrastructure projects varied across countries. The success 
rate was close to or higher than 60% in most countries. The exceptions were countries where 
the success rate of social sector projects was 35% or lower (Pakistan, Papua New Guinea, and 
Philippines).  
 

CARs = Central Asian republics. 
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64. Project performance in the financial sector (i.e., DFI lines of credit; program loans are 
excluded from this analysis) also varied across countries. In some countries, success rates 
exceeded 60% (PRC, graduated economies, India, Sri Lanka, and Thailand). However, the 
probability of lines of credit being successful was below 35% in Bangladesh, Bhutan, Indonesia, 
Pacific Islands, Papua New Guinea, Pakistan, and Philippines.  
 
65. The 2006–2008 planning directions state that in the interest of quality, ADB will sharpen 
the focus of the lending and nonlending assistance program. As a general principle, ADB should 
prioritize operational areas where it is the principal agency. “Past performance should also be 
the main criteria, with priority given to sectors where ADB has been most successful” (under 
scoring added). OED results can help to identify the areas where ADB has been most and least 
successful. An example is provided in Table 3. The following four-point rating system was used 
to classify sectoral performance by country: 
 

(i) Highly Satisfactory. The probability of project success is 70% or greater; ADB 
should increase the relative share of lending in these sectors, subject to 
agreement from the DMC that these sectors remain a priority for ADB 
involvement. 

(ii) Satisfactory. The probability of project success is 50–69%; ADB should continue 
to be involved in these sectors, subject to agreement from the DMC that this 
sector remains a development priority for ADB involvement and the identification 
of steps to improve the likelihood of project success. 

(iii) Partly Satisfactory. The project success rate is 35–49%; ADB should consider 
reducing its operations in these sectors and only remain engaged if there is a 
strong request from the DMC and clear plans are developed to improve project 
performance. 

(iv) Unsatisfactory. The project success rate is less than 35%; ADB should consider 
exiting from these sectors because the desired development results are not 
being achieved. 

 
Table 3: Project Success By Sector and Country 

 
Country Agriculture Infrastructure Social 

Infrastructure 
Finance 

Bangladesh Satisfactory Satisfactory Satisfactory Unsatisfactory 
PRC Partly Satisfactory Highly Satisfactory Highly Satisfactory Highly Satisfactory 
India – Satisfactory Highly Satisfactory Satisfactory 
Indochina Unsatisfactory Highly Satisfactory Satisfactory – 
Indonesia Unsatisfactory Highly Satisfactory Highly Satisfactory Unsatisfactorya 
Mongolia/CARs Satisfactorya Highly Satisfactory Highly Satisfactorya – 
Nepal Satisfactory Highly Satisfactory Satisfactory – 
Pacific Islands Unsatisfactory Highly Satisfactory Satisfactory Unsatisfactory 
Pakistan Satisfactory Highly Satisfactory Unsatisfactory Unsatisfactory 
PNG Partly Satisfactory Satisfactory Unsatisfactory Unsatisfactorya 
Philippines Partly Satisfactory Satisfactory Partly Satisfactory Unsatisfactory 
Sri Lanka Unsatisfactory Highly Satisfactory Highly Satisfactory Highly Satisfactory 
Thailand Highly Satisfactory Highly Satisfactory Highly Satisfactory Highly Satisfactorya

CARs = Central Asian republics; PNG = Papua New Guinea. 
“a” means rating is based on 4 or fewer projects. 
“—“ means no projects were rated in this sector. 
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66. Including such a summary in CSPs and CAPEs would help to structure discussions on 
prioritizing sectors in formulating future country strategies. OED recognizes that its project 
evaluation results are not the only factor that would be considered in determining the sectors in 
which ADB should be involved in a particular country. Other important factors to consider 
include DMC priorities, the current development context, the role of other development partners 
and the private sector, and the performance of the ongoing portfolio. If CSPs select sectors in 
which performance has been poor, the previous sector performance should be discussed in the 
CSP in a transparent manner and there should be clear evidence that the lessons of experience 
have been used to develop explicit measures to improve performance. The absorptive capacity 
of individual sectors is limited, even in medium-sized countries. The number of sectors that ADB 
is engaged in will be partly determined by the size of the lending program for a country. OED 
findings suggest that development results are improved if (i) ADB’s operations are consistent 
with the development priorities of the country; (ii) ADB is engaged in the sector over a long 
period of time; and (iii) ADB has appropriate expertise in the resident mission to support 
operations in the sector. 
 
E. Comparing Ex-post and Ex-ante EIRRs 

67. The following analysis is based on projects that were approved before 1996. During this 
period, the economic internal rate of return (EIRR) was a key determinant of whether or not 
ADB would support a project. For a project to be worthy of ADB support, the EIRR should equal 
or exceed the economic opportunity cost of capital for the borrowing country. ADB has set this 
at 12%. If properly done, ex-ante economic analysis can contribute to good project selection 
and design and, ultimately, achieving development results.  
 
68. For those projects for which suitable methodologies exist, the EIRR is calculated during 
project preparation to provide insights as to whether the investment resources will be used 
economically, efficiently, and sustainably. The EIRR is re-estimated in the project completion 
report (PCR) and project/program performance audit report (PPAR) based on actual costs and 
revised estimates of benefits and operating costs. Comparing the ex-ante and ex-post EIRRs is 
one measure of changed expectations for the project in the light of implementation experience 
and changed circumstances. Nevertheless, the ex-post EIRR remains a projection because the 
economic life of a project is usually 20–25 years. 
 
69. An analysis of 284 evaluated projects, for which EIRRs were calculated both at appraisal 
and in the PPAR, shows that 25% had ex-post EIRRs above, and 75% below, appraisal 
estimates. The extent of the variance between the appraisal and ex-post EIRRs is illustrated in 
Figure 3. Overoptimistic estimation of benefits at appraisal was the most common reason for 
lower EIRRs after project completion, although differences in the cost estimates also affected 
some ex-post EIRRs. Thus, if this situation prevails, 3 of every 4 ex-post EIRRs on average will 
be lower than the estimate prepared when the project is presented to the Board for approval. 
ADB should adopt more realistic assumptions, grounded in the lessons learned in previous 
projects, to reduce the risk that ADB-supported projects do not achieve the expected 
development results.  
 
70. The variance between ex-post and ex-ante EIRRs was examined over time to see 
whether the gap was narrowing. About 44% of the projects approved in the 1990s had ex-post 
EIRRs more than 20% below the appraisal estimates and 33% had better than expected ex-post 
EIRRs. Although this is a better outcome than in the 1970s and 1980s, there remains 
considerable room for ADB to sharpen its project economic analysis. 
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Figure 3:  Ex-Ante and Ex-Post EIRRs
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71. OED uses the following cut-off points to categorize ex-post EIRRs:19 (i) highly efficient 
(EIRR exceeds 18%), efficient (EIRR between 12% and 18%), less efficient (EIRR between 6% 
and 12%); and inefficient (EIRR below 6%). Based on OED findings, 32% of the projects had 
highly efficient ex-post EIRRs (compared with 62% at appraisal), 26% had efficient ex-post 
EIRRs (36% at appraisal), 28% less efficient ex-post EIRRs (2% at appraisal) and 14% 
inefficient ex-post EIRRs. Of the 284 ex-ante EIRRs that were classified, 8% were upgraded in 
the PPAR/PCR, 35% were retained, and 57% were downgraded (Table 4). The EIRRs for 42% 
of the projects were below 12%. Most of these projects would not have been presented to 
ADB’s Board if the documents included EIRRs below 12%.20  
 
72. For projects approved in 1996 or before, EIRRs were generally calculated in the 
agriculture, energy, and transport and communications sectors. Agriculture projects, as a rule 
rather than as an exception, had lower than expected EIRRs—90% of the 118 agriculture 
projects had lower ex-post than ex-ante EIRRs. This raises questions about the rationale and 
scale of agriculture projects supported by ADB. The relatively low rates of returns reflected over-
optimistic expectations, lower incremental production levels than anticipated (due to lower 
yields, lower cropping intensity, underestimated without project, etc.), lower commodity prices 
than expected, and time and cost overruns. In the energy sector, 61% of the 66 energy projects 
had ex-post EIRRs below the appraisal estimates, largely due to differences between forecast 
and actual incremental loads and lower unit benefits than expected. In the transport sector, 59% 
of the 81 evaluated projects had lower ex-post EIRRs largely because of lower-than-expected 
traffic levels.  
 
73. In the projects that have been evaluated, EIRRs were not commonly calculated for 
health, education, or water supply projects. Recently, ADB has made increasing use of 
economic analysis in the health, education, and water supply sectors. ADB adopted guidelines 
                                                 
19  This classification is still a work in progress and will be finalized when the PPAR guidelines are revised in 2005. 
20 Projects with an EIRR of 10–12% are acceptable if additional unvalued benefits can be demonstrated, and where 

they are expected to exceed unvalued costs. Source: ADB. 1997. Guidelines for the Economic Analysis of Project. 
Manila. 
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for the economic analysis of health projects in 200021 and since 2001, these projects have 
included least-cost analysis and/or calculation of an EIRR. The methodology for estimating 
EIRRs for water supply projects was established in 1998.22 EIRRs were calculated for 21 of the 
25 water-related projects approved in 2000–2004.23 There has been increasing use of least-cost 
analysis and calculation of EIRRs in the education sector also.24 The increased use of economic 
analysis is a welcome improvement in ADB’s project analysis.  
 

Table 4: Classification of EIRRs (Number of Projects) 

Ex-ante EIRRs Total

Ex-post EIRRs
Highly Efficient 70 20 90 31.7
Efficient 44 27 4 75 26.4
Less Efficient 44 35 1 80 28.2
Inefficient 17 20 2 39 13.7

Total 175 102 7 284
% 61.6 35.9 2.5

EIRR = economic internal rate of return.

Upgraded Retained Downgraded

% of Projects for which classification of ex-ante EIRRs :
     Upgraded at Ex-post 8.5
     Retained 34.5
     Downgraded 57.0

%Highly
Efficient Efficient

Less
Efficient

Number

 
 

74. ADB has taken steps to strengthen the economic analysis of projects since 1996. 
Revised Guidelines on the Economic Analysis of Projects, which are more comprehensive and 
sophisticated than their predecessors, were published in 1997. Since the late 1990s, there has 
been more intensive interaction and support given to operations departments by ERD and a 
more rigorous review of the economic analysis in project documents.  
 
75. During the past few years, ERD has emphasized that economic analysis begins at the 
first stages of project identification, and continues during country strategy studies and 
programming, and throughout the project cycle.25 A better understanding is needed of an 
economy’s overall performance and outlook and how macroeconomic factors may affect project 
performance. Sounder country and sector analysis should provide a better understanding of the 
rationale for ADB’s assistance. A broader approach to economic analysis should result in better 
project selection and design and more robust EIRRs. 

                                                 
21  ADB. 2000. Handbook for the Economic Analysis of Health Sector Projects. Manila. 
22 ADB. 1998. Guidelines for the Economic Analysis of Water Supply Projects. Manila 
23  Because of their nature, OED did not believe that it was necessary to calculate EIRRs for the remaining four 

projects. 
24 OED believes that it is possible to estimate EIRRs for many education projects. See ADB. 2004. Project 

Performance Audit Report on the Education Development in the Cook Islands. Manila; and ADB. 2004. Project 
Performance Audit Report on the Secondary Education Development in Nepal. Manila. 

25 Economic analysis should cover 10 areas: (i) assess the macroeconomic context; (ii) assess the sector context; (iii) 
assess the demand; (iv) identify the economic rationale; (v) identify project alternatives; (vi) identify and compare 
benefits and costs; (vii) assess financial and institutional sustainability; (viii) undertake distribution analysis; (ix) 
undertake sensitivity and risk analysis; and (x) establish a project performance monitoring system. 



 

 

24 

 
76. ERD’s two retrospective analyses,26 based on an assessment of 2002 and 2003 
projects, indicate that some of the problems identified in evaluation reports remain issues. 
Based on OED’s comparison of ex-post and ex-ante EIRRS, comments can be offered on two 
areas identified by ERD where improvements are needed: sensitivity testing and demand 
estimates.  
 

a. Sensitivity Testing 

77. Because all forecasts are subject to risk and uncertainty, sensitivity analysis is routinely 
undertaken to show the impact on changes in various factors on the EIRR.27 Typically, the 
sensitivity analysis examines the impact of a fall in benefits by 10%, a 10% cost increase, a 
one-year delay, and a combination of these three factors. For most projects that OED has 
reviewed, the sensitivity analysis was largely proforma and did not significantly contribute to 
decision making. Generally, such testing is undertaken during the last phases of project 
processing and is not used as a tool to identify ways to improve the project design or identify the 
need for risk mitigation measures to be built into the project design. The parameters used for 
the sensitivity analysis do not reflect the variations that have occurred in similar projects. 
Evaluation findings and actual experience in ongoing and completed projects should be used to 
establish the parameters for the sensitivity testing. As an example, the following parameters 
were derived from the evaluation results for projects approved in the 1990s. 
 

(i) Reduce Benefits by 20% and 30%. More than 44% of the ex-post EIRRs were 
more than 20% below the ex-ante EIRR. The major reason was that benefits were 
lower than anticipated. 

(ii) Increase Costs by 10%. Cost overruns have not been a problem for projects 
approved in the 1990s or later. However, with the rising energy costs and increasing 
commodity prices, this may change in the future. 

(iii) Two-year delays. 32% percent of projects were delayed by more than two years. 
 
78. ERD’s analysis found that while there are some examples of good practice, sensitivity 
analysis typically continues to be mechanical, does not draw on evaluation findings, and does 
not lead to a good understanding of the robustness of the economic viability of the project. The 
key parameters that might affect project outcomes are often not covered in the sensitivity 
analysis. In OED’s opinion, the best option to strengthen sensitivity testing would involve (i) 
explicitly using the lessons of experience of similar projects to develop realistic ranges of 
changes in key parameters; (ii) identifying project-specific factors that are likely to have a major 
impact on the EIRR if assumptions do not turn out to be correct—this will help to identify 
variables that should be built into the assumptions-and-risk column in the design and monitoring 
framework and monitored during implementation; and (iii) undertaking sensitivity testing early in 
the project cycle so that risk-mitigation measures can be built into the project design. If it is not 
possible do better sensitivity testing along these lines, at the very least the parameters used in 
the mechanical application of sensitivity analysis should be changed to reflect actual variations 
derived from evaluation results of the type given above. 
 

                                                 
26 Economic Analysis in 2002: A Retrospective and Economic Analysis Retrospective: 2003 Update prepared by 

Economics and Research Department, presented specific recommendations for improving the content and conduct 
of project economic analysis. 

27  Methodologies are available to apply risk analysis to analyze the probability of various project outcomes. Although 
some more recent projects have incorporated risk analysis, it is not widely used in ADB.  
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b. Demand Estimates 

79. Demand estimates are used to determine the optimal scale of projects and provide an 
important input into the quantification of the benefit stream. Preparing the demand forecasts is a 
difficult and complex task. Demand forecasts depend on the sector and country context, the 
location of the project, economic growth, population, income, and elasticities. For example, the 
methodology used to estimate the demand for electricity, water and transport all require long-
term forecasts of GDP, income, and population. OED’s review found that an overestimate of 
demand and the benefit stream is usually the most important reason for the lower than expected 
ex-post EIRRs. ERD’s retrospective analysis found that there are continuing weaknesses in the 
approaches that are used to estimate demand for ADB-supported projects. A major weakness in 
estimating demand identified by ERD was that inadequate attention has been paid to the likely 
impact of future changes in relative prices.  
 
80. The projects that ADB finances typically take five or more years to implement and have 
an operational life of 20–25 years. While most countries prepare forecasts to underpin their five-
year development plans, these forecasts sometimes turn out to be too optimistic. Independent, 
long-term forecasts are not prepared by ADB and are not readily available from commercial 
sources for many countries. It is left to individual project teams and consultants working on 
feasibility studies to develop the long-term forecasts that underpin the EIRR calculations. Similar 
variables are forecast independently in feasibility studies for different projects in the same 
country. There is merit in standardizing the forecasts of common variables across sectors and 
projects.  
 
81. Long-term economic forecasts are important for many reasons, particularly for preparing 
forward-looking country strategies and undertaking sector and policy work, in addition to project 
identification and justification. ADB needs to determine how to fill the void in long-term 
forecasts. Project economists in sector divisions are sector specialists. Country economists, 
supported by ERD, should play the leading role developing long-term forecasts. This could 
represent a partnership opportunity for ADB. ADB could network with academic and research 
institutions in DMCs and international organizations in collaborating on economic forecasting. 
OED recognizes that there are resource implications associated with this suggestion. As a first 
step, two countries could be selected as pilot projects to test methodologies for standard long-
term economic forecasts to underpin country strategy and programming and project economic 
analysis. 
 
F. Potential Risks to Continued Improvement in Project Quality 

82. Each year, OED prepares a companion report, the Annual Report on Loan and 
Technical Assistance Portfolio Performance. The 2004 report analyzes the performance of the 
ongoing portfolio from 1995 to 2004. That report identifies some potential risks to the continued 
improvement in project performance. Whether these risks actually materialize in terms of a 
lower likelihood of project success will not be fully known until the PPARs for ongoing projects 
have been completed. However, a prudent manager, particularly an organization focused on 
development effectiveness, should identify potential risks and take action to mitigate the risks. 
OED has identified two factors that may adversely affect the present trend of improving project 
quality: (i) excessive bunching since 2000; and (ii) weaknesses in loan administration. 
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a. Bunching 

83. The term “bunching” is used in ADB to reflect a disproportionate number of loan 
approvals toward the end of the year. Although bunching has existed since ADB began 
operations, the situation became significantly worse after 2000. In every year since 2000, more 
than 70% of public sector loans were approved in the fourth quarter.28 The situation is 
particularly acute in December, a month when the Board only meets for about three weeks.29 
The proportion of annual approvals that take place in December has exceeded 40% since 2001 
and was 51% in 2003 and 48% in 2004. Prior to 2000, bunching of approvals in December 
declined over time from 35% of total approved loans in the 1970s to 30% in the 1980s and 22% 
in the 1990s. In 2003, the entire Indonesian lending program of $262 million was approved on a 
no-objection basis on the last Board meeting of the year. In 2004, one major borrower 
complained in writing that they were being asked to come for loan negotiations before they were 
ready because ADB was overly concerned with meeting lending targets.  
 
84. OED undertook a statistical analysis to determine whether a relationship existed 
between the quarter of approval and the probability of success of projects/programs using the 
chi-squared test (Appendix 4). The analysis compared the success ratings reported in PPARs 
and PCRs for projects approved in each quarter.30 The results showed that there was no 
statistically significant relationship between the quarter of approval and the likelihood of success 
for projects/programs approved during the 1970s and the 1980s. However, there was a 
statistically significant relationship at the 5% level for projects approved in the 1990s: projects 
approved in the second and third quarters were more likely to be successful than those 
approved in the first and fourth quarters.  
 
85. There is some additional evidence that there may be a relationship between the quarter 
of approval and the probability of project success. In 2004, ERD, at the request of the Central 
Operations Services Office, examined active projects that were approved in 1996–2001 to 
determine whether projects approved during the last quarter of the year were more likely than 
others to be at risk.31 The analysis found that there was a relationship, significant at the 10% 
level, between fourth quarter approvals and at-risk projects.32 Other conclusions reached in that 
analysis were: (i) the average time from approval to loan effectiveness was shorter for projects 
approved in the first three quarters of the year (6.9 months) than for those approved in the 
fourth quarter (9.0 months); and (ii) the time from approval to first disbursement (9.8 months) for 

                                                 
28 The proportion of fourth quarter approvals in ADB in 2004, 71%, was significantly higher than for the World Bank 

(44%), African Development Bank (51%), European Investment Bank (54%), and the Inter-American Development 
Bank (35%). 

29  Although bunching was an issue for private sector operations in 2003, it was not a problem in 2004 when only 7% 
of private sector projects were considered by the Board in December. 

30  This analysis resulted in considerable discussion during the preparation of this report. The ERD noted that the chi-
squared test is not a test of the direction of causality and undertook some additional analysis. The key difference 
between the OED and ERD analysis is that ERD does not believe that it is appropriate to mix PCR and PPAR 
ratings. Because of ERD’s concern, OED examined the consistency between PCR and PPAR ratings for projects 
that have both. This analysis is reported in Chapter V. While there was an upward bias in the rating for PCRs 
prepared in 1995–1999, PPAR and PCR ratings converged for PCRs prepared after 2000 and there was no 
upward or downward bias in the PCR ratings. Based on these results, OED believes that it is appropriate to 
combine PPAR ratings and post-2000 PCR ratings for this analysis. The OED and ERD analysis are summarized 
in Appendix 4 so that readers are aware of differences of views on the statistical analysis. 

31  As defined in paragraph 6 of Project Administration Instruction Number 6.05. 
32  This is classified by ERD as a weak statistical relationship. The operational side of ADB has interpreted this to 

mean that there is no relationship between bunching and project quality. OED believes that the possibility of such a 
relationship should not be dismissed and that it would be prudent to take steps to mitigate a potential problem, 
particularly because bunching has become so much worse since 2000. 
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projects approved in the first three quarters was shorter than the 13.3 months for fourth-quarter 
approvals.33 Analysis of the ongoing portfolio contained in the Annual Report on Loan and 
Technical Assistance Portfolio Performance 2004 shows that the average number of days 
required to make a loan effective increased by 44% from 183 days in 1995 to 263 days in 2004. 
Taken together, these findings suggest that loans are being brought to the Board prematurely. 
 
86. In the 1990s, ADB used administrative measures to address bunching (e.g., requiring 
management review meetings to be completed in May and limiting the number of slots for Board 
consideration in the fourth quarter). Neither proved to be sustainable. Also, the fact that there 
may be a risk that projects approved during the first quarter in 1990s do not perform as well as 
projects approved in the second and third quarter suggests that the issue goes beyond simple 
administrative measures to delay Board consideration to the first quarter. 
 
87. The determinants of a project’s success or failure are many and complex. Sector and 
country characteristics are more strongly related to project quality than quarter of approval.34 
Other factors that influence project success include the economic environment in which the 
project is being implemented, the policy environment, and the strength of the executing agency. 
Nevertheless, there is some information to suggest that there may be a relationship between 
bunching and project quality. A prudent management should mitigate this potential risk by taking 
corrective action to reduce bunching. 
 
88. Given the excessive bunching and the increasing time required to make loans effective, 
OED concludes that staff are getting mixed messages about whether approval during a 
particular calendar year is more important than achieving results. This is not appropriate for an 
organization focused on managing for development results. One of the issues highlighted by 
donors during the ADF IX replenishment discussions was the need to develop a merit-based 
culture35 and to reorient the current incentive structure. While growth in lending volumes is 
important, current staff incentives are overly weighted toward new lending approvals. The staff 
incentives need to give more weight to good project administration and achieving development 
outcomes.  
 
89. While inherent in ADB’s annual planning and budgeting cycle, bunching is symptomatic 
of deep institutional issues in ADB. ADB works on a calendar year, work plans are based on a 
calendar year, and annual performance reviews and salary increases are based on 
accomplishments during a calendar year. The new performance management system requires 
senior staff to more rigorously monitor the delivery of the approved work plan and reward staff 
accordingly. A general axiom is “what gets measured is what gets done”. It is far easier to 
measure the delivery of outputs, i.e., loan approvals, than to measure quality.  
 
90. ADB is undertaking initiatives designed to address the bunching problem: (i) the new 
staff performance measurement system will track expected delivery of outputs against 
schedules established at the beginning of the year; (ii) the performance-based allocation system 
was revised to allocate ADF resources over a two-year period rather than annually, thus 
reducing the “use it or lose it” incentive; (iii) the use of conditionalities related to loan signing and 
loan effectiveness is being reduced; (iv) work is ongoing to simplify ADB procedures, reduce 
transaction costs, increase flexibility, and to move quality assurance upstream; and (v) greater 

                                                 
33  These differences are statistically significant. 
34  See ERD’s analysis in Appendix 4. 
35 ADB. ADF IX Donor’s Report: Development Effectiveness for Poverty Reduction; June 2004, paras 15, 24, 68, and 

97. 
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alignment with country systems, procedures and cycles, and harmonization with other donors. 
Greater sector selectivity and prioritization, simplifying project design and streamlining project 
goals, streamlining TA processing, moving to multiple year resource allocations, strengthening 
knowledge management and sharing staff more flexibly between departments might also 
contribute to reducing bunching and improving project quality in the longer term.  
 
91. While changes in ADB’s business processes should help to reduce bunching, changing 
the incentives that govern the behavior of ADB staff is also needed to address the bunching 
problem. Changing incentives, both formal and informal, to focus on achieving development 
results rather than loan approval in a particular calendar year is a difficult and challenging task. 
For projects, quality in terms of measuring results on the ground is not clear until the PCR and 
PPAR are completed. This results in a very long feedback loop, approaching a decade, from the 
date of Board approval to the time that PCRs and PPARs are available. By that time many staff 
have moved on and senior staff and Management have retired or left ADB. This long feedback 
loop makes it difficult to reflect project quality and achieving development results in annual 
performance reviews. Typically, these performance assessments place more weight on the 
project processing and approval stages of the project cycle than on portfolio management. 
There is no linkage between the performance of completed projects and the assessment of staff 
performance and promotion decisions. Examples of some things that could be done to change 
staff incentives include (i) more rigorous use of the project-readiness filters as defined in Project 
Administration Instruction 1.01, Section C; (ii) more rigorous monitoring of project start-up 
indicators and reporting the results to Management and the Board; (iii) focusing, during staff 
performance reviews, more on loan effectiveness or the first disbursement than on loan 
approval; and (iv) exploring the feasibility of tracking the performance of projects and TAs over 
long periods of time so that the performance of projects and TAs that staff have been involved in 
processing and/or administering can be considered, in addition to other factors, when making 
personnel decisions.36 
 

b. Loan Administration 

92. The second factor that may counteract the trend in improved project quality relates to 
portfolio management and project administration. This concern reflects the analysis in the 
Annual Report on Loan and Technical Assistance Portfolio Performance December 2004. 
Project administration continues to be a secondary focus for ADB after loan processing. During 
2004, an estimated 20% of active loans were not visited by any project administration mission. 
ADB staff respond to clear leadership from Management. OED believes that ADB Management 
needs to make sure that staff understood that loan administration and portfolio management are 
as important as project processing. Although portfolio management is implicit in ADB’s agenda 
for MfDR, to date the MfDR focus has been on other areas. Deepening the work on portfolio 
management in the MfDR agenda in 2006 would be one way for Management to convey the 
appropriate messages to staff in this area. 
 
93. Portfolio performance data also raise other concerns: (i) the average time required to 
make a loan effective increased by 28% for project loans and by 45% for program loans during 
the past decade; (ii) the average extension for the 58 loans closed during 2004 was nearly 2 
years; (iii) during 2002–2004, OCR loan cancellations were the highest since 1997 at 16% of 
the net loan principal; and (iv) ADF loan cancellations were 9% of the net loan principal. These 
                                                 
36 This approach would require developing and maintaining databases to track project and TA performance over 

many years in a way that would link staff to specific loans and TAs in which they were involved. Ways would have 
to be found to normalize project performance by sector and country and to recognize that many factors that impact 
on project performance are beyond the control of staff. 
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data suggest that either unrealistic targets are being set during project preparation, or that 
project administration is less effective than it should be, or both. 
 
94. The independent panel that assessed the 2002 reorganization concluded that ADB had 
deskilled itself in the area of technical expertise and recommended that ADB should increase 
the number of technical specialists by 50. This issue raises concerns about continuity of the 
trend toward better project quality. Human resources are one of ADB’s most important assets 
and a key determinant of ADB’s ability to achieve results on the ground. This issue will be 
studied in detail by ADB in the second half of 2005. OED believes that there is a reasonable 
probability that the lack of technical expertise will be reflected in weaknesses in portfolio 
performance. ADB staff need technical expertise to interact professionally with executing 
agencies and to fully understand technical issues related to project processing and loan 
administration.  
 

III. ACHIEVING DEVELOPMENT RESULTS IN THE POWER SECTOR 

95. The economy of the Asia and Pacific region is the most dynamic in the world. Rapid 
economic growth generates a demand for substantial investments in electric power 
infrastructure and the need for skills to maintain and develop the infrastructure. ADB has played 
a major role in the development of the power sector. This chapter provides a profile of ADB 
operations in the power sector, summarizes the results of these operations, and identifies 
issues that need to be considered in future operations.  
 
96. The discussion on ADB’s future operations in the power sector was not designed to be 
comprehensive. A selective approach was adopted that drew on some of OED’s evaluation 
findings. Special attention was paid to capacity building, restructuring, competitive markets, and 
regulation because these issues are major challenges and are being addressed in many 
countries. Many other issues could have been considered (energy efficiency, efficient use of 
coal, “greenhouse” gases, emission trading, renewable energy, alternative fuels, demand 
management, and very small-scale hydropower). However, addressing these issues was 
beyond the scope of this report. 
  
A. Profile of ADB’s Power Sector Operations 

97. ADB power sector operations initially focused on providing generation facilities, gradually 
shifting to supporting transmission and distribution facilities, and finally to providing assistance 
to support the development of competitive markets, privatization, and private sector investment. 
The nature of the power sector has changed considerably during the period under review. The 
sector structure has evolved from a vertically integrated, engineering-focused, and supply-
driven sector—with governments owning the assets and setting tariffs—into a competitive 
corporate structure, focused on profitability and risk management.  
 
98. By the end of 2004, ADB had provided $21.7 billion37 to finance 265 public sector 
operations (Figure 4) and $0.6 billion to finance 16 private sector projects. The large increase in 
lending in the 1990s reflected the use of program lending to support sector reforms. In all, ADB 
supported power sector development in 15 countries. Since 2000, power sector lending has 
averaged about $800 million a year (Appendix 5). 

 

                                                 
37  Equivalent to 19.7% of cumulative ADB lending. 
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Figure 4:  Public Lending for the Power Sector

 
 
99. Sector funding trends mirror the development needs of the power sectors in the DMCs. 
Several previously large borrowers (e.g., PRC, Malaysia, and Thailand) have now developed 
their power sectors to the level where donor funds for infrastructure are no longer needed. The 
level of assistance from ADB and other funding agencies will continue to be low in such 
countries. Other DMCs have low levels of power infrastructure and low technical capacities and 
will require significant support for power sector development and capacity building. Even some 
small ADB projects had a catalytic effect in promoting the entry of other donors or private sector 
finance when the lack of such assistance would have induced inertia. The ADB projects to 
develop the Batangas Power Corporation in the Philippines, ADB’s enduring presence in 
Bangladesh, and the Theun-Hinboun hydropower project in the Lao PDR are examples where 
ADB’s presence was instrumental in catalyzing additional donor or private funds. In the Lao 
PDR, ADB has promoted regional cooperation and facilitated the sale of electricity to Thailand. 
 
B. Evaluation of ADB Power Sector Operations 

100. ADB projects have contributed significantly to increasing access to electricity, which, in 
turn, has resulted in economic and social benefits. Evaluation results indicate that the majority 
of power projects have been well targeted and have provided significant benefits. ADB projects 
have increased operational and financial efficiencies in the power sector and provided access to 
electricity in rural areas. ADB has been instrumental in promoting private sector investment in 
the power sector, thus reducing DMCs’ reliance on donor funds. The evaluations have found 
that ADB projects and TAs have been largely successful, but in some cases delays in 
implementation could have been avoided and the success rates of some projects could have 
been improved. Because power sectors across DMCs are at different stages of development, 
ADB will face a complex set of challenges in the future. 
 
101. Consistent with having poverty reduction as the overarching corporate objective, ADB 
has promoted lifeline rates38 and assistance with connection costs to improve access to 
electricity for the poor, particularly in rural areas. Evaluations found that ADB assistance has 
contributed to social and economic development in DMCs by increasing access to electricity 
and in reducing the real cost of electricity as the energy sectors have become more efficient. 
For the most part, these projects have delivered tangible results to the beneficiaries (Box 3).  

                                                 
38 Lifeline rates are subsidized rates for minimal use of electricity.  
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102. Power sector projects that addressed sector-wide management and reforms, energy 
efficiency, and conservation and TAs that supported institutional strengthening resulted in 
reduced costs of delivered electricity than would otherwise have been the case. This is an 
important measure of development results in the power sector. This assistance covered the 
following areas, all of which increased capital efficiency in the sector: (i) competitive 
procurement; (ii) reduced technical losses; (iii) improved billing and collection; and (iv) better 
management through more and timely information related to systems operation and planning, 
and financial operation (Box 4).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
103.  OED findings indicate that overall, the power sector is one of the best performing 
sectors.39 Of the 94 power projects that have been evaluated by OED, 76 (81%) were rated as 
successful or better, 16 (17%) as partly successful, and 2 (2%) as unsuccessful. Overall, power 
projects were well targeted and the desired effects were sustainable in the longer term. 
Deviations to expected EIRRs and financial internal rates of return (FIRRs) were mainly due to 
overoptimistic forecasts of demand for electricity, and revenues. Cost overruns and project 
delays also contributed to these factors (Appendix 6).  
 

                                                 
39  Overall, 61% of all ADB-financed projects that have been evaluated by OED were rated as successful or better, 

29% as partly successful, and 10% as unsuccessful. Only in two sectors (transport and energy) were more than 
80% of the projects rated as successful. 

Box 3: Positive Economic Impact of the Nam Ngum-Luang Prabang Transmission Project 
 
The Nam Ngum-Luang Prabang Transmission Lao People’s Democratic Republic project was reviewed by the 
Operations Evaluation Department in June 2002. Among the benefits observed were increased economic 
opportunities, industrial growth, and employment as well as increased rural access to electricity. Despite 
difficult terrain, which caused some delays, the project exceeded the design outcomes. In the Vang Vieng 
district, gross domestic product (GDP) growth increased from 4% to 7% per annum and real income increased 
by a factor of 5.7 during 1996–2001. Electricity availability led, for example, to the development of new metal 
furnaces, engineering works, and hotels. Noticeable increases were also observed in other industries, such as 
textiles, metal wares, building materials, and plastics. Other benefits included significant household savings 
from the conversion from kerosene to electricity, and labor savings with the increased use of household 
appliances. A small technical change in the project allowed the connection of 42 rural villages with 5,200 
households living alongside the transmission project. The road parallel to the project was sealed, allowing year 
round access between the interconnected regions. 

Box 4: Good Practices Identified by OED 
 
Some of the good practice cases identified by the Operations Evaluation Department are the Meghnaghat 
private power project and the regional electricity cooperatives (RECs) in Bangladesh, Lanka Electricity 
Company (LECO) in Sri Lanka, and the Metropolitan Electricity Authority (MEA) and Provincial Electricity 
Authority (PEA) in Thailand. Meghnaghat demonstrated good practice in the competitive selection of, and 
contracting with, an independent power producer. RECs in Bangladesh showed how well-organized 
cooperatives can function as efficient distribution agencies, even in a developing member country where 
public sector agencies in the power sector have suffered chronically from high levels of inefficiencies. LECO 
exemplifies how a public sector company can function with high efficiency when its board and management 
are made truly autonomous and freed from bureaucratic civil service regulations. MEA and PEA have 
continued to be examples of good practice in public sector power distribution management, delivering 
results comparable to the best-managed privately owned distribution companies in the world. 
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104. The success rate of evaluated power sector TAs approved after 1985 is shown in Table 
5. Success rates were lower where TA designs did not take into account the level of technical 
capabilities of the executing agency and where TAs were overly complex or ambitious. 
Successful TAs were designed on an in-depth understanding of local issues, language, and 
culture; and had early involvement of decision makers who championed the changes. 
Successful projects and TAs indicate that the executing agencies, rather than ADB staff, must 
own the TAs because these agencies implement the resulting recommendations.  
 

Table 5: Success Rates of Evaluated Technical Assistance for the Power Sector 
(1985–2004) 

   
105. An SES of the long-term assistance to the power sector in Bangladesh40 found that even 
where previously reviewed TAs did not appear to be successful, their benefits may emerge in 
the longer term. The TAs proved to be good pilot studies for future strategy development in the 
power sector, and that initial ratings of unsuccessful programs may need to be revisited.  More 
emphasis should be given to a continuous assessment of power sectors to provide better input 
for policy and policy objectives. Long-term involvement helps to develop sector road maps and 
to manage for development results. ADB has not always experienced success in its attempts to 
build capacity, a finding that extends well beyond the power sector. Where TAs or sector 
programs involve training, consultants should develop both web-based materials and/or 
materials that can be distributed in electronic form, as self-learning media. This will overcome 
many of the issues of remote access and staff turnover and also broaden the base of the 
knowledge inexpensively, as was observed in Cambodia.  
 
106. Delays in implementation of power projects were common, in some cases up to 8 years. 
Such delays incur additional costs of interest during construction, delay the delivery of benefits 
to the intended recipients, and often result in a situation of supply lagging demand. The longest 
delays occurred in transmission and distribution projects and were often associated with 
external factors (weather or terrain related); land acquisition and securing the right-of-way; and 
internal organizational factors, such as procurement procedures (Box 5).  
 

1. Compliance with Covenants 

107. There has been a high level of compliance with operational and environmental 
covenants. However, there was a lack of compliance with financial covenants (Appendix 7). 
Policy dialogue to increase efficiency, cut costs, and improve operational efficiency has been a 
challenge. Often the required decision making was beyond the capacity of executing agencies. 
ADB must do more to understand the political economy of such decisions, particularly those 
related to tariffs, and to reflect such considerations in its policy dialogue. Continued lending in 
some DMCs has supported power sector operations when the sector was being restructured 
(e.g., Bangladesh, Indonesia, and Philippines). While the outcomes were generally positive, 

                                                 
40  ADB. 2003. ADB Assistance to Bangladesh Power Sector. Manila. 

Rating 1985–1999 2000–2004 Total 

Generally Successful 7 1 8 

Partly Successful 2 2 4 

No Rating 4 0 4 

 Total 13 3 16 
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more emphasis is required to develop internationally acceptable accounting systems and to 
improve revenues (see the discussion of tariffs below).  
 

Box 5: Reasons for Delays in Power Projects 
 
• Inappropriate technology design 
• Lack of access to decision makers 
• Lack of counterpart funds 
• Too many contracts 
• Lack of contracting/project management skills 
• Long bid evaluation time  
• Representations from losing bidders 
• Lack of project ownership  
• Staff turnover 
• Financial viability of suppliers 
 

 
• Reallocation of excess funds 
• Construction delays due to weather and labor availability 
• Land and right-of-way acquisition  
• Dealing with multiple agencies 
• Lack of baseline data 
• Poor project design  
• Lack of liquidity of subcontractors 
• Lack of familiarity with Asian Development Bank 

procurement procedures 
• Flooding 
 

 
2. Macroeconomic, Social, and Environmental Benefits 

108. In the Lao PDR, ADB programs in developing hydropower to replace expensive fuel 
imports have been successful. However, caution in the application ADB’s energy policy is 
warranted where the resulting energy is more expensive than that which could be imported.41 
While foreign capital is preserved, local energy prices are increased and the energy-intensive 
sectors become less competitive internationally, resulting in less foreign exchange earnings and 
tax revenues. 
 
109. The social and environmental impacts associated with hydropower projects are of 
concern to governments, executing agencies, beneficiaries, civil society, and ADB. To assess 
some of these factors, OED undertook an SES on the Social and Environmental Impacts of 
Selected Hydropower Projects,42 the first in-depth evaluation of ADB’s safeguard measures. 
Evaluation findings have been used to improve the design of later projects (Box 6). 
 
110. Several OED reviews found that sufficient baseline information was not available to fully 
assess social and environmental impacts,43 and recommended that more in-depth studies be 
undertaken. Information is often qualitative or based on nonrepresentative population samples. 
For instance, some of the expected effects, such as the improved health provided by the 
substitution of wood by electricity, are not quantifiable and environment and social information is 
uncertain and sparse. Complex trade-offs are often required. Hydropower, as an example, 
displaces more people than coal-fired generation, and is often the subject of controversy 
because of concerns that the adverse environmental and social impacts associated with dams 
were not adequately investigated. Coal-fired plants, on the other hand, pollute the air. ADB must 
be fully aware of the potential adverse impacts of its power projects on people and the 
environment and take actions to mitigate these impacts. The adverse impacts are generally 

                                                 
41  Philippines geothermal and natural gas industries are examples of building plant that cannot compete in a pricing 

sense with less expensive electricity produced by coal-fired plants. However, both have contracted take-or-pay 
arrangements with the National Power Corporation. 

42  The report is publicly available at http://adb.org/Documents/PERs/SS-36.pdf. See Appendix 8 for a summary of 
findings and recommendations. 

43  Including, among others, reviews of: ADB. 2003. Project Performance Audit Report on Rural Electrification Project 
(Loan 1375-BHU[SF]). Manila; ADB. 2004. Project Performance Audit Report on Nam Leuk Hydropower Project 
(Loan 1456-LAO[SF]). Manila; ADB. Project Performance Audit Report on the Theun-Hinboun Hydropower Project 
(Loan 1329-LAO[SF]). Manila; ADB. 1999. Special Evaluation Study on the Social and Environmental Impacts of 
Selected Hydropower Projects. Manila. 
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associated with resettlement and environmental consequences.44 Ongoing social, economic, 
and environmental monitoring and good base data are required for this purpose. However, 
monitoring by itself will not solve these problems. It is a challenge to incorporate these 
components in infrastructure projects because organizations other than the executing agency 
are often responsible for such activities.  
 

 
C. Key Challenges for Future ADB Operations in the Power Sector  

111. There is a wide disparity across DMCs between people’s access to, and capacity to pay 
for, electricity, and the financial capability and level of skills required to develop an efficient, self-
funding power sector. Table 6 illustrates the differences in the power sectors in the region. 
While access to electricity is good in some DMCs (e.g., PRC and Mongolia), it is low in other 
countries (e.g., Cambodia and Lao PDR). In most countries, the power sector has been 
restructured to include a corporate sector, a separate regulator, and to allow private sector 
investment. The exceptions are the Lao PDR, Thailand45, and Viet Nam. ADB has supported 
sector restructuring in many countries. One of the lessons learned is that sector restructuring is 
often more complicated and takes longer than originally expected. There is no one model that is 
universally applicable to all countries. In some cases, simple forms of regulation (e.g., regulation 
by contract), fully competitive markets, or a vertically integrated and efficiently managed power 
sector (e. g., Malaysia) are appropriate. 

                                                 
44  Part of ADB’s current reform agenda is to streamline procedures, including social and environmental safeguards, 

and to move progressively toward the use of country systems to reduce the transaction cost of doing business with 
ADB. However, this does not mean that ADB will not continue to ensure that its projects are designed to mitigate 
potential adverse impacts on beneficiaries and the environment. 

45  The Thailand Cabinet approved a four-year master plan for the energy sector in May 2005. As part of this plan, a 
10% stake in the Electricity Generating Authority of Thailand will be sold on the stock market and the Metropolitan 
Electricity Authority and the Provincial Electricity Authority will be allowed to purchase electricity from private power 
plants.  

Box 6: Evaluations of Hydropower Projects 
 
The Special Evaluation Study (SES) covered hydropower projects in the People’s Republic of China, Indonesia, Lao 
People’s Democratic Republic (Lao PDR), and Malaysia. The evaluation identified positive social, economic, and 
environmental programs and interventions. The recommendations have resulted in improvements in the design and 
delivery of more sustainable social and environmental mitigation programs and the development of good baseline data 
to monitor impacts. The Asian Development Bank (ADB) now includes covenants that provide for long-term monitoring 
and ensuring continued compliance.  
 
The design of the Nam Theun 2 Hydroelectric Project, approved in 2005, reflects these recommendations, including a 
comprehensive consultation process with the local population. Studies of environmental and social effects and mitigation 
measures were well defined. With ADB assistance, the project was largely funded with private capital and the 
hydropower plant will operate as a build-operate-transfer generator. Risk sharing between the operators and Thai 
consumers, and subregional cooperation were reflected in the project design and conform to ADB’s energy sector policy. 
The hydropower plant will contribute 5% of the total revenues of the Government of the Lao PDR and is expected to 
provide significant economic benefits to the local community during the construction phase. 
 
Some nongovernment organizations oppose hydropower projects, particularly on the Mekong River. Areas of concern 
include a lack of consultation with affected people, particularly indigenous peoples; adverse impacts on ancestral lands, 
ways of life, and livelihood (e.g., farming and fishing); inadequate social assessments; problems associated with 
resettlement; and environmental issues (e.g., water flow, water quality upstream and downstream, impact on fisheries 
and biodiversity, sedimentation, and insufficient analysis of alternatives). Potential risks associated with large dam 
projects were identified in the report of the World Commission on Dams. If ADB is to support hydropower projects, social 
and environmental impacts must be thoroughly analyzed and mitigation measures built into the project design.  
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Table 6: The Power Sector in Selected Countries (2003) 

 
 Cambodia PRC Indonesia Lao PDR Mongolia Philippines Thailand Viet Nam

Households with 
Electricity, 1998 (%) 13 97 — 30 67 72 82 63 

Households with 
Electricity, 2003 (%) 17 99 55 41 90 79 84 81 

Corporatized Power 
Sector Y Y Y N Y Y N N 

Regulatory Body Y Y Y N Y Y N N 

Private Sector 
Investment Y Y Y Y Y Y Y Y 

$ GDP per Capita 323 1,091 969 358 475 994 2,238 484 

— = no data available, GDP = gross domestic product, N = no, Y = yes.  
 
112. The disparity of access to electricity and incomes among DMCs suggests that ADB will 
have a continuing role in providing assistance for a broad range of requirements, covering 
infrastructure expansion and upgrades, technical and financial management of the sector, and 
encouraging the efficient use of capital. ADB assistance will need to focus on market reforms 
and private sector participation in the more developed DMCs with good financial and 
institutional capability, and on publicly-owned power sector infrastructure and improved 
operations and maintenance in the less developed DMCs. Common to all DMCs is the need for 
unbundled tariffs that reflect the total actual time of use (TOU) costs of  “best practice” energy 
infrastructure delivery. Well designed tariffs are a prerequisite for private sector funding and for 
self-sustaining utilities and provide incentives for customers to use energy more efficiently. 
Additionally, reducing the volatility in tariffs from exchange and fuel-cost fluctuations will help 
maintain the economic benefits provided by added energy infrastructure and reforms.  
 
D. Focus for DMCs with Good Financial and Institutional Capacity 

113. Where DMCs have reasonable technical and operational skills and high levels of access 
to electricity, ADB should continue to focus on building an enabling environment to encourage 
private investment in the power sector. One of the key requirements is the development of 
independent regulation and market reforms to make the sector more competitive. Transparency 
and certainty in the process of setting tariffs, awarding franchises, and honoring contracts are 
essential parts of the enabling environment for private sector investment.  
 
114. Future ADB assistance in the power sector in these DMCs will become more complex. 
Evaluation experience suggests that relatively high levels of complexity are associated with an 
increasing risk of lower success rates and delays in implementation. The assessment highlights 
the need for ADB to provide a broad range of assistance in the future which, in turn, requires 
more diverse specialists skills in the power sector: technical expertise is required for 
infrastructure and information systems projects; financial expertise is required to develop 
appropriate revenue and funding structures; and regulatory experience is required to support 
the move to deregulated markets. ADB support for the electricity sector will require a long-term 
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commitment to DMCs46 to achieve realistic changes and to assist with the development of 
appropriate policies and sector reforms to suit the individual needs of each DMC. 
 

1. Regulation  

115. Independent regulation is a critical function in developing both competition and financial 
discipline in the power sector. Without a fully functioning and independent regulator free from 
political interference, competition is seldom optimal and private sector investors will be hesitant 
to invest. ADB should work to ensure that this function is well established prior to moving a 
power sector away from centralized control. Good regulators can assure the viability of a sector. 
Benchmarking performance with “best practice” promotes the efficient use of capital, protects 
consumers from monopoly-induced prices, and reduces the politicization of tariff setting. This 
type of regulator requires new skills, the time to develop discretionary powers, and significant 
technical and financial assistance. ADB can promote this change through continued dialogue 
with policymakers. Regulators require time to understand the role they will take in changing 
markets, and to gradually extend their discretionary powers. The new breed of regulators will 
require a significant depth of expert staff who can advise on technical and economic issues, and 
who are paid commensurate salaries. Experience has shown that institutional strengths in a 
newly created regulatory framework are generally weak, and the necessary funding may not be 
available to develop the requisite depth and independence of the human resources.  
 
116. Regulation should focus more on capital efficiency rather than a fixed return on equity or 
assets, with clear guidelines to measure efficiency of services delivered. The most effective 
regulators in developing countries follow similar models of regulation. Best practice countries 
use simple quantitative models to measure the impact of regulatory decisions on key financial 
and economic indicators for operators, users, and government. Regulators promote better 
capital efficiency through the use of incentive-based regulation that recognizes that, in the long 
run, operators (whether private or government corporations) need a minimum return to cover 
their opportunity cost of capital and to reflect the various types of risks specific to the country, 
the sector, or the projects with which they are involved. Because these variables change over 
time, regular revisions are needed to allow adjustments in the key determinants of the rate of 
return of the operator. Tariffs, subsidies, service quality, investments, and other service 
obligations are interrelated and jointly determine the rate of return. The regulator’s role is to (i) 
determine, within a regulated formula, changes in the cost of capital; and (ii) adjust the variables 
driving the rate of return to ensure that it continues to be consistent with the cost of capital.  
 

2. Market Reform 

117. As electricity utilities increase in size, efficiencies of scale become harder to achieve. 
This, in turn, develops increasing pressure for decentralization and competitive measures to 
emerge. Fair, transparent competition is the most efficient way to reduce costs. However, full 
competition and privatization are not always feasible or the best solution for a particular country. 
In many countries, the public sector has a role to play in the electricity market.  
 
118. There is no single universal model of market reform in the power sector. Market 
structures are not readily transferable from one country to another. For instance, the attempt to 
adopt the New Zealand nodal pool rules into a small unconstrained market in Singapore had to 
be abandoned. Markets that work are designed from simple, competitive structures that evolve 
through learning into systems where trading becomes increasingly complex. This allows 

                                                 
46  The benefits of long-term assistance have been demonstrated in Bangladesh and Indonesia. 
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participants to learn and adjust market mechanisms based on feedback and experience. Not all 
DMCs will be able to adopt a fully competitive system; some systems are too small to permit 
competition. Others, such as Tajikistan, have large interconnected cascading hydropower 
systems that cannot be separated and could lead to a monopoly structure unless strictly 
regulated. Where fully competitive markets are not viable, competition can still be created 
through various measures, such as requirements for bidding out new generation through lowest-
cost independent power producers (IPPs), open access to private generators, bidding for 
additional supply or ancillary services, and regulation that promotes competition.  
 
119. New market forms take considerable time to evolve and require political support, a shift 
in organizational cultures and incentives, advanced management systems and software, and 
complementary legal and financial systems and independent regulation. The changes also 
require high levels of coordination among government, regulatory, and enabling agencies. 
Unless realistic timeframes are set, the process will be frustrated. DMCs must keep a focus on 
continuity of service delivery, so that the move to a more competitive market does not disrupt 
the investments needed for infrastructure expansion to meet growing demand.47 Competitive 
market reforms in the electricity sector involve a series of complex changes in participating 
organizations: in their structures, skills, and the way they conduct their business. As markets 
evolve, the focus of the participants shifts from supply to the management of complex trading in 
a volatile electricity market. This requires the prudent application of risk management policies 
and procedures. In some DMCs, power sector reform has been controversial and some 
stakeholders do not believe that the reforms have delivered the benefits expected (Box 7). 
 
120. The creation of new organizations sometimes facilitates the implementation of structural 
reforms. The creation of a new organization with specific aims reduces organizational resistance 
to change from entrenched institutions. This has been confirmed from OED reviews of the rural 
electricity cooperatives in Bangladesh and the development of the Wholesale Electricity Spot 
Market in the Philippines.  
 
121. To introduce wholesale competition into the power sector, DMCs need to take into 
account their existing power purchase agreements (PPAs) with IPPs in the new market 
structures and trading arrangements. For the new market arrangements to bring the benefits of 
competition to consumers, enough participants must be willing to take market risks. A 
combination of measures—adaptation of specific market rules, contractual alternatives to  
enhance market liquidity, contract buyout provisions, and transitional financing mechanisms—
may help to reconcile existing PPAs with new market structures and reduce the magnitude of 
above-market costs associated with the PPAs. 
 
122. ADB will need to help the more developed DMCs introduce privately funded debt and 
equity in the generation sector as they move toward full privatization. The availability of private 
sector financing for generation has been limited since 2000. Financial institutions have become 
increasingly risk averse and now require an equity contribution in the order of 50%. Previously, 
IPPs with government-guaranteed consumer agreements were able to finance their plant with 
equity contributions as low as 20%. The financial institutions want to reduce their risks and are 

                                                 
47  The Philippine Government prevented any government agency from entering into additional power purchase 

agreement contracts after the passage of the Electricity Power Industry Reform Act (EPIRA). The EPIRA 
envisioned full privatization in three years. In the four years since the passage of the bill, privatization in one region 
is still at least two years away and several areas are now suffering from shortages of power. Karachi Electric 
Supply Corporation Limited in Pakistan was left without a mandate to maintain or expand its network during 
privatization originally expected by 2002. The final privatization occurred in early 2005, and the electricity network 
deteriorated in the interim. 
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demanding the development of clearly independent regulation, tariffs that recover full costs of 
supply of electricity, and the development of markets with depth and liquidity to trade the 
electricity contracts.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
123. If expectations regarding power sector reform are kept modest and realistic, they are 
more likely to succeed. The following lessons emerge from OED’s assessment of this sector: 
 

(i) strengthen ADB’s internal expertise in the development of markets and 
deregulation;  

(ii) undertake in-depth preparatory studies to ensure that the best possible flexible 
market model is adopted; 

(iii) promote the phasing of the reform model to allow necessary participant learning 
and feedback to occur; 

(iv) allow sufficient time for each stage of the development, including the necessary 
political processes; 

(v) ensure that the necessary supporting mechanisms for development and 
coordination are in place;  

(vi) ensure a continuity of electricity supply and maintenance of assets throughout 
the reform process, which is likely to be longer than expected; and 

(vii) ensure that customers benefit from the sector reform. 
 

Box 7: Power Sector Reform 
 
A number of developing member countries—People’s Republic of China, India, Indonesia, Pakistan, 
Philippines, and Thailand—have commenced, or are planning to undertake, sector reforms involving 
independent regulation and unbundling of utilities prior to the introduction of competitive wholesale markets, 
and to regulate only transmission and distribution tariffs. These countries intend to privatize the generating 
facilities, and some are considering the sale of the transmission and distribution facilities. In all cases, progress 
is substantially slower than envisioned. If done well, market reforms in the electricity sector will attract private 
investment. However, public sector reform is difficult to achieve and hard to sustain. In the power sector, the 
Asian Development Bank’s experience has shown that policy reform takes a long time to implement and is very 
complex. 
 
The restructuring of the power sector has been controversial in some countries (e.g., Indonesia and 
Philippines). Some members of civil society feel that the benefits expected to be delivered as a result of sector 
restructuring have not, in fact, been delivered. For example, civil society in the Philippinesa has identified the 
following issues related to sector reform: (i) the power sector contributed to the current government fiscal crisis 
and is the largest contributor to the public sector deficit; (ii) contracts with private sector power suppliers were 
onerous to the government and increased rather than reduced the cost of providing power; (iii) excessive 
investment led to an oversupply of power for which the Government was contractually obligated to pay; (iv) 
there were allegations of corruption in the approval of some concessions to the private sector and in the 
privatization of some publicly owned assets; (v) Philippine electricity rates are among the highest in the Asian 
region; and (vi) there was limited public participation in the process and disclosure of contracts. Some of these 
issues reflect a lack of progress on the implementation of reforms rather than fundamental problems with the 
reforms per se. However, because of the problems, there is a perception among some parts of civil society that 
the reforms should not be pursued. If such views are widely held, these perceptions can undercut political 
commitment to implement the reforms. There are potential risks, both real and perceived, associated with 
sector reform. Managing for development results means that these risks need to be identified and mitigated so 
that sector reforms deliver clear benefits to customers (e.g., a reliable supply of electricity at a reasonable 
price).  
 
a Malaluan, Nepomuceno, and Joy Chavez. 2005. Private Power Failure. The ADB and Policy 

(Mis)governance in Asia. Focus on the Global South. 
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E. Focus for Less Developed DMCs 

124. For less developed DMCs, some power infrastructure will continue to be funded with 
external aid. Whole-of-life costing helps to maximize economic benefits. Whole-of-life costing 
includes infrastructure, compliance with environmental standards, mitigation of social disruption, 
and funds necessary for the long-term operation and maintenance of the infrastructure.48 Funds 
for energy infrastructure expansion and improvement come both from external and internal 
sources. External sources include private sector IPPs and donor funds; internal sources are 
improved technical and operational efficiencies. The latter provide considerable benefits, often 
at lower costs than adding infrastructure, and are sometimes overlooked.49 The key components 
to this approach are  
 

(i) improved technical efficiencies through 
(a) reduced technical losses, 
(b) improved operations and maintenance, and  
(c) using the most appropriate technology;  

(ii) improved operational efficiencies through 
(a) better skills and information and thus better decision making, 
(b) recovery of costs through appropriate tariffs and increased collection 

efficiencies, and 
(c) demand-side signals—such as time-of-use tariffs—that promote 

consumer efficiencies in the use of capital;  
(iii) improved governance through such measures as encouraging open, competitive 

bidding and reducing opportunities for corruption; and 
(iv) improved risk management though 

(a) hedging activities for external funds and fuels, 
(b) passing more risks to the private sector where IPPs are used, and  
(c) making provisions that enable the transition of IPPs to a market structure.  

 
125. Although much of the infrastructure will be financed by the public sector, there will still be 
a need for many DMCs to enter into PPAs. OED reviews highlight the need for PPAs to share 
the financial risks equitably between the DMC and the IPP. 
 
126. Less developed DMCs with rural electrification needs will require significant funding. 
These DMCs should be encouraged to consider embedded generation rather than 
interconnection in areas where renewable energy may play a larger role. The large cost of rural 
electrification, such as observed in Bhutan and Nepal, makes connection costs and electricity 
charges unaffordable for much of the rural population, particularly the poor, without subsidies. 
Consideration should be given to funding complementary programs that use the newly 
developed access and accelerate economic benefits. 
 
127. There will be a continued need to develop sector capability to financially self-sustaining 
levels, a need for lifeline rates for the poor, and a need to remove nontransparent subsidies 
over time. Existing ADB covenants often require DMCs to raise their electricity tariffs to a level 
that provides a satisfactory return on equity (ROE) or on investments (ROI), which sometimes 
results in tariffs that are higher than would result from best practice. ADB should consider 
abandoning ROE covenants for all power infrastructure except hydropower. Alternative funding 

                                                 
48  OED evaluations have highlighted low levels of maintenance in Pakistan. 
49  Loan 1345-CAM(SF): Power Rehabilitation approved on 15 December 1994 for $28.2 million, connected another 

95,000 customers, reduced losses from 50% to 15%, and increased the reliability of supply. 
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provisions should be made for the revenues required in excess of those indicated by “best-
practice tariff policies (See section below on tariff structures). 
 
F. Cost Recovery and Tariffs  

128. The OED report Cost Recovery In The Power Sector (ADB 2003) identified a need 
common to all DMCs for power sectors to become more financially self-sustaining by 
introducing tariffs that recover the total long-run cost of the industry, reducing subsidies, 
removing cross-subsidies within and across tariff categories, and reducing the risk of volatile 
tariffs through the introduction of better risk management policies and procedures. Recovering 
the full cost of supply and removing subsidies and cross-subsidies are discussed below. 
 

(i) Recovery of Full Cost of Supply 
Changes in electricity tariffs are made in the political arena in many countries.50 If 
there are delays in making decisions to increase tariffs, the electricity industry 
often faces cash-flow problems and is forced to cut maintenance and reduce 
system expansion.51 This leads to lower service standards. Tariffs that recover 
the total long-run marginal cost (LRMC)52 of supplying electricity (best practice) 
ensure the long-term viability of the electricity sector. In Indonesia and Viet Nam, 
tariffs approach the best practice LRMC of delivery. However, electricity tariffs in 
other DMCs are well below the LRMC. This is a major deterrent to new 
investment. 

(ii) Removal of Subsidies and Cross-subsidies 
(a) Subsidies can occur through direct funding, and cross-subsidies between 

consumer classes and between services, such as transmission and 
generation. Some sectors, particularly poor rural consumers, cannot 
afford either the cost of connection or LRMC-based tariffs. Lifeline rates 
(cross-subsidies) or direct subsidies are required in such situations. Once 
subsidies are implemented, politicians are usually reluctant to remove 
them. While there are many opportunities to make direct subsidies 
transparent, cross-subsidies are more difficult to monitor because they 
are hidden. 

(b) Subsidies for rural electrification and the provision of electricity to the poor 
result in major social benefits. However, a recurring concern expressed in 
evaluations is the treatment of subsidies and cross-subsidies. The major 
concern is that, by giving subsidies at the onset without a clear program 
to reduce them, expectations of continuous low tariffs will arise that may 
hamper full cost recovery. This may impair service delivery and the ability 
to service projects. While subsidies may be necessary, they should be 
made as transparent as possible, budgeted under a separate heading, 
and have a well publicized timeframe for gradual withdrawal. Gradual, 
even monthly, increases of tariffs to full cost recovery levels have been 
accepted in several DMCs. In Bangladesh, consumers have indicated a 
willingness to pay increased rates for more reliable supply. Some 

                                                 
50  Because electricity tariffs are politicized in many DMCs, tariff increases have to be gradual while allowing for 

efficiency gains in the power sector to materialize. Under Loan 1732-NEP: Rural Electrification, Transmission and 
Distribution Project, ADB's imposition of a condition of effectiveness for a 60% tariff increase to meet the required 
rate-of-return criterion resulted in the loan becoming effective 27 months after approval. 

51 For instance, generation tariffs in Mindanao in the Philippines are well below the marginal cost of fuel. This deters 
private sector entry into the system. 

52 For hydropower projects, the LRMC should be taken at the actual costs on each system (these being unique). 
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commercial lending institutions are withholding funds for private sector 
power projects in DMCs where tariffs are significantly below LRMC, thus 
preventing the entry of private sector and competition in the power sector. 
ADB should continue to use loan covenants to reinforce its policy 
dialogue to optimize tariffs. 

(c) Intra-sector subsidies between profitable and unprofitable components of 
the supply can be exposed through unbundling. This helps in the 
regulation of the components and possible future market restructuring. 

(d) Introducing time-of-use tariffs removes cross-subsidies between customer 
segments, promotes the use of demand-side management, creates 
incentives for energy conservation, and promotes efficiency in the use of 
transmission and distribution facilities. Time-of-use tariffs also signal the 
true cost of production and delivery of energy, and provide cost signals 
for the supply of appropriate infrastructure to meet needs at particular 
times.53 Time-of-use prices promote more efficient use of energy 
infrastructure and should result in lower tariffs for consumers in the longer 
term, particularly for off-peak users. 

 
129. For a utility to achieve a covenanted return on equity (ROE) or return on investment 
(ROI), actual tariffs may be significantly above LRMC. ROE- or ROI-based tariffs do not 
promote the efficiency of capital or equipment. To meet covenanted returns, the income from 
utilities needs to be adjusted for the differences between the LRMC and the stranded costs.54 
Generation costs, particularly in Indonesia, Nepal, and Philippines, have PPAs that are 
substantially more expensive than best new entrant costs. These plants can be expected to 
recover no more than LRMC as a competitive market develops. As the PPA commitments 
(usually build-operate-transfer [BOT]) are retired over time, the stranded cost will fall and the 
proportion of annual total revenues used for service debt will be reduced. The lumpiness of the 
repayments (high in initial years and low in later years) may place additional burdens on DMCs. 
ADB may consider program lending for these stranded costs, enabling costs to be amortized 
evenly over an extended period, and reducing the initial “shocks.” This will have a significant 
socioeconomic impact on DMCs. 
 
130. Tariff increases have lagged the cost of supply in many DMCs. Two key reasons for 
substantial increases in the cost of supply have been (i) the Asian financial crisis (severely 
affecting Indonesia, Philippines, and Thailand); and (ii) less than prudent PPAs signed with IPPs 
(Indonesia, Nepal, Pakistan, and Philippines). An inability to adjust tariffs to cover such cost 
increases led to insolvency or near insolvency of the utilities in Indonesia, Lao PDR, Pakistan, 
Philippines, and Thailand.  
 
131. The need for tariff increases related to the Asian financial crisis relate to the large 
devaluations of some currencies (e.g., Thai baht; Philippine peso; Indonesian rupiah) and the 
effect of currency mismatches (e.g., foreign currency loans and local currency revenues) on the 
power sector. Also, some PPAs were negotiated through nontransparent means and resulted in 
above market costs. More recently, fuel prices have been volatile and the price of oil has 
exceeded $50 per barrel. Inclusion of fuel prices in automatic tariffs adjustment mechanisms 
results in uncertain costs for consumers.   
 

                                                 
53  For instance, peaking prices should cover the LRMC of peaking plant. 
54 Stranded costs are those previously incurred that cannot be recovered in the course of ordinary business 

transactions. 
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132. To reduce frequent tariff changes due to foreign exchange borrowing and for fuel cost 
adjustments (generally also denominated in US dollars), ADB should 
 

(i) promote the use of best practice LRMC tariffs as the basis for electricity tariff 
covenants; 

(ii) be prepared to provide financing to help utilities to discharge their stranded costs; 
(iii) proceed to develop lending products in local currencies to give power utilities the 

option to avoid currency mismatches;55 
(iv) review its policies on foreign exchange risk for lending, and charge utilities a 

premium for this protection; 
(v) encourage governments to provide foreign exchange risk cover for utilities for a 

suitable premium; and 
(vi) consider undertaking a regional study on whether the utilities could undertake 

hedging operations for fuel and currency, and how regulators should handle the 
related costs. 

 
G. Conclusions 

133. The ADB energy policy provides for support for power sector reform, the encouragement 
of private investment, and financing public sector investment. Long-term development 
assistance to the power sector continues to be required. OED sector studies have highlighted 
the importance of long-term planning, weaknesses in demand forecasting and financial analysis, 
the need to adjust sector assistance in line with the level of institutional strengths, and the 
benefits of policy dialogue. An additional challenge for ADB is the need to coordinate projects 
across many agencies with different skill sets, either to develop complementary programs, or to 
address the multiple issues that surround such complex projects as hydropower projects 
 
134. ADB’s capacity-building approach should focus on the longer term, providing continuous 
assistance and developing interim milestones that can be used to monitor progress. In-depth 
diagnostic studies should precede capacity-development assistance and should include an 
evaluation of institutional capabilities and the commitment in the DMC to change at both the 
political and technical level. Realistic timeframes should be set. Delays in providing policy and 
capacity building support can result in delays in sector reform and program implementation. TAs 
designed to support sector reform should be targeted to agencies with specific skills to 
implement reforms. Utilities with high levels of technical skills do not always successfully drive a 
reform process. 
 
135. Project designers should consider using the “balanced scorecard” methodology to link 
objectives to measurable outcomes. Future projects and TAs involving power sector 
development will become increasingly complex and difficult to implement and monitor. Program 
designs should clearly identify the links between measurable objectives and the inputs that are 
required to achieve them. Projects should incorporate risk matrices, ways to mitigate risks, and 
the agency responsible for the mitigation.  
 
136. The expected increase in complexity and diversity of ADB activities in the power sector 
will require specialist staff with the appropriate skills sets. The organizational structure adopted 
in 2002 may have unintentionally diluted ADB’s technical skill base. Restructuring the electricity 
sector requires a pool of specialists. There are now a small number of power sector specialists 

                                                 
55  ADB is working on a policy to develop a broader local-currency lending modality. 
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in each division covering energy. There are weaknesses in ADB’s system for sharing technical 
specialists and knowledge across sector divisions. 
 

IV. HIGHLIGHTS FROM 2004 EVALUATION ACTIVITIES 

137. Unlike previous years, this report does not summarize the results of every report issued 
by OED in 2004.56 Appendix 9 lists the 2004 PPARs and summarizes the results of the more 
complex evaluation studies. This chapter highlights some of the outputs of OED’s 2004 work 
related to achieving development effectiveness and managing for development results (MfDR). 
The topics covered are (i) OED’s contributions to building a results-based management 
framework and (ii) summary of an OED literature review on development effectiveness. 
 
A. Support for Results-based Management 

138. Results-based management at the project level involves identifying goals and purposes, 
formulating objectives, specifying outputs and inputs, setting targets, identifying indicators, 
monitoring and reporting results, evaluating results, and using the information to improve 
performance. Good frameworks help to improve design quality by (i) ensuring a logical cause-
and-effect relationship between inputs, activities, outputs, project purpose or outcome, and goal 
or impact; and (ii) identifying assumptions and risks inherent at each level. Well prepared 
frameworks improve the evaluability of projects and make it possible to determine whether the 
results intended were achieved, by (i) establishing quantified and time-bound targets at each 
level, (ii) identifying indicators by which progress will be tracked, and (iii) specifying the data 
sources for measuring indicators. 
 
139. Despite past efforts, an OED SES in 2003 on project performance management found 
that the quality of ADB’s design and monitoring frameworks was poor. Management developed 
an action plan to address the issues raised in the OED study. The action plan was approved on 
29 April 2004 and includes 13 specific actions that can be monitored. The project performance 
management system (PPMS) action plan is currently under revision to reflect changing 
circumstances and to make it more results focused. The effective application of PPMS should 
improve project and TA performance. Further enhancement is being researched to link the 
PPMS more closely to the terms of reference for TAs and projects, and to the terms of reference 
appended to consultant contracts. The concept of applying performance-based contracts and 
linking these to the PPMS is also being researched by Central Operations Services Office 
(COSO). 
 
140. Actions 1–5 of the action plan are directed at creating quality assurance, mentoring, and 
training capability within originating departments. The originating departments were given clear 
responsibility and accountability for framework quality, and quality assurance systems were 
established. Directors general and directors were required to sign off on frameworks. The vice- 
presidents of the operational departments gave instructions to their staff that frameworks need 
to be improved for both loans and TAs. 
 
141. The SES recognized that internal quality assurance is unlikely to be sufficient. 
Independent checking is needed to validate that quality assurance systems are working and that 
quality improvements are being achieved. COSO and OED both played a role in this area, 
through actions 6–8 of the action plan. COSO has recruited a specialist in this area, formulated 

                                                 
56  All OED reports are publicly available at www.adb.org/evaluation. 
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the PPMS network and administered the initial inputs of the consultant in 2004 for drafting 
guidelines and conducting two training programs. 
 
142. The action plan recognizes that staff skills need to be enhanced (actions 9–13).  A 
PPMS network was established and focal points appointed in all regional departments to 
promote awareness, consistency, and knowledge sharing. The intention is to build adequate in-
house training skills, and then conduct regular and ad hoc courses for general and targeted 
audiences. In 2004, more than 300 headquarters staff members attended briefing sessions 
delivered by OED staff on framework quality. A video version of this briefing was released for 
use by resident missions and others who were not able to attend. In 2004, OED responded to a 
large number of requests on a daily basis for help in strengthening design and monitoring 
frameworks. Greater executing agency involvement in the preparation of the design and 
monitoring frameworks might help to develop some ownership, sharpen the framework, and 
build an understanding that the frameworks will be used as a monitoring tool. 
 
143. To determine whether this effort undertaken in 2004 helped to improve quality of the 
design and monitoring frameworks, OED carried out an independent assessment of the quality 
of frameworks prepared for loans and TAs approved in 2004. For 2004 loans, the project 
frameworks for all 56 approved projects were rated. Comparable data for a sample of 50 project 
frameworks for projects approved in 2000 (25) and 2002 (25) were drawn from OED's SES on 
project performance management. For TAs, the frameworks were assessed for all advisory and 
regional TAs approved in 2004 (130 and 66, respectively). For TAs approved in 2000 and 2002, 
the assessment was based on a random sample of 52 advisory TAs and 26 regional TAs in 
each year. All assessments used the same methodology and, apart from the data drawn from 
the SES, were carried out by the same person. The assessment was limited to the quality of the 
goal, purpose, and output statements, and their associated targets and indicators. The quality of 
activity, input, monitoring mechanism, and assumption and risk statements was not rated. For 
goal and purpose-level statements, five criteria were used: (i) statement at the right level, (ii) 
statement quality (e.g., succinctness and clarity), (iii) indicator quality (e.g., quantifiable, specific, 
able to be monitored, and relevant), (iv) target quality, and (v) timeframe for achievement 
specified. The first four criteria were used to rate outputs statements (timeframe was not 
considered as this was assumed to be by completion of the project). A four-point quantitative 
rating scale was used.57 Subjective criteria were developed for each rating category in a rating 
checklist. Unweighted averages were calculated for each level and the proportion of frameworks 
rated satisfactory or better calculated. The findings for projects are summarized in Table 7 and 
for TAs in Table 8. 
 
 

Table 7: Quality of Design and Monitoring Frameworks for Projects 
(% of project frameworks rated satisfactory or better) 

 
 2000 2002 2004 

    
Goal level 28% 20% 68% 
Purpose level 36% 32% 68% 

 
                 Source:  OED Estimates. 
 
 
 
                                                 
57  3 = highly satisfactory, 2 = satisfactory/acceptable, 1 = partly satisfactory, 0 = unacceptable. 
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Table 8: Quality of Design and Monitoring Frameworks for TAs 
(% of TA frameworks rated satisfactory or better) 

 
 2000 2002 2004 

    
Goal level 21% 12% 29% 
Purpose level 19% 12% 23% 

 
       Source:  OED Estimates. 
 
144. OED’s evaluation found that in 2002 only 20% of the project frameworks were of an 
acceptable standard in terms of defining project goals and only 32% were acceptable at the 
purpose level. An already poor performance in 2000 deteriorated further in 2002. The majority of 
project frameworks were substandard and monitoring data did not accurately reflect actual 
project performance. There was a statistically significant improvement in the quality of project 
frameworks in 2004. About two thirds were judged to be of acceptable quality. However, one 
third of the project frameworks remain substandard. More progress is needed to improve project 
frameworks that are used to help justify multimillion dollar decisions made by ADB. This will 
involve more staff training, better quality control, and periodic assessments of the quality of the 
design and monitoring frameworks.  
 
145. While the quality of the design and monitoring frameworks for advisory TAs also 
improved, this was from a very low base of only 12% rated satisfactory or better in 2002. For 
2004 TA approvals, only about one third were judged to be of acceptable quality. Past OED 
reports have consistently documented the disappointing performance of ADB’s knowledge-
based products. One of the contributing factors appears to be poor planning in terms of clearly 
documenting the goals (impact) and purpose (outcome) that ADB is trying to achieve by 
providing the TAs. It should not be surprising that a lack of clarity of thinking in these areas is 
associated with disappointing results. 
 
B. Review of Literature on Development Effectiveness 

146. OED’s 2004 working paper Development Effectiveness: What Does Recent Research 
Tell Us?58 was based on a review of empirical literature to see what could be learned from the 
experience of the donor community at large. This review did not include explicit reference to 
ADB’s operational experience. The major conclusions are summarized in Appendix 10. The 
literature review found that there is a debate in the international community about the 
usefulness and effectiveness of conditionality and criticism of what is viewed as excessive 
conditionality. The World Bank59 and International Monetary Fund60 are reviewing their 
approaches to conditionality. A policy paper61 states that the Department for International 
Development of the United Kingdom (DFID) will not make aid conditional on specific policy 
decisions or impose policy choices on DMCs. Rather, DFID will agree on benchmarks that will 

                                                 
58 Quibria, M.G. 2004. Development Effectiveness: What Does Recent Research Tell Us? OED Working Paper 

Number 1. Manila: ADB. 
59 See World Bank. 2005. Review of World Bank Conditionality Issues Note; Operations Policy and Country Services. 

Washington, DC. 
60 International Monetary Fund. 2005. Evaluation of Structural Conditionality in IMF-Supported Programs: Issues 

Paper for an Evaluation by the Independent Evaluation Office (IEO). Washington, DC. 
61  Department for International Development. 2005. Partnerships of Poverty Reduction: Rethinking Conditionality. 

London.  



 

 

46 

be used to monitor progress in reducing poverty. Some members of civil society question the 
appropriateness of conditionality.62   
 
147. The OED literature review suggests that aid has had little influence on policy reform in 
most developing countries and that conditionality does not promote reform in countries where 
there is no strong local movement in that direction. The reasons for ineffective conditionality 
include (i) there is a divergence of views between donors and recipients regarding the 
program,63 (ii) recipient governments may agree to a reform program prior to receipt of the funds 
but implementation sometimes falters as incentives change after disbursement, and (iii) 
incentive issues on the donor side sometimes weaken the fulfillment of the conditions.64  
 
148. The belief that conditionality is not effective has resulted in two types of reaction. The 
first reaction is to argue that conditionality works but its application has been flawed in practice. 
According to this view, conditionality should be more appropriate and simpler, and deviations 
from the committed reform program should be punished consistently. Country ownership, a 
vaguely defined term,65 is viewed as a critical element for effective reform. Although multilateral 
development banks stress the importance of country ownership, they often undermine 
ownership by driving the design of the reform program.   
 
149. The second reaction is to argue that that traditional policy conditionality should be 
abandoned because it does not work and replaced by selectivity to make aid more effective. Aid 
should be given to countries on the basis of such factors as sound economic performance, good 
policies, and good governance. The success of selectivity depends on the correct definition and 
identification of good policies and institutions in different countries at different stages of 
development. This is a major challenge and depends on a full familiarity with the economy, 
society, culture, and polity of the concerned country.  
 
150. Selectivity is becoming increasingly popular among donor agencies, including ADB, for 
the allocation of ADF resources.66 A debate has emerged as to whether aid should be allocated 
on the basis of policies or outcomes. Under performance-based conditionality, donors focus on 
results in terms of impact and outcomes, rather than on inputs, activities, and outputs. There are 
pros and cons of each choice. Policy-based conditionality is easier to observe. Policies are 
more directly under the control of governments and their implementation can be monitored. 
Outcomes are not under the full control of the governments and are often affected by 
exogenous shocks. The long period between policy decisions and performance in terms of 
economic growth and poverty reduction can reduce incentives for governments to take action.   
 
151. The main argument for outcome-based conditionality is that it promotes greater 
ownership and accountability. Donors would be concerned with performance indicators rather 
than the means to attain them. Allowing governments to choose their own policies should 
promote ownership of the policies, although some OED studies have found that policy 
ownership sometimes changes with changes in government. Under performance-based 
                                                 
62 Oxfam International. 2005. Paying the Price: Why Rich Countries Must Invest Now in a War on Poverty. London. 
63  The divergence may not necessarily relate to the content of the program, but to such issues as the best means, the 

sequence, or the timeframe for achieving the program. 
64  Donors face a dilemma. Rigorously enforcing conditionalities may help the poor in the long run but it may hurt them 

in the short run. Consequently, donors may overlook the violation of some policy actions in poor countries. 
65 The current World Bank definition of country ownership covers four criteria: (i) the locus of initiative must be with 

the government; (ii) key policy makers must be intellectually convinced; (iii) there must be evidence of public 
support from the top political leadership; and, (iv) there must be broad-based stakeholder participation.  

66  ADB. 2004. Doc. R249-04: Review of the Asian Development Bank’s Policy on the Performance-Based Allocation 
of ADF Resources. Manila.  
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conditionality, governments have greater discretion in the formulation of policies. This helps to 
strengthen the accountability because the policies selected are the government’s choice. 
 
152. Under performance-based conditionality, donors focus on impact indicators. However, 
there are a number of practical difficulties associated with this approach. Detailed monitoring 
data may not be available and macro-level performance indicators change slowly. Thus, impact 
assessments can only be done after several years. Performance-based conditionalities that 
monitor longer-term impact indicators need to be supplemented by output, intermediate-
outcome, and policy indicators.67 Given the ongoing debate in the international community on 
the effectiveness of conditionality in achieving development results, ADB should examine this 
topic during the next review of the program lending policy. 
 

V. ADB’S EVALUATION SYSTEM 

A. Quality of Self-Evaluation 

1. Project Completion Reports 

153. PCRs complete the project cycle from the point of view of operations departments, and 
provide an assessment of the basis of self-evaluation of project outcomes. The target is to 
prepare PCRs for every public sector project and for 25% of private sector operations.68 To 
enhance self-evaluation capability in ADB operations departments, OED has conducted an 
in-depth review of 50% of PCRs on a rolling basis since 1999. Initially, these in-depth reviews 
were undertaken after a PCR was completed and circulated to the Board, with feedback given 
to operational departments. During 2001, the timing of the review and the manner in which it is 
carried out was changed. The in-depth review of PCRs is now done parallel to the preparation 
of the PCR. This type of in-depth review was designed to ensure that (i) the same evaluation 
criteria and approach for assessing and rating the project are used as in any subsequent PPAR; 
and (ii) the information collected during the PCR mission is adequate for the assessment. OED 
also reviews draft PCRs not selected for in-depth review, focusing on the project rating. The 
rating, however, remains the responsibility of the operations departments.   
 
154. To determine whether the reliability of self-evaluation has improved, OED compared the 
ratings given to projects/programs in the PCRs circulated in 1995–2002 with the ratings given in 
the PPARs for those same projects. Of the 160 PCR ratings, 8% were upgraded, 73% retained, 
and 19% downgraded (Table 9). 
 
155. A comparison over time in terms of PCR circulation year shows that the differences 
between PCR and PPAR ratings were significantly reduced during 2000–2002 (Table 10). The 
proportion of projects/programs retaining the PCR ratings at the PPAR stage increased from 
69% during 1995–1999 to 82% during 2000–2002. The percentage downgraded declined from 
24% during 1995–1999 to 9% during 2000–2002. The proportion of projects upgraded remained 
about the same, 8% in 1995–1999 and 9% in 2000–2002. Thus, the self-evaluation reported in 
the PCRs is improving. Because of this positive finding, trends in PCR results are now being 

                                                 
67 Recent research that focuses on actual impact of policy conditionality on growth and poverty reduction raises 

questions about the impact of conditionality. See, for example, Easterly, William. 2005. What did Structural 
Adjustment Adjust? The Association of Policies and Growth with Repeated IMF and World Bank Adjustment Loans. 
Journal of Development Economics 76(2).  

68  This target has not been met but efforts are underway in the Private Sector Operations Department to increase the 
number of PCRs prepared.  



 

 

48 

used by OED, in combination with the results of independent evaluations, to analyze trends in 
evaluation results. 
 

Table 9: Comparison of the PCR and PPAR Ratings for Projects/Programs 
with PCRs and PPARs Circulated in 1995–2002 

 

PCR Rating
PPAR Rating HS/GS/S PS US Total
HS/GS/S 86 12 98
PS 24 28 1 53
US 2 4 3 9
     Total 112 44 4 160

Upgraded Retained Downgraded

% of Projects/Programs for which PCR Rating:
Upgraded 8.1
Retained 73.1
Downgraded 18.8  

 
 

 
 

Table 10: Comparison of the PCR and PPAR Ratings 
by Year of PCR Circulation 

PCR Circulation
Year

1995–1999 7.6 68.6 23.8
2000–2002 9.1 81.8 9.1
       Total 8.1 73.1 18.8

Upgraded Retained Downgraded
% of Projects/Programs for which at PPAR stage, PCR Rating:

 
 
 
 

2. Technical Assistance Completion Reports 

156. ADB’s TA evaluation system includes a combination of self-evaluation by the concerned 
department and independent evaluation by OED. OED started undertaking independent TA 
evaluations in 1990 and the concerned departments began undertaking self-evaluation by 
preparing TA completion reports (TCRs) in 1993. There are major differences in the conclusions 
of the self-evaluation and independent evaluation of TAs. TCRs, which focus on outputs, have 
reported consistently high success rates of more than 80% for TAs.  Independent performance 
audits, which focus on achievement of results and sustainability of outcomes, have shown much 
lower success rates. Only 57% of the TAs that have been independently evaluated by OED 
were rated as successful (Table  11).  

 
157. The TAs that OED evaluates are not selected on a random basis. To determine whether 
the discrepancies in ratings shown in Table 11 are representative of a systemic problem in the 
TA self-evaluation system, the ratings were compared for TAs for which a rating was given in 

GS = generally successful; HS = highly successful; PCR = project completion 
report; PPAR = project performance audit report; PS = partly successful; U = 
unsuccessful. 

PCR = project completion report; PPAR = project performance audit report. 
Source: PCRs circulated in 1995–2002 and PPARs circulated as of 31 December 2004. 
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both a TCR and a technical assistance performance audit report (TPAR) (Table 12). Of the 104 
TAs, 74% retained the TCR rating at TPAR, 24% were downgraded and 2% were upgraded.  
 

Table 11: Evaluation Results for Technical Assistance Operations 

Number Total Rated Proportion (%)
TAs HS/GS/S

Self-Evaluation
TCRs 969 182 27 1,178 82.3    15.4 2.3   

Independent Evaluation
TPARs 104 53 11 168 61.9    31.5 6.5   
Attached ADTAsa 53 39 17 109 48.6    35.8 15.6 

Total 157 92 28 277 56.7    33.2 10.1 

PS USHS/GS/S PS US

 
 
 
 
 
 
 
 

Table 12: Comparison of the TCR and TPAR Ratings 
For TAs with TCRs and TPARs 

TCR Rating
HS/GS/S PS US Total

HS/GS/S 62 2 64
PS 21 12 33
US 3 1 3 7

Total 86 15 3 104

Upgraded Retained Downgraded

% of TAs for which TCR Rating:
Upgraded 1.9
Retained 74.0
Downgraded 24.0

TPAR Rating

 
 
 
 
 
 
 

158. A TCR is prepared within 6–12 months of TA completion and is generally done as a 
desk study. Because it is prepared soon after completion, information concerning the 
achievement of objectives and broader purpose and goal of the TA may be limited and the full 
impact, or lack thereof, may not be clear. In assessing TA success, the TCRs generally give 
more weight to achievement of outputs and are often weak in analytical content. Part of the 
problem is that the TCR template includes sections on the evaluation of inputs and outputs but 
makes no mention of evaluating the achievement of the goals and purpose of the TA. TPARs 
are undertaken several years after TA completion when there is more evidence regarding 

GS = generally successful; HS = highly successful; PCR = project completion report; PPAR 
= project/program performance audit report; PS = partly successful; S = successful; TA = 
technical assistance; TCR = technical assistance completion report; TPAR = technical 
assistance performance audit report; US = unsuccessful. 

ADTA = advisory technical assistance, GS = generally successful, HS = highly successful, PS = partly 
successful, S = successful; TA = technical assistance; TCR= technical assistance completion report; TPAR = 
technical assistance performance audit report; S = successful; TCR= technical assistance completion report; 
TPAR = technical assistance performance audit report; 
a  Evaluations as part of project/program performance audit reports to which they are attached. 
Source: TCRs and TPARs circulated as of 31 December 2004. 
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impacts. TPARs make an effort to assess TAs in terms of achieving their goals and purpose. 
The template for TCRs should be revised to require explicitly an evaluation of the goals and 
purpose of TAs. The OED believes that the ratings given in many TCRs are generally not 
supported by sufficient evidence. Evaluation experience suggests that overall quality of TCRs 
needs to be strengthened.  

 
B. Harmonizing and Improving Evaluation Standards 

159. The Evaluation Coordination Group69 (ECG) is making progress in harmonizing 
evaluation practices to enable improved comparability of evaluation results across MDBs. ECG 
uses two major instruments to promote harmonization: (i) developing good practice standards 
(GPS); and (ii) using the GPS to assess and compare ECG members in benchmarking studies. 
As a member of the ECG, OED has been working to harmonize its evaluation methodologies 
with those of the other MDBs. Some of the resulting work is being used to improve OED’s 
evaluation standards and practices. 
 
160. The GPS delineate the key principles that a development institution should follow when 
evaluating projects. Best practice standards reflect more detailed practices that are desirable 
but not critical. The standards cover the roles of independent and self-evaluation; evaluation 
timing, population, coverage, and sampling; due diligence and rigor of execution; evaluative 
scope; annual reporting and process transparency; and identification of lessons, dissemination, 
and ensuring application of lessons. 
 

1. Evaluations of Private Sector Operations 

161. In February 2001, the ECG Working Group on Private Sector Evaluation agreed on a set 
of GPS for evaluation of private sector investment operations. The assessment of the 
application of the GPS in 2002 found that harmonization was at an early stage. The ECG 
Working Group revised the standards in 2003 to consist of 50 good practice harmonization 
standards, 21 other good practice standards (not essential for comparability of results but 
nevertheless desirable), 11 best practice harmonization standards (desirable but not essential), 
and 11 other best practice standards. A similar study undertaken in 2004 assessed how each 
participating MDB was progressing in applying these GPS. 
 
162. Using the GPS as a guide, there is clearly a need to improve ADB’s evaluation of private 
sector operations, both self-evaluation by the Private Sector Operations Department (PSOD) 
and independent evaluation by OED. In 2002, ADB evaluation practices were 33% consistent 
with the substance of the GPS. That score rose to 48% in 2004, still covering only half of the 
GPS. The 2004 score was, however, the highest among the three MDBs that operate mainly in 
the public sector (the others being the African Development Bank and the Inter-American 
Development Bank) but below those of the International Finance Corporation, the European 
Bank for Reconstruction and Development, and the Inter-American Investment Corporation, 

                                                 
69 ECG membership includes the heads of the evaluation offices in ADB, African Development Bank, European Bank 

for Reconstruction and Development, European Investment Bank, Inter-American Development Bank, International 
Monetary Fund and World Bank Group (including the World Bank, International Finance Corporation, and the 
Multilateral Investment Guarantee Agency). Two institutions attend ECG meetings as observers: (i) the United 
Nations Development Programme representing the United Nations Inter-Agency Working Group on Evaluation; and 
(ii) the Development Assistance Committee Evaluation Network of the Organisation for Economic Co-operation and 
Development. ADB will chair the ECG in 2005/2006. 
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which are primarily oriented to private sector operations. The European Investment Bank did not 
participate in the study. 
 
163. Since 2004, efforts have been made to improve the quality of the evaluation of private 
sector operations. OED engaged a consultant to draft Guidelines for the Evaluation of Private 
Sector Operations to be based principally on the GPS of the ECG. The consultant is working 
with PSOD in raising the quality of its self-evaluation, particularly in assessing the development 
outcome of its operations. Templates have been prepared and applied on a pilot basis in the 
most recent PCRs. The lack of an adequate number of PCRs for private sector operations has 
been highlighted by, among others, the DEC. To rectify this situation, PSOD has exerted 
considerable effort and expects to complete 4–6 PCRs in 2005. 
 
164. The 2004 benchmarking exercise identified a number of weaknesses in ADB’s 
application of the GPS, in particular, the lack of assessment of development outcomes and the 
lack of benchmarks for some criteria. Completion of the draft Guidelines for the Evaluation of 
Private Sector Operations by end-2005, and their application in 2006 will assist ADB in rectifying 
a number of these weaknesses. Aspects of the GPS—including appropriate benchmarking for 
some criteria—are to be further reviewed by the ECG. The application of some GPS across 
MDBs is also to be reconsidered. For instance, ADB considers some of the sampling and 
reporting requirements to be onerous and not readily applicable in view of the low volume of  
PCRs for ADB’s private sector operations. 
 
165. These initiatives are among a number of measures in an action plan designed to 
improve ADB’s standing in the next benchmarking exercise, scheduled for 2006. These 
measures aim to increase the number of self- and independent evaluations as well as improve 
their content and quality through the application of the guidelines. In support of this thrust, OED 
established in 2005 an additional position principally dedicated to private sector operations 
evaluation, although difficulties have been experienced in identifying suitably qualified 
candidates.  
 
 2. Program Lending 
 
166. Within the ECG, ADB took the lead in developing the GPS for policy-based lending. The 
work was completed in 2004. The resulting guidelines were issued as an addendum to the GPS 
for public sector lending and forwarded to the Organisation for Economic Co-operation and 
Development, Development Assistance Committee for posting on their website. The full report is 
available on ADB’s web sites and was published by ECG in 2005.70  
 
167. The good practices for policy-based lending (and the preceding GPS for public sector 
evaluations) should increase confidence in the results for each institution, and allow appropriate 
lessons to be derived from evaluations. OED staff now use the GPS as ADB’s guidelines. The 
approach and methodology recommended are broadly consistent with ADB’s approach to 
evaluating program loans. ADB uses the 6 subcriteria to reach an overall conclusion about the 
success, or lack thereof, of a program loan, i.e., (i) relevance, (ii) efficacy (achievement of 
purpose), (iii) efficiency, (iv) sustainability, (v) institutional development impact, and (vi) impact. 
ADB’s PPARs also routinely assess the performance of the borrower and of ADB. A 
benchmarking study is planned by about 2007 to assess the degree to which the approach used 
by the various MDBs to evaluate policy-based lending is consistent with the GPS.   

                                                 
70  Evaluation Coordination Group. 2005. Good Practices for the Evaluation of Policy Based Lending by Multilateral 

Development Banks. 
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C. Follow-up Actions on OED Recommendations 

1. Objective and Approach 

168. There are two dimensions of evaluation: (i) ensuring that ADB is accountable to its 
stakeholders; and (ii) learning from past operations to improve future operations. The learning 
dimension of evaluation will only be realized if OED’s reports are relevant and address issues of 
concern to decision makers. OED’s recommendations need to be specific, relevant, actionable, 
and able to be monitored (e.g., Who does what? What does it cost? When should it be 
implemented?). The results of the follow-up reported below indicate that OED needs to continue 
working to improve its recommendations. For this purpose, in 2005 OED will increase its 
interactions with operational staff of ADB and DMCs concerning draft OED recommendations. 
The intention is to try to develop greater understanding of OED recommendations among those 
responsible for implementing them. This additional dialogue should also help to ensure the 
recommendations are operationally relevant, realistic, and implementable. 
 
169. Evaluation recommendations are disseminated to the parties concerned for appropriate 
action. Recommended follow-up actions are specific matters requiring ADB, the executing or 
implementing agency, and/or the borrower to take some action. After an evaluation report is 
circulated to the Board and made public, OED forwards a copy of the report and 
recommendations to the concerned ADB department and executing/implementing agencies 
responsible for their implementation. OED monitored the implementation status of its 
recommendations in September 2004 and February 2005, through ADB operations 
departments.  
 
170. In 2003, 25 OED reports (19 PPARs, 4 TPARs, 2 SESs) recommended a total of 105 
follow-up actions—an average of 4 actions per PPAR/TPAR and 7 actions per SES. These 
represented a slight decrease from the corresponding figures in 2002.  
 

2. Classification of Follow-up Actions 

a. Quality of Actions 

171. The quality of recommendations in OED reports has been improving. For the year under 
review, all recommendations were specific in stating what was to be done. However, eight (8%) 
did not specify who was responsible for taking the action necessary to implement the 
recommendation. Also, nine (9%) did not give a specific date when the action should be 
completed. In the previous year, one action was not specific about what was to be done, 14% 
did not specify who was to take the action, and 23% did not specify when the action was to be 
taken or done. Although progress has been made, OED will need to ensure that 
recommendations state who is to take action and by when, if it is to achieve the objective of 
having actionable recommendations that can be monitored. Follow-up recommendations in 
PPARs/TPARs were more specific as to who was to implement the recommendations than were 
the SESs (96% PPARs/TPARs were specific compared to 71% SESs). However, unlike 
PPARs/TPARs, SESs all specified when the action should be done. Lack of specificity in 
PPARs/TPAR follow-up recommendations concerned the accountable agency within the 
government, while in SESs, it was failure to state which department in ADB should take the 
action. 
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b. Types of Actions 

172. As was the case during the previous two years, more than half of the follow-up 
recommendations (62%; 65 of 105) were addressed to DMCs, although this was a decline from 
68% the year before. Of the 65 actions proposed for DMCs, 33 were specific to a project. The 
remaining 32 addressed issues at the sector or national level or required action by several 
agencies. All the follow-up actions addressed to DMCs were from PPARs/TPARs.  
 
173. Forty recommendations were directed to ADB, of which 26 were from PPARs/TPARs 
and all were specific to the corresponding project, sector, or country strategy. The remaining 14 
follow-up actions addressed to ADB were from the two SESs.71 Of these, 12 (86%) concerned 
ADB’s internal processes, guidelines, and/or strategies (Appendix 11) and two were specific to a 
project, sector, or country strategy.  
 

3. Extent of Actions Taken 

a. Project Performance Audit Reports/Technical Assistance 
Performance Reports 

174. The status of actions taken in OED recommendations included in PPARs/TPARs over 
time is shown in Figure 5. Action was taken for 70–80% of the recommendations in 2001–2003, 
representing an improvement over the 57% recorded in 2000. ADB’s operations departments 
and DMCs confirmed that appropriate actions were taken, or partly taken, for 77% of the 91 
recommendations contained in PPARs/TPARs (Table A10.3), similar to the previous year 
(79%). For the remaining recommendations no action was taken, similar to the 21% reported 
the previous year.  
 
175. The DMC took no action because it disagreed with the proposed action in one case 
(1%); in three other cases (3%), ADB requested the DMC to take action but a response was not 
received. With regard to recommendations addressed to ADB, six (7%) will be addressed in 
future operations. In 11 cases from two TPARs and seven PPARs, no progress was reported. 
Six (46%) of the cases where no action was taken came from five PPARs in the financial 
sector72 (under the old sector classification). The remaining five follow-up actions reporting no 
progress came from four reports in different sectors. All 11 follow-up recommendations with no 
reported progress were specific in terms of who was to do the follow-up action, when it should 
be done, and what should be done.  
 
176. Sometimes the strategic impact of TAs takes time to materialize. The TPAR on gender 
and development in Cambodia endorsed the implementation of the recommendations in one of 
the TAs covered by the TPAR to reorganize and streamline the Ministry of Women’s and 
Veterans’ Affairs. In 2004, the responsibility for veterans affairs was transferred to another 
ministry and the Ministry of Women’s Affairs had a clearly defined gender mandate. A Gender 
Equality Department was created to take the lead in facilitating and coordinating policy analysis 
and gender mainstreaming activities. The Government is drafting a national policy on gender 
mainstreaming and gender equality policy has been integrated into the Government’s recent 
policy and strategy documents. 

                                                 
71  ADB. 2003. Project Performance Management in ADB and its Projects in Developing Member Countries. Manila; 

and ADB. 2003. Participatory Approaches in Forest and Water Resource Operations in Selected DMCs. Manila. 
72  Using the new sector classification, four (31%) follow-up recommendations were from the financial sector and two 

(15%) were from law, economic management, and public policy. 
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b. Special Evaluation Studies 

177. As shown in Figure 6, actions have been taken or partly taken to implement about 80% 
of the follow-up actions included in SESs and impact evaluation studies (IESs). This proportion 
remained constant during 2000–2003. All 14 recommendations contained in the two SESs were 
addressed to ADB. Appropriate action had been taken or partly taken in 11 (79%) cases. For 
the remaining three cases, two (14%) will be addressed in future operations. No action was 
taken in one (7%) case, in which the OED report failed to specify who should take the action. 
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178. The SES on project performance management recommended several follow-up actions 
to standardize design and monitoring frameworks and to update and finalize the PPMS manual. 
Approval of the guidelines for the standardized project framework and updated PPMS are 

ADB = Asian Development Bank; DMC = developing member country; PPAR = 
project/program performance audit report; TPAR = technical assistance 
performance audit report. 

ADB = Asian Development Bank; DMC = developing member country; IES = 
impact evaluation study; SES = special evaluation study.
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expected in 2005. These actions should help to improve the efficiency, quality, and use of 
ADB’s PPMS and its alignment with DMC processes. The impact of the implementation of the 
recommendations to improve the project framework was discussed in Chapter IV.  
 

4. Operational Issues 

179. The proportion of follow-up recommendations not acted on was similar to that in the 
previous year. Of the 12 recommendations for which no action was reported, 9 were addressed 
to DMCs and 3 were addressed to ADB. Reasons for no action ranged from the absence of 
ADB in the sector (1 case); the DMC did not initiate any action because it was anticipating or 
awaiting a TA grant or a follow-up loan that would incorporate the recommendation as one of 
the activities (5 cases); the action was not done because some issues remained unresolved73 (3 
cases). No reason was given in the remaining 3 cases. These results indicate a need in some 
cases for OED to do more to ensure that the actions proposed are implementable and the 
conditions necessary to implement them are in place. In some cases, the monitoring 
mechanism remained weak. For example, if there was no ongoing ADB project in the sector, 
there were fewer incentives for ADB or the government to follow up, implement, and monitor 
OED recommendations. 
 
180. Three annual reviews of evaluation studies (2001, 2002, and 2003) have concluded that 
follow-up recommendations in IESs and SESs should be (i) specific, able to be monitored, 
actionable, relevant, and time bound; and (ii) separated from general lessons. The follow-up 
actions in the SESs completed in 2003 remained integrated with the general recommendations. 
This resulted in a lack of clarity and diluted the learning dimension of evaluation.  
 

5. Improving Access to OED’s Lessons and Recommendations  

181. OED’s lessons and recommendations are not stored in a user-friendly, machine-
readable manner. This limits their usefulness. The Postevaluation Information System will be 
upgraded in 2005 to make it more responsive to the needs of users.  New preformatted reports 
on project/program/TA ratings, lessons learned, and other findings of evaluation reports will be 
prepared. The new system will be designed to provide flexibility to allow users to choose their 
preferred combination of parameters. Users will have the option to view the results on screen, in 
print, or downloaded on an excel file. Specific reports, where possible, will be linked to the OED 
website.  
 
182. A more effective and efficient mechanism is needed for monitoring follow-up actions and 
for overall coordination with the concerned operational units. In many cases, the follow-up 
actions involve several departments and offices. Management should play a role in such 
interdepartmental coordination. As part of its information systems upgrading, OED will, in 2006, 
convert its database on follow-up actions into an enhanced system that can be easily accessed, 
updated, and used by staff throughout ADB as well as by Management for monitoring and 
coordination. This will facilitate the tracking of steps taken to address OED recommendations. 
 
D. Management Responses 

183. In December 2003, the Board approved the President’s recommendation that, effective 
January 2004, OED would report directly to the Board through the DEC, instead of to the 

                                                 
73 These include (i) required government commitment, (ii) acquisition of land, and (iii) completion of review of an 

interministerial commission or other government agency(ies). 
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President.74 The organizational independence of OED has introduced a new context for 
operations evaluation in ADB and a new responsibility and accountability structure governing 
OED, Management, and the Board in relation to evaluations. OED’s accountability increases 
from that of recommending Management approval of an evaluation to that of finalizing and 
disclosing an evaluation with full responsibility for its content and recommendations. 
Management’s role changes from the approver of evaluations to an active respondent and 
decision maker on what actions ADB can or should take on specific evaluation 
recommendations. On behalf of the Board, the DEC engages Management in responding to 
evaluation findings. DEC also reviews and endorses OED’s work program and budget.  
 
184. During 2004, new approval, review, and disclosure processes were established for OED 
reports so that the objectives of independent evaluations were observed and realized. First, 
after the normal interdepartmental review process and consultation with member governments 
involved in the evaluation, OED reports were finalized by OED independent of Management.  
Second, Management responses to the recommendations were invited. Third, on behalf of the 
Board of Directors, the DEC considered OED’s major reports together with Management’s 
responses. Finally, the OED report, Management response, OED comment (if any) on a 
Management response, and the DEC chairperson’s summary of the DEC’s discussion of the 
report were publicly disclosed so that all ADB stakeholders were informed of the 
recommendations in the evaluation report as well as the views and responses to these within 
ADB.  
 
185. In the cover memorandum for the initial circulation of a final OED report to the Board and 
the President, Management is explicitly invited to respond to the report. In June 2004, the 
President assigned the Managing Director General (MD) the responsibility “to coordinate among 
ADB Management to ascertain whether any response to applicable OED reports is deemed to 
be desirable or necessary (and) in such cases when ADB Management wishes to offer a 
response, to coordinate with vice-presidents in preparing a clear and consolidated response for 
(the President’s) approval to submit to OED.” In preparatory discussions with the MD, it was 
agreed that Management’s overall response should not revisit operational issues already 
addressed through the normal and detailed interdepartmental review and country consultation 
process that led to finalization of the report, but instead focus on (i) key issues and challenges 
ahead for ADB, (ii) lessons learned, (iii) implications for future strategy and programs, and (iv) 
recommendations.  
 
186. In September 2004, in a memorandum to the President, the chairperson of DEC affirmed 
that “Management response (to an OED report) is of fundamental importance to the institutional 
results-based learning process because it provides the primary basis for ADB implementation of 
the recommendations and for the monitoring of such implementation by the DEC, assisted by 
OED.” In this context, OED undertook a review of management responses to the 31 OED 
reports approved under the new independent structure from January 2004 through February 
200575 with two qualitative criteria in mind: (i) value addition and (ii) ability to be monitored. A 
management response was considered to add value to the learning process if it took lessons 
and recommendations “a step ahead,” i.e., the response was proactive, provided an operational 
direction, and was achievable. A management response was considered able to be monitored if 
it was specific, result oriented, and time bound. 
 

                                                 
74 ADB. 2003. Enhancing the Independence and Effectiveness of the Operations Evaluation Department  (R263-03). 

Manila. 
75  The early 2005 Management responses covered OED reports issued in late 2004.  
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187. There has been a learning process in preparing management responses. The new 
dynamics of interaction among OED, Management, and the DEC have yet to be fully 
understood and internalized in ADB, and a learning curve was evident as the process evolved 
through the end of its initial year. Management responses improved during the course of 2004 
and Management has made a visible commitment to the importance of its responses to 
evaluation reports. For example, in a March 2005 memorandum to heads of his departments, 
the vice-president (Operations 2) affirmed: “The Development Effectiveness Committee has 
strong interest in and high expectations for Management’s responses to OED reports. Our 
responses represent both an opportunity and a responsibility to review seriously and objectively 
the lessons learned from our projects, to demonstrate a commitment to best practices, and to 
explain to DEC members some of the challenges we face in project design and implementation. 
They are integral to delivering on our institutional commitment to development results.” The 
memorandum then describes two attached Management responses as being “frank without 
sounding defensive, lay(ing) out some proactive commitments based on lessons learned, and 
display(ing) analytical depth and thoughtfulness—all attributes to keep in mind when preparing 
(draft Management responses).” 
 
188. The learning curve was formally influenced by the DEC twice in 2004. First, in July 2004 
after a DEC discussion, the DEC chairperson wrote a memorandum to the President expressing 
DEC’s concern that Management had not given a written response to the first two reports under 
the new process (a CAPE and a PPAR), and that Management had merely written that it had 
“no particular comment” on the two annual reports of OED on the loan and TA portfolio as of 
2003 and on evaluation results of 2003, respectively. In response to the Chairperson’s 
memorandum, Management issued a substantive response to the annual report on portfolio 
performance. Second, at an August 2004 DEC meeting, concern over management responses 
was again expressed by several DEC members, particularly regarding specificity in the 
responses. In a second memorandum to the President, the DEC Chairperson appreciated 
Management’s adoption of its new practice of normally responding to OED reports and 
suggested that further specificity might be obtained if Management were to inform DEC on the 
priorities that ADB planned to place on the recommendations in a report “given the reality that 
some recommendations may not be immediately actionable or may require further cost-benefit 
examination.”  
 
189. While the quality of Management responses has improved, further improvement is 
needed. However, a necessary condition for such improvement in the Management response is 
improvement in the quality of OED report recommendations, particularly in their specificity and 
timeframe. Accordingly, OED will strive to develop clear and formal criteria and formats to be 
followed in making recommendations in evaluation reports. These formats and criteria will be 
directly discussed with the MD and then presented to the DEC for review, further guidance, and 
endorsement. 
 
190. Although progress has been made, not all staff fully understand the importance of the 
Management response or what should be included in such a response. This issue could be 
addressed by disseminating best practice examples to vice-presidents and directors general. 
 

VI. RECOMMENDATIONS 

A. Improving Performance in Poorly Performing Sectors and Regions 

191. ADB has achieved good development results in some countries and in some sectors. 
However, performance has been less satisfactory in other sectors (e.g., agriculture, lines of 
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credit to DFIs) and some regions (e.g., the Pacific, particularly Papua New Guinea). 
Performance problems in these areas are deep seated. Given the poor results, efforts to 
improve development effectiveness should be targeted on these areas. The improvements in 
the quality assurance mechanism identified in the independent assessment panel report and 
actions currently being implemented in regional departments cover all projects. Special efforts 
are needed in the problem sectors and regions, including strengthening feedback and learning 
in these areas so that mistakes are not repeated and success stories can be replicated. In 2005, 
Management should begin work to (i) identify niches where ADB has a competitive advantage 
and suitable staff resources for the agriculture sector and produce an action plan to improve 
project quality in this sector; (ii) develop an action plan to improve project quality in the Pacific 
region, particularly in Papua New Guinea, that, among other things, identifies the sectors in 
which there is a relatively high probability that projects will be successful; and (iii) establish a 
presumption that ADB will no longer finance lines of credit though government-owned 
development finance institutions—deviations from this norm would require strong justification 
based on clear evidence that the conditions set out in Operations Manual Section D6 are 
satisfied. 
 
B. Improving Selectivity and Focus Based on Past Results 

192. The 2006–2008 planning directions stress the need for selectivity and prioritization and 
that past performance will be the main criterion, with priority given to the sectors where ADB has 
been most successful. The planning directions imply that ADB should withdraw from poorly 
performing sectors in some countries. Table 3 shows an example of how past performance 
could be summarized to help determine the sectors in which ADB should be involved and those 
from which it should exit. Future CAPEs and CSPs should analyze past performance on a 
sectoral basis in a format similar to Table 3, supplemented by columns showing government 
borrowing priorities and the current development context, to help improve sector selectivity 
based on results.  
 
C. Strengthening Project Economic Analysis 

193. The ex-post EIRRs are lower than ex-ante EIRRs for three out of four projects. This 
finding indicates that the risks typically faced by ADB projects are not being properly identified 
and mitigated. ADB’s forecasts of demand and the benefit stream are consistently overoptimistic 
and implementation typically takes at least two years longer than the forecast. This highlights 
the need for continuing efforts to strengthen the economic analysis of projects. Recent ERD 
work indicates that issues that remain to be addressed related to project economic analysis. 
ERD has placed increased emphasis on country- and sector-level economic analysis to provide 
a better understanding of the rationale for ADB’s assistance. Greater use of least-cost 
analysis/options in association with EIRR calculations should result in a better assessment of 
the optimal scale of investment.  
 
194. Beginning in 2006, sensitivity analysis should be strengthened by (i) explicitly using the 
lessons of experience of similar projects to develop realistic ranges of potential changes in key 
parameters, (ii) identifying project-specific factors that are likely to have a major impact on the 
EIRR if assumptions do not turn out to be correct and include these variables in the 
assumptions-and-risk column in the design and monitoring framework, and (iii) undertaking 
sensitivity testing early in the project cycle so that risk mitigation measures can be built into the 
project design. ERD should report on progress in this area in its periodic retrospective reviews 
of economic analysis.  
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195. In 2005, a task force of ERD economists and country economists should be formed to (i) 
work out a way to fill the void for long-term forecasts at the country level, and (ii) explore 
partnership opportunities in this area with academic and research institutions in DMCs and 
international organizations involved in long-term economic forecasting.  

 
D. Addressing Potential Risks Posed by Bunching 

196. In 2004, 75% of all public sector loans were approved by the Board in the fourth quarter 
(48% in the month of December). Although bunching is not the most important determinant of 
project quality, in OED’s view there is a potential risk that the serious bunching since 2000 could 
undermine the trend of improving project quality. Definitive information on the impact of the 
excessive bunching on project quality will not be available for about a decade. However, OED 
believes that it would be prudent to take steps to mitigate this potential risk. 
 
197. Increasing bunching since 2000 and a decade-long increase in the time taken for loans 
to become effective, indicate that ADB staff are getting mixed messages about whether loan 
approval in a particular calendar year is more important than project readiness. This is not 
appropriate for an organization dedicated to managing for development results. Good project 
quality should matter more to ADB than the year in which a loan is approved.76 ADB is taking 
steps to change its business processes in ways that may reduce bunching. However, these 
changes should be complemented by changing the incentives, both formal and informal, that 
affect staff behavior so that staff focus on achieving development results rather than on loan 
approval by the end of a calendar year. This will be a long and difficult process, requiring a 
sustained effort over several years. Focusing on project quality and increased lending volumes 
are not incompatible. Sound development banking has at its core continuing portfolio growth 
(volume), the delivery of quality services (loans), and the maintenance of prudential and quality 
standards (administration). If ADB improves quality and effectiveness, uses selectivity and 
prioritization to focus on what it can deliver and where it should put its scarce resources, 
introduces new products, and cuts transaction costs, the stage will be set for an increasing 
demand for loans. ADB is taking action through the middle-income country strategy and the 
innovation and efficiency initiative to address some of these issues. 
 
198. Action should begin in 2005/2006 to change staff incentives to complement the 
measures being taken to reduce bunching by changing ADB’s business practices. Example of 
things that could be done include (i) issuing a clear written message from Management to staff 
that achieving development results is more important than the calendar year in which a loan is 
approved, (ii) more actively using project-readiness filters in Project Administration Instruction 
1.01 and informing management of the degree of compliance with the filters when seeking 
authorization for loan negotiations, (iii) monitoring project start-up indicators and reporting the 
results to Management and the Board, (iv) focusing more on loan effectiveness or the first 
disbursement than on loan approval during staff performance reviews, and (v) examining the 
feasibility of strengthening ADB’s personnel records to include tracking project and TA 
performance over long periods of time on a staff-by-staff basis to assess if and how such 
information could be considered, in addition to other factors, during personnel decisions. 
 

                                                 
76  OED acknowledges that lending volumes are important because of concerns about negative net resource flows to 

DMCs and declines in OCR income. However, the dates of effectiveness and first disbursement have a greater 
impact on those issues than does the date of loan approval.  
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E. Evaluation of ADB’s Energy Policy 

199. The power sector has been, and is expected to continue to be, an important part of 
ADB’s operations. The power sector is one of ADB’s best-performing sectors. ADB’s current 
energy policy was adopted in 2000. Since then there have been some major developments: (i) 
the price of oil has more than doubled, creating strong incentives for energy efficiency and 
conservation; (ii) energy security concerns have increased; (iii) a new international architecture 
is emerging for emission trading and there is growing concern about the emission of 
“greenhouse” gases; (iv) sector reform has progressed in the region; (v) some members of civil 
society question the wisdom of building hydropower dams and whether sector reforms have 
delivered the expected benefits; (vi) the experience of privately financed power projects has not 
been uniformly good for investors, governments, or consumers; and (vii) ADB lending for the 
energy sector has declined in some major client countries. ADB’s current and previous energy 
policies have not been evaluated. An evaluation of ADB’s energy sector policy will be added to 
OED’s 2006–2008 work program. Although a review of the energy policy has not been 
prioritized by Management for the 2005 to 2007 period, adding this evaluation to OED’s work 
program would ensure that an independent evaluation of the energy policy would be available 
as an input when the review takes place. 
 
F. Improving OED’s Recommendations 

200. Action is taken to implement on average 70–80% of OED recommendations. Further 
work is needed to improve the strategic impact of evaluations as measured in terms of the 
implementation of OED recommendations. To help provide a basis for improving the quality of 
management responses, OED needs to focus its recommendations better in 2005 by (i) 
ensuring that its recommendations are actionable and can be monitored, (ii) discussing the draft 
findings and recommendations at the director-general level for more complex evaluations and at 
the director level for project and TA evaluations, (iii) discussing recommendations more fully 
with DMCs during evaluation missions, and (iv) developing a more user-friendly system to allow 
better access to OED’s lessons and recommendations and to better track action taken on the 
recommendations.  
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APPENDIX 1: PROJECT PERFORMANCE BY SECTOR AND BY YEAR OF APPROVAL 

Major Sector Sector
1970s 1980s 1990–96 Total 1970s 1980s 1990–96 Total

Agriculture
Fisheries 16 16 5 37 18.8 50.0 0.0 29.7
Industrial Crops and Agro-Industry 9 13 5 27 44.4 15.4 60.0 33.3
Irrigation and Rural Development 34 52 30 116 44.1 55.8 60.0 53.4
Livestock 7 7 - 14 0.0 28.6 - 14.3
Forestry 3 12 6 21 66.7 50.0 16.7 42.9
Agricultural Support Service 9 20 17 46 44.4 45.0 47.1 45.7
Fertilizer Production 5 1 1 7 60.0 100.0 0.0 57.1

Subtotal 83 121 64 268 37.3 47.1 46.9 44.0
Energy

Electric Power 50 42 41 133 78.0 76.2 87.8 80.5
Natural Gas 2 11 9 22 100.0 90.9 88.9 90.9
Refinery - 1 - 1 - 100.0 - 100.0
Fuel Materials 3 1 4 66.7 0.0 - 50.0
Others - - 2 2 - - 50.0 50.0

Subtotal 55 55 52 162 78.2 78.2 86.5 80.9
Finance

Development Finance Institution 38 27 15 80 42.1 51.9 46.7 46.3
Industry

Industry (Non-Agriculture) 10 2 8 20 70.0 100.0 62.5 70.0
Non-Fuel Materials 2 3 - 5 100.0 100.0 - 100.0

Subtotal 12 5 8 25 75.0 100.0 62.5 76.0
Multisector/Others

Multisector 1 11 16 28 100.0 63.6 75.0 71.4
Others - - 1 1 - - 0.0 0.0

Subtotal 1 11 17 29 100.0 63.6 70.6 69.0
Social Infrastructure

Water Supply and Sanitation 26 18 24 68 57.7 38.9 66.7 55.9
Education 11 21 37 69 72.7 52.4 75.7 68.1
Urban Development and Housing 4 15 14 33 75.0 60.0 78.6 69.7
Health and Population 2 13 13 28 100.0 38.5 61.5 53.6

Subtotal 43 67 88 198 65.1 47.8 71.6 62.1
Transport and Communications

Roads and Road Transport 22 26 45 93 90.9 84.6 88.9 88.2
Ports and Shipping 18 12 9 39 77.8 66.7 88.9 76.9
Airports and Civil Aviation 4 - 4 8 100.0 - 75.0 87.5
Railways 2 3 4 9 0.0 33.3 50.0 33.3
Telecommunications 3 6 10 19 100.0 66.7 100.0 89.5

Subtotal 49 47 72 168 83.7 74.5 87.5 82.7

                     Total 281 333 316 930 60.1 58.0 71.2 63.1
– = nil.

Number of Rated Projects by Year of Approval Proportion of Projects Rated Successful (%)

Appendix 1 
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APPENDIX 2: PROJECT PERFORMANCE BY COUNTRY AND BY YEAR OF APPROVAL 
Region Country Number of Rated Projects by Year of Approval Proportion of Projects Rated Successful (%)

1970s 1980s 1990–96 Total 1970s 1980s 1990–96 Total
East and Central Asia

China, People's Republic of - 6 46 52 - 66.7 80.4 78.8
Kazakhstan - - 3 3 - - 66.7 66.7
Kyrgyz Republic - - 3 3 - - 100.0 100.0
Mongolia - - 8 8 - - 87.5 87.5
Uzbekistan - - 1 1 - - 100.0 100.0

Subtotal - 6 61 67 - 66.7 82.0 80.6
Mekong 

Cambodia - - 6 6 - - 83.3 83.3
Lao People's Democratic Republic 3 9 14 26 33.3 77.8 85.7 76.9
Myanmar 5 3 - 8 60.0 66.7 - 62.5
Thailand 24 14 18 56 87.5 85.7 100.0 91.1
Viet Nam 5 9 14 0.0 - 77.8 50.0

Subtotal 37 26 47 110 67.6 80.8 89.4 80.0
Pacific

Cook Islands - 2 5 7 - 0.0 60.0 42.9
Federated States of Micronesia - - 1 1 - - 0.0 0.0
Fiji Islands 4 5 1 10 100.0 40.0 100.0 70.0
Kiribati - 2 1 3 - 50.0 0.0 33.3
Marshall Islands - - 4 4 - - 50.0 50.0
Papua New Guinea 8 12 9 29 37.5 41.7 22.2 34.5
Samoa 8 5 1 14 37.5 40.0 0.0 35.7
Solomon Islands 4 3 2 9 25.0 0.0 100.0 33.3
Tonga 4 6 4 14 75.0 83.3 75.0 78.6
Vanuatu 4 2 6 - 25.0 50.0 33.3

Subtotal 28 39 30 97 50.0 41.0 46.7 45.4
South Asia

Bangladesh 21 29 26 76 23.8 65.5 84.6 60.5
India - 10 13 23 - 70.0 61.5 65.2
Maldives - 4 2 6 - 75.0 100.0 83.3
Nepal 16 28 14 58 81.3 46.4 57.1 58.6
Bhutan - 4 3 7 - 50.0 100.0 71.4
Pakistan 25 52 26 103 56.0 59.6 50.0 56.3
Sri Lanka 12 22 19 53 41.7 54.5 68.4 56.6

Subtotal 74 149 103 326 50.0 58.4 67.0 59.2
Southeast Asia

Indonesia 39 53 45 137 59.0 60.4 66.7 62.0
Malaysia 23 21 7 51 56.5 61.9 85.7 62.7
Philippines 33 29 23 85 51.5 37.9 60.9 49.4

Subtotal 95 103 75 273 55.8 54.4 66.7 58.2

Graduated Economies
Hong Kong, China 4 1 - 5 75.0 100.0 - 80.0
Republic of Korea 36 8 - 44 83.3 87.5 - 84.1
Singapore 7 1 - 8 100.0 100.0 - 100.0

Subtotal 47 10 - 57 85.1 90.0 - 86.0

                     Total 281 333 316 930 60.1 58.0 71.2 63.1
– = nil.
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APPENDIX 3: PROPORTION OF SUCCESSFUL PROJECTS, BY COUNTRY AND SECTOR 

Country

Bangladesh 30 63.3 21 71.4 18 55.6 6 16.7 1 100.0 76 60.5
Bhutan 1 100.0 2 100.0 1 100.0 1 0.0 2 50.0 7 71.4
China, People's Rep. of 8 37.5 31 90.3 2 100.0 5 80.0 6 66.7 52 78.8
Graduated Economies 7 28.6 9 100.0 23 87.0 11 100.0 7 100.0 57 86.0
India 17 58.8 1 100.0 3 66.7 2 100.0 23 65.2
Indochina 13 30.8 24 87.5 16 68.8 1 100.0 54 68.5
Indonesia 52 34.6 40 87.5 38 76.3 3 33.3 4 50.0 137 62.0
Malaysia 18 50.0 16 68.8 16 68.8 1 100.0 51 62.7
Maldives 5 80.0 1 100.0 6 83.3
Mongolia and CARs 2 50.0 9 88.9 1 100.0 3 100.0 15 86.7
Nepal 29 51.7 16 81.3 10 60.0 3 0.0 58 58.6
Pacific DMCs 14 14.3 21 85.7 7 57.1 17 23.5 9 66.7 68 50.0
Pakistan 33 57.6 34 82.4 19 26.3 12 25.0 5 60.0 103 56.3
Papua New Guinea 5 40.0 9 55.6 10 20.0 3 0.0 2 50.0 29 34.5
Philippines 25 44.0 28 64.3 17 35.3 10 30.0 5 80.0 85 49.4
Sri Lanka 23 26.1 12 83.3 10 70.0 7 85.7 1 100.0 53 56.6
Thailand 8 75.0 36 97.2 9 77.8 2 100.0 1 100.0 56 91.1

Total 268 44.0 330 81.8 198 62.1 80 46.3 54 72.2 930 63.1
CAR = Central Asian republic; DMC = developing member country.

No. of Rated 
Projects

Success Rate 
(%)

No. of Rated 
Projects

Agriculture

Success Rate 
(%)

Success Rate 
(%)

Energy and Transport and 
Communications

No. of Rated 
Projects

Success Rate 
(%)

Success Rate 
(%)

Social Infrastructure Finance Industry/Multisector/
Others Total

No. of Rated 
Projects

No. of Rated 
Projects

No. of Rated 
Projects

Success Rate 
(%)
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APPENDIX 4: PROJECT SUCCESS AND BUNCHING 
 
A. Introduction 

1. This appendix summarizes the analysis done by the Operations Evaluation Department 
(OED) and the Economic Research Department (ERD) to determine whether there is a 
relationship between quarter of approval and project success. The first part of the appendix 
describes some chi-square tests undertaken to examine the statistical relationship between 
quarter of approval and project quality. The second part describes some regression analyses 
done by ERD to identify predictors of project success. 
 
2. OED and ERD came to different conclusions on the results emanating from the chi-
square analysis. The main difference in the approach relates to the database used for the OED 
and ERD analyses.  
 
B. Chi-Square Test Results 

3. Because bunching has become worse in the new millennium, OED analyzed all 
completed projects/programs to determine whether the quarter of approval of projects/programs 
is related to likely project/program success. Because of (i) the limited number of project 
performance audit reports (PPARs) for more recent approvals,1 (ii) improved quality of the 
project completion reports (PCRs), (iii) the fact that PCRs and PPARs use the same criteria to 
rate projects, and (iv) the lack of a systematic bias in PCR ratings since 2000 (see Chapter V), 
OED pooled the PPAR and PCR ratings. The PCR ratings were used in lieu of PPAR ratings if 
no PPAR rating was available. This resulted in a larger sample of observations and increased 
the representation of more recently completed projects in the sample.2 PPAR ratings cover only 
18% of projects/programs approved in the 1990s. 
 
4. The chi-square test was used by OED to determine whether there is a statistically 
significant relationship between quarter of approval and project success. The tests were carried 
out for all projects/programs with PPARs and/or PCRs and for those approved in the 1970s, 
1980s, and 1990s. The significance of the statistical relationship given by the chi-square is 
measured by the p-value. A p-value of 0.05, for example, indicates that there is only a 5% 
chance of getting the same or more extreme test statistic if the null hypothesis is true. In 
statistical parlance, the result is highly significant if the p-value is less than 0.01 and significant if 
the p-value is less than 0.05. However, in the social sciences, where measurement issues 
abound regarding the data, the results are considered weakly significant if the p-value is less 
than 0.10. For the matter under discussion, OED does not believe that ADB should reject the 
possibility that there may be a relationship between project quality and bunching if the p-value is 
between 0.05 and 0.10. 
 
5. Based on the chi-square test results (see Tables A4.1–A4.4 [OED row only]) OED 
concluded that for projects/programs approved in the 1990s there is a statistically significant 
relationship between quarter of approval and likelihood of success as the p-value for the 
combined PPAR and PCR ratings is less than 0.05 (Table A4.2, OED row). However, there is 
no statistically significant relationship between quarter of approval and project success for 

                                                 
1  This is due to the lags between approval and PPAR circulation (about 10–12 years after approval) and the 35% 

coverage of completed projects by PPARs. 
2  PPARs are normally undertaken three years after project completion or two years after the PCR is completed.  
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projects approved in the 1970s and the 1980s. For all projects and programs, the p-value is 
0.098, low enough to imply a relationship in social sciences.  
 
6. ERD does not believe that it is appropriate to pool PPAR and PCR ratings, noting that 
combining these ratings assumes that PCRs and PPARs are interchangeable or perfectly 
substitutable. ERD questioned whether PCR and PPAR ratings are consistent and can be used 
interchangeably. Although acknowledging that the same rating categories and rating criteria 
apply for both PPARs and PCRs, ERD felt, that in practice, at the time of project completion 
PCRs can provide ratings on the first three criteria (relevance, efficacy, and efficiency) with 
greater confidence than on the other two (sustainability and impacts). Information and data 
available at the PCR stage are significantly less than at the PPAR stage. ERD also noted that 
project staff undertake PCRs while OED staff prepare PPARs and that staff in these two groups 
have different perspectives and incentives. More broadly, ERD felt that PCRs and PPARs serve 
distinct purposes and functions of development learning at the respective stages of the results 
chain of inputs, activities, outputs, outcomes, and impacts. ERD concluded the PCR ratings and 
PPAR ratings are qualitatively different, cannot be considered as being from the same 
population, and should not be used interchangeably.  
 
7. Chi-square tests were carried out by ERD for quarter-of-approval and project-success 
rating using the OED rating (mixture of PPAR and PCR ratings), PPAR rating only and PCR 
rating when PPAR rating was not available (labeled as PCR sub in the tables). The results of 
this analysis are reported in Tables A4.1, A4.2, A4.3 and A4.4.   
 
8. The PPAR row in Table A4.1 shows there is no statistically significant relationship 
between quarter of approval and project success when PPAR ratings alone are used. This 
implies that the variation of percentage of partly successful and unsuccessful projects across 
quarters is negligible. However, the variation across quarters increases with the inclusion of 
PCR ratings (refer to rows PCR sub and OED rating in Table A4.1). This pattern is more 
discernible in Table A4.2, for projects approved in the 1990s. About 73% of the 1990s ratings 
were PCR ratings. The percentage of partly successful and unsuccessful projects across 
quarters became more varied.  ERD concluded that since the statistically significant relationship 
between quarter of approval and project quality for the 1990s arises largely from a quantum 
jump in the share of PCR ratings, the relationship reported by OED between time of approval 
and project rating is not robust and may be spurious. For projects approved in the 1980s, the 
variation across quarters remained almost constant even with the addition of PCR ratings which 
accounted for 24% of the observations.  For the 1970s, no PCR ratings were used (PCRs did 
not rate projects at that time). 
 

Table A4.1: Summary of Chi-Square Test for all Projects/Programs 
 

Percentage of Partly Successful and Unsuccessful  Cells 
with <5 

 
Total 

observations 
% of total 

observations Q1 Q2 Q3 Q4 Total p-value  
OED 1036  40.20 35.90 30.88 40.17 37.74 0.0985 0% 
PCR sub 373 36 41.03 22.86 23.00 34.17 30.83 0.0765 0% 
PPAR only 663 64 39.68 41.46 37.61 43.14 41.63 0.7396 0% 

 OED = Operations Evaluation Department; PCR = project completion report; PPAR = project/program performance audit 
report; Q = quarter. 
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Table A4.2:  Summary of Chi-Square Test for the 1990s 

 
Percentage of Partly Successful and Unsuccessful Cells 

with <5 
 

Total 
observations 

% of total 
observations Q1 Q2 Q3 Q4 Total p-value  

OED 395  44.90 20.93 25.69 31.96 30.63 0.0458 0% 
PCR sub 288 73 42.86 16.67 24.71 30.43 28.82 0.0937 0% 
PPAR only 107 27 50.00 30.77 29.71 35.71 35.51 0.6076 25% 

 
 
 

Table A4.3:  Summary of Chi-Square Test for the 1980s 
 

Percentage of Partly Successful and Unsuccessful Cells 
with <5 

 
Total 

observations 
% of total 

observations Q1 Q2 Q3 Q4 Total p-value  
OED 356  40.63 47.06 40.68 45.02 44.10 0.8878 0% 
PCR sub 85 24 25.00 60.00 13.33 42.62 37.65 0.0765 50% 
PPAR only 271 76 42.86 44.83 50.00 45.88 46.13 0.9382 0% 

 
 
 

Table A4.4:  Summary of Chi-Square Test for the 1970s 
 

Percentage of Partly Successful and Unsuccessful Cells 
with <5 

 
Total 

observations 
% of total 

observations Q1 Q2 Q3 Q4 Total p-value  
OED 285  28.57 42.50 30.61 42.86 39.65 0.3033 0% 
PCR sub 0         
PPAR only 285 100 28.57 42.50 30.61 42.86 39.65 0.3033 0% 

 
 
 
 
9. To investigate ERD’s concerns, OED compared the PCR and PPAR ratings for projects 
for which both ratings were available. This analysis is reported in Chapter V. Given the 
convergence of PPAR and PCR ratings after 2000, OED believes that it is appropriate to 
combine the two sets of ratings. OED re-did its statistical analysis to assess whether there is a 
significant relationship between the time of approval and the likelihood that a project/program 
will be rated successful. The changes in the analysis were (i) because of concerns about bias, 
the ratings based on PCRs prepared between 1995 and 1999 were excluded from the analysis; 
(ii) the database includes the rating for PCRs circulated in 2000 or later and all PPARs; and (iii) 
projects approved in the first and fourth quarters were compared to projects approved in second 
and third quarters since most first quarter approvals slipped from the previous year. ADB 
approves very few loans in the first quarter. 

OED = Operations Evaluation Department; PCR = project completion report; PPAR = project/program performance audit 
report; Q = quarter. 

OED = Operations Evaluation Department; PCR = project completion report; PPAR = project/program performance audit 
report; Q = quarter. 

OED = Operations Evaluation Department; PCR = project completion report; PPAR = project/program performance audit 
report; Q = quarter. 
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10. The results of this analysis are shown in Table A4.5 and are summarized below:  
 

(i) a statistically significant relationship at the 5% level was found for quarter of 
approval in the 1990s. Projects approved in second and third quarters are more 
likely to be successful than projects approved in the first and fourth quarters;  

(ii) a similar statistical relationship, significant at 5% level, was found for the entire 
portfolio when the first and fourth quarters were grouped and compared to 
second and third quarters; and 

(iii) the relationship between quarter of approval and project success was not 
statistically significant in the 1970s and 1980s. 

 
Table A4.5: Summary of Chi-Square Tests 

(Combined PPARs and PCRs Results but excluding PCRs circulated in 1995–1999) 
           
A. Combined Second and Third quarters vs First and Fourth Quarters 
  Year of Number of   Percentage of Successful Projects/Programs     
  Approval Observations   Q2 and Q3 Q1 and Q4 Total   p-value 
 1970s 285  64.0  58.7  60.4  0.39029 
 1980s 286  53.9  54.8  54.5  0.90274 
 1990s 333  77.3  66.3  70.6  0.03211 
  Total 904   67.2   59.9   62.3   0.03323 
           
B. By Quarter of Approval      
  Year of Number of   Percentage of Successful Projects/Programs      
  Approval Observations   Q1 Q2 Q3 Q4 Total   p-value 
  1970s 285  71.4 57.5 69.4 57.1 60.4  0.30333 
 1980s 286  55.2 55.2 53.2 54.7 54.5  0.99744 
 1990s 333  53.5 79.5 76.4 69.8 70.6  0.02870 
  Total 904   58.1 64.8 68.6 60.2 62.3   0.16335 

 
 
11. The chi-square test only shows that there is a relationship between two variables and 
does not test the direction of the causality. However, the fact that the rates of success were 
lower for projects approved in the first and fourth quarters based on actual data (using pooled 
PPAR and PCR ratings), OED believes that a prudent person could reasonably postulate that 
causality flows from bunching to project quality rather in the reverse direction. Based on this 
analysis, OED believes that it is reasonable to assume that there may be a relationship between 
quarter of approval and the probability of project success. OED concurs with ERD that based on 
the available evidence, bunching is not the most important determinant of project quality. Other 
factors (e.g., country, sector, project design, capacity of the executing agency, and economic 
environment) are more important. 
 
12. OED is concerned about this issue because bunching has become much worse since 
2000. The impact of this excessive bunching on project quality will not be known until PPARs 
and PCRs are available at the end of the decade. Based on the evidence that is available, OED 
concludes that an organization dedicated to achieving development results should take the 
prudent decision that there is a potential risk that bunching may have an adverse impact on 

PCR = project completion report; Q = quarter. 
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project quality and address the bunching issue. Ignoring this issue would not be a prudent 
decision. 
 
C. Stepwise Logistic Regression 

13. Using PPAR ratings only, a stepwise logistic regression3 was undertaken by ERD to 
search for predictors of project rating.  The following predictors were used (project type— 
programs or project; sector; quarter of approval, subregional grouping, loan type—OCR vs. 
ADF; country classification (A, B1, B2, C and graduated).  Logistic regressions are used to 
predict a discrete outcome, such as group membership or category from a set of variables that 
may be binary, continuous, discrete, or a mix of any of these.  In general, the dependent or 
response variable is dichotomous, such as the presence/absence or success/failure. In the case 
of this study, the dependent variable is dichotomous—a project being rated as successful or not 
as distinct categories and with probability of each category occurring respectively as θ  and 

θ−1 .  The relationship between the predictor and response variables is not a linear function in 
logistic regression, rather:  
 

                                   
( )
( ) ll xxx
x

x βββα
θ

θ
++++=⎥

⎦

⎤
⎢
⎣

⎡
−

K22111
log ,                                            (1) 

where α  is the constant (intercept) of the equation and iβ  is the coefficient of predictor variable 

ix .  If a predictor variable is categorical or discrete with say k categories, then this variable will 
be represented by k-1 ix  in the model such that ix = 1 if category i  and ix =0 if not category i.  
The last category, which is not included in the model, is considered the reference category. 
Stepwise logistic regressions build a model in the form of equation (1) that could best predict the 
category of outcome of the dependent variable by considering all the available predictor 
variables. Predictor variables can be added or deleted in the model on the basis of a goodness- 
of-fit test.    
 
14. Table A4.6 presents the final model that resulted from the stepwise logistic regression in 
which the following variables were considered to predict the probability of unsuccessful and 
partially unsuccessful projects: (i) sector, (ii) DMC classification (A, B1, B2, C, graduated), (iii) 
subregional country groups, (iv) quarter of approval, (vi) source of funds for the loan—ADF or 
OCR or mixture, (v) decade when the project was approved, (vi) type of loan—program or 
project.  For sector, the reference category is transport and communications; for the type of loan 
the reference is project; for DMC classification the reference is graduated economies; and for 
decade of approval the reference is 1990s. The estimated coefficients are in the third column. 
The p-value to test whether the corresponding coefficient is significant from 0 is in the last 
column. The final model indicates that the sector, type of loan, DMC classification, and decade 
of approval are the best determinants of project quality. The quarter of approval was not 
statistically significant.  

                                                 
3   Logistic regression is a form of regression that is used when the dependent variable is discrete and the 

independent variables are of any type. Stepwise logistic regression is used to determine which independent 
variables could be added or dropped from the model to obtain a model that could best predict the dependent 
variable.   Stepwise regression, in general, is used in the exploratory phase of research but it is not recommended 
for theory testing. Theory testing is the testing of a-priori theories or hypotheses of the relationships between 
variables. Exploratory testing makes no a-priori assumptions regarding the relationships between the variables: the 
goal is to discover relationships. 
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Table A4.6:  Final Model on Predictors of Unsuccessful and Partly Successful Projects 
(PPAR data only) 

 
Predictor 
Variables 

Categories Estimate of 
Coefficient 

( iβ ) 

p-value 

 Intercept -4.0910 < .0001 
Agriculture 1.7689 < .0001 
Energy -0.0779 0.827 
Finance  1.8683 < .0001 
Industry 0.2575 0.652 
Multisector/ Others 0.9851 0.083 

Sector 

Social Infrastructure 1.5750 < .0001 
Type of loan Program 0.7686 0.027 

A 2.1935 < .0001 
B1 2.1628 < .0001 
B2 2.0332 < .0001 

 
DMC  
Classification 

C 1.8130 < .0001 
1970s 0.8068 0.007 Decade of approval 
1980s 0.6692 0.016 

 
 
15. The relationships and strengths among categories of predictor variables can also be 
inferred from the results of the logistic regression.  Since logistic regression gives the probability 

of success over the probability of failure, 
θ

θ
−1

, the parameter estimates of the coefficients, 

usually called logits, are the natural log of the odds in Table A4.6.4 The exponential of a logit is 
the odds ratio of the corresponding category compared to the reference category. The odds 
ratio for a predictor tells the relative amount by which the odds of the outcome increase when 
the value of the predictor value is increased by 1 unit.  For example, if the logit of agriculture is 
1.7689, then the odds ratio for agriculture is exp(1.7689)= 5.8642. This implies that the odds of 
agriculture projects being rated as unsuccessful or partly successful is nearly 6 times greater 
than the odds for transport and communication projects.  The corresponding odds ratios of the 
model presented in Table A4.6 are shown in Table A4.7. While Table A4.6 identifies the 
significant predictors, Table A4.7 quantifies the strength of these predictors. The odds of 
projects in the agriculture, finance, and social infrastructure sectors to be partly successful or 
successful are between 4.8 and 6.5 times higher than for transport and communications 
projects. The odds for energy and industrial projects being rated as partly successful or 
unsuccessful are about the same as for transport and communications projects. Although the 
odds ratios decline from 9.0 for group A countries to 6.1 for group C countries, the odds of 
projects in all borrowing DMCs being rated as partly successful or unsuccessful are much 
higher than for projects in the graduated economies. The odds ratio was about 2 times higher 
for projects approved in the 1970s and 1980s to be rated as other than successful than for 
projects approved in the 1990s.  

                                                 
4  The odds of an event is defined as the probability of the outcome event occurring divided by the probability of the 

event not occurring.  

DMC = developing member country. 
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Table A4.7  Summary of Odds Ratio Estimates 

(Each sector type is compared with Transport and Communications) 
 

Predictor Variables Categories Odds Ratio 
Agriculture 5.8642 
Energy 0.9251 
Finance  6.4772 
Industry 1.2936 
Multisector/ Others 2.6780 

Sector 

Social Infrastructure 4.8307 
Type of loan Program vs Project 2.1566 

A vs Graduated 
Economies 

8.9662 

B1 vs Graduated 
Economies 

8.6951 

B2 vs Graduated 
Economies 

7.6385 

DMC Classification 

C vs Graduated 
Economies 

6.1289 

1970s vs 1990s 2.2407 Decade of Approval 
1980s vs 1990s 1.9526 

 
 
16. The ERD analysis found that sector, recipient country classification, and type of loan 
(whether project or program) were better predictors of project quality than quarter of approval 
and that there was also a significant improvement in the quality of projects from 1970s to the 
1990s.  This regression analysis carried out by ERD using the PPAR database confirms OED’s 
findings based on pooling PCR and PPAR ratings (see Chapter II) that (i) project success has 
improved over time; (ii) sectors are directly related to project success with energy, transport, 
and industrial projects more likely to be successful than projects in the social sectors, finance, 
and agriculture; and (iii) the country context is related to project success with projects more 
likely to be successful in DMCs that have reached a higher level of development. OED would 
also agree that overall projects have generally been more successful than program loans. 
However, it should be noted that there has been a marked improvement in the performance of 
program loans. The success rate for program loans approved from 1983 to 1991 was 
unacceptably low. However, 65% of the program loans approved after 1991 were rated 
successful. 

DMC = developing member country. 
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APPENDIX 5: TRENDS IN POWER SECTOR LENDING 
 
1. By the end of 2004, the Asian Development Bank (ADB) had provided $21.7 billion1 to 
finance 265 public sector operations and $0.6 billion to finance 16 private sector projects. 
Annual ADB lending for the power sector grew steadily in the 1970s, exceeding $200 million for 
the first time in 1977. Lending continued to increase in the 1980s, generally $400–600 million 
per year, peaking at nearly $800 million in 1984.2 There was a marked increase in power sector 
lending in the 1990s, exceeding $1 billion in 1990–1996, peaking at $1.8 billion in 1996 and 
falling sharply in 1998 and 1999. The large increase in lending in the 1990s reflected the use of 
program lending to support sector reforms. Since 2000, power sector lending has averaged 
about $800 million a year. 
 
2. ADB’s support for the power sector has covered 30 developing member countries 
(DMCs). Major borrowers were India (22.0% of total power sector lending), Indonesia (15.8%), 
Pakistan (14.0%), People’s Republic of China (PRC) (11.0%), Philippines (10.2%), Bangladesh 
(8.2%), and Thailand (7.5%) (Table A5.1). 
 

Table A5.1: Power Sector Lending by Country ($ Million) 

Percent
CEG PSD Hydro RE T and D Total of Total

Afghanistana — — 9.0 — — 9.0 0.04
Bangladesh 410.0 — — — 1,374.3 1,784.3 8.22
Bhutan — — — — 26.9 26.9 0.12
Cambodia — 28.2 — — 64.6 92.8 0.43
China, People's Republic of 595.3 1,074.4 286.0 58.0 385.0 2,398.7 11.05
Fiji Islands 4.7 — 16.0 — 16.2 36.9 0.17
India 1,767.0 1,397.0 — 100.0 1,525.0 4,789.0 22.05
Indonesia — 1,581.5 510.0 161.0 1,178.6 3,431.1 15.80
Kiribati 0.7 — — — 0.9 1.6 0.01
Korea, Republic of 41.7 52.6 1.0 — 102.1 197.4 0.91
Kyrgyz Republic — — — — 30.0 30.0 0.14
Lao PDR — — 163.0 — 90.3 253.3 1.17
Malaysia 9.8 120.7 87.0 — 104.0 321.5 1.48
Maldives 6.1 8.0 — — 16.2 30.3 0.14
Mongolia — 40.0 3.8 — 50.0 93.8 0.43
Myanmar — 14.6 — — 12.2 26.8 0.12
Nepal — 8.3 160.0 — 196.1 364.4 1.68
Pakistan 882.2 514.8 599.7 — 1,033.3 3,030.0 13.95
Papua New Guinea — — 20.7 2.7 19.7 43.0 0.20
Philippines 285.0 704.0 209.8 — 1,008.3 2,207.1 10.16
Regional (Uzbekistan and Tajikistan) — — — — 90.0 90.0 0.41
Samoa 0.5 — 16.9 — 3.7 21.1 0.10
Singapore — — — — 35.1 35.1 0.16
Solomon Islands 8.9 — — — 8.9 0.04
Sri Lanka 3.5 204.3 25.5 — 138.5 371.8 1.71
Taipei,China — — 0.5 35.4 35.9 0.17
Tajikistan — — — — 34.0 34.0 0.16
Thailand 403.5 329.2 — — 899.6 1,632.3 7.52
Tonga — 12.2 — — 306.3 318.5 1.47
Viet Nam — — — — 0.0 0.00

 
    Total 4,418.8 6,089.8 2,108.8 321.7 8,776.1 21,715.3 100.00
     Percent of Total 20 28 10 1 40 100

a  In addition, a 2003 emergency loan included a component for rehabilitation of transmission systems in  Afghanistan.

— = nil; CEG = conventional energy generation, other than hydropower; Hydro = hydropower generation; PSD = power 
sector development; RE = renewable energy generation; T and D = transmission and distribution.

 
                                                 
1  Equivalent to 19.7% of cumulative ADB lending. 
2  Power sector lending fell to about $200 million in 1985, but recovered for the remainder of the decade.  
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3. Table A5.2 summarizes the physical outputs delivered by completed power projects.3  
 

Table A5.2: Physical Outputs of Power Projects 

Infrastructure Type Unit
Gas Transmission 7 2,294 Kilometer
Electricity Transmission 47 15,483 Kilometer
Electricity Distribution 22 66,679 Kilometer
Hydropower Generation 25 2,845 Megawatt
Thermal Generation 26 3,440 Megawatt

Number of PPARs 
and PCRs Outputs

 
 
 

4. Transmission and distribution systems, which bring electricity to customers, accounted 
for the largest share of ADB lending (40.4%). About 31.5% of the projects were designed to 
increase generation capacity (20.3% for thermal plants; 9.7% for hydropower plants; 1.5% for 
renewable). ADB supported power sector development in 15 countries during the 1990s and in 
the new millennium. This type of lending accounted for 28.0% of total lending for the power 
sector (see Figure A5.1 below for the trend in lending by infrastructure type). 
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Figure A5.1: Trends in Type of Lending in the Power Sector

 
 
5. Lending has been complemented by the provision of a substantial amount of technical 
assistance (TA) to help prepare projects for ADB funding, support sector reforms, sector 
restructuring and tariff reform, and build institutional capacity. By the end of 2004, ADB had 
provided TAs related to the power sector to 34 countries valued at $198 million4 (Table A5.3). 
Eight countries (Bangladesh, PRC, India, Indonesia, Lao People’s Democratic Republic, Nepal, 
Pakistan, and Philippines) each received more than $10 million in TA for the power sector. TA 
was a scarce resource in the 1970s. Except for 1974 and 1978, TA approvals for the power 
sector in that decade were less than $1 million per year. TA approvals increased during the 
1980s, generally by $2–4 million per year. There was a significant increase in TA approvals for 
the power sector in the 1990s and large amounts of TA approvals continued after 2000. Annual 
                                                 
3 These numbers are based on a summary of available PPARs and PCRs.  
4  Equivalent to 7.7% of the total TA that ADB has provided. 

PCR = project completion report; PPAR = project performance audit report. 
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TA approvals were generally $8–12 million per year. TA for the power sector reached a record 
level of $15 million in 2004 (Figure A5.2). 
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Figure A5.2: Technical Assistance Grants for the Power Sector 

 
 

Table A5.3: Technical Assistance Grants, by Country ($ ‘000) 

Percent
CEG PSD Hydro RE T and D Total of Total

Afghanistan — 1,700.0 — 750.0 1,500.0 3,950.0 1.99
Bangladesh 4,093.0 8,900.0 — — 5,433.0 18,426.0 9.30
Bhutan — 1,000.0 — — 3,445.0 4,445.0 2.24
Cambodia — 1,395.0 — — 1,650.0 3,045.0 1.54
China, People's Republic of 5,115.0 16,645.2 4,108.8 2,356.0 3,671.0 31,896.0 16.09
Cook Islands — 250.0 — — — 250.0 0.13
Fiji Islands — 680.0 — — 600.0 1,280.0 0.65
India 5,244.0 15,755.0 — 954.0 1,800.0 23,753.0 11.98
Indonesia 1,065.0 8,138.0 860.0 1,860.0 2,803.0 14,726.0 7.43
Kazakstan — 656.0 — — — 656.0 0.33
Kiribati 100.0 — — — — 100.0 0.05
Korea, Republic of 150.0 411.0 100.0 — 50.0 711.0 0.36
Kyrgyz Republic — 310.0 — — — 310.0 0.16
Lao PDR — 2,340.0 6,938.0 — 3,757.0 13,035.0 6.58
Malaysia 600.0 1,117.0 1,150.0 — 415.0 3,282.0 1.66
Maldives — 710.0 — — 650.0 1,360.0 0.69
Marshall Islands 400.0 — — — — 400.0 0.20
Micronesia, Federated States of — 665.0 — — — 665.0 0.34
Mongolia — 3,402.5 1,550.0 400.0 450.0 5,802.5 2.93
Myanmar 500.0 600.0 220.0 — — 1,320.0 0.67
Nepal — 2,573.0 5,428.0 — 3,245.0 11,246.0 5.67
Pakistan 3,955.0 4,456.0 250.0 700.0 3,203.0 12,564.0 6.34
Papua New Guinea 710.0 835.0 150.0 100.0 923.0 2,718.0 1.37
Philippines 1,536.0 9,343.0 150.0 450.0 2,025.0 13,504.0 6.81
Samoa 40.0 1,273.5 650.0 300.0 — 2,263.5 1.14
Solomon Islands — 366.0 1,948.3 — — 2,314.3 1.17
Sri Lanka 475.0 4,880.0 46.0 — 440.0 5,841.0 2.95
Tajikistan — 1,370.0 600.0 800.0 1,000.0 3,770.0 1.90
Thailand 250.0 2,660.0 — — 2,270.0 5,180.0 2.61
Timor-Leste — 400.0 — — — 400.0 0.20
Tonga 200.0 — — — 365.0 565.0 0.29
Uzbekistan — 600.0 — 350.0 — 950.0 0.48
Vanuatu — 152.8 — — — 152.8 0.08
Viet Nam 290.0 2,740.0 1,148.0 — 3,155.0 7,333.0 3.70

 
     Total 24,723.0 96,324.0 25,297.1 9,020.0 42,850.0 198,214.0 100.00
     Percent of Total 12 49 13 5 22 100
— = nil; CEG = conventional energy generation, other than hydropower; Hydro = hydropower generation; PSD = power 
sector development; RE = renewable energy generation; T and D = transmission and distribution.  
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APPENDIX 6: EX-ANTE AND EX-POST EIRRS and FIRRs FOR POWER PROJECTS 
 

1. The ex-ante and ex-post economic internal rates of return (EIRRs) for power projects are 
compared in Figures A6.1, A6.2, and A6.3. The ex-post EIRRs estimated at the time of 
evaluation were lower than the estimates at the time of project approval for 67% of thermal 
energy generation and 61% of transmission and distribution projects. Hydropower projects 
performed better in terms of this criterion—EIRRs for 56% of hydropower projects reestimated 
in the PPAR exceeded the initial estimates. Reasons for the divergence between ex-ante and 
ex-post EIRR estimates include (i) less than expected tariff increases, (ii) higher than expected 
operating costs, (iii) lower than expected demand, and (iv) delays in implementation. Despite 
being lower than expected, 38 of the 52 evaluated power projects (73%5) achieved EIRRs at 
evaluation that were greater than or equal to the 12% benchmark. Despite the lower ex-post 
EIRRs, evaluation results indicate that a clear majority of the projects was economically justified 
and that the benefits generated are likely to be sustained. 
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a excludes outliers.
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Figure A6.2: Transmission and Distribution  Projects
EIRR  (%) at RRP and at PPARa

a excludes outliers.
 

 

                                                 
5  69% of thermal projects; 74% of transmission and distribution projects, and 78% of hydropower projects. 

EIRR = economic internal rate of return, PPAR = project/program 
performance audit report, RRP = report and recommendation of the 
President. 

EIRR = economic internal rate of return, PPAR = project/program 
performance audit report, RRP = report and recommendation of the 
President. 
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Figure A6.3: Hydropower Projects
EIRR  (%) at RRP and at PPAR

 
 
 
 
 
2. In this sector, financial viability is more of an issue than economic viability. Information is 
not available to compare the financial internal rates of return (FIRRs) with the average weighted 
cost of capital for all projects. In two thirds of the power projects evaluated, the ex-post FIRRs 
were lower than the ex-ante estimates (Figures A6.4, A6.5, and A6.6). Lower FIRRs occurred in 
80% of transmission and distribution projects, 75% of hydropower projects, and 62% of thermal 
projects. Reasons for this include overoptimistic sales projections, failure to adjust tariffs to the 
required levels, cost overruns, and implementation delays. For hydropower projects, lower than 
expected power generation is sometimes due to less-than-expected water flow.  
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EIRR = economic internal rate of return, PPAR = project/program 
performance audit report, RRP = report and recommendation of the 
President. 

FIRR = financial internal rate of return, PPAR = project/program 
performance audit report, RRP = report and recommendation of the 
President. 
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Figure A6.5: Transmission and Distribution  Projects
FIRR  (%) at RRP and at PPARa

a excludes outliers.
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Figure A6.6: Hydropower Projects
FIRR  (%) at RRP and at PPAR

FIRR = financial internal rate of return, PPAR = project/program 
performance audit report, RRP = report and recommendation of the 
President. 

FIRR = financial internal rate of return, PPAR = project/program 
performance audit report, RRP = report and recommendation of the 
President. 
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APPENDIX 7: COMPLIANCE WITH COVENANTS IN THE POWER SECTOR 

1. Rates of compliance with financial covenants were obtained from three sources. A 
review of the 1987 document A Study of Compliance with Special Loan Covenants1 indicated a 
compliance rate of 72%. The Special Evaluation Study (SES) in 2003, Cost Recovery in the 
Power Sector,2 showed a 61% compliance rate;3 and an evaluation of power sector projects for 
2000–2004 and assessment of the Asian Development Bank (ADB) ongoing portfolio of power 
projects showed 60% full compliance (Tables A7.1 and A7.2). 
 

Table A7.1: Compliance with Financial Covenants 2000–2004 
 

Project 
 

Total 
 

Full 
Compliance 

Part 
Compliance 

Non- 
compliance 

Nam Leuk Hydropower 5 3 1 1 
Bhutan Rural Electrification 1 1   
Theun-Hinboun Hydropower 4 4   
Masinloc Thermal Power 8 5 1 2 
Nepal Seventh Power 6 3 3  
Cambodia Power Rehabilitation 6 4  2 
Thailand Third and Fourth Power Transmission  
(Sector) 4 4   

North Madras Thermal Power 6 4 1 1 
Nam Ngum-Luang Prabang Power Transmission 9  3 6 
Karachi Electric Supply Corporation Limited 
Fifth Power (Sector) 6 3 3  
Tajikistan Power Rehabilitation 7 4  3 
Maldives Second Power System Development 6 6   
     
 Total 68 41 12 15 

  Percent 100 60 18 22 
 
 
3. The 2003 SES noted that lending to Bangladesh4 and to the Indian State Electricity 
Boards was suspended because of noncompliance. ADB has waived covenants when the 
situation warranted such waivers, but these cases are recorded as noncompliance in the 
analysis. The analysis of the covenants does not reflect the overall performance of the 
power sector. ADB’s lending operations are selective, and generally the entities receiving 
ADB loans perform better than the sector as a whole or have the potential to do so. The 
compliance levels are also indicative of the fact that ADB (i) avoids further lending to utilities 
that are in chronic default on covenants; (ii) helps developing member countries (DMCs) to 
create new institutions with a more business-like approach to utility management; and (iii) is 
shifting away from project lending to utilities, toward program lending to governments to improve 
the sector policy environment. 
 
4. The quality of ADB’s financial analysis in the power sector has sometimes been a 
problem. The 2003 SES highlighted the need for ADB to (i) have the necessary number of 
                                                 
1  ADB. 1987. Study of Compliance with Special Loan Covenants. Manila. 
2  ADB. 2003. Cost Recovery in the Power Sector. Manila. 
3  The Nam Ngum-Luang Prabang project distorts the rate. Without this project, the outcome would be 70% full 

compliance 
4  Loan 0963-BAN: Eighth Power for $165.0 million, approved on 11 July 1989. 
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trained financial analysts to ensure adequate quality and depth of analysis, participation in 
review missions, review of audited financial statements, and meaningful monitoring of 
compliance with ADB’s financial covenants; (ii) consider funding the appointment of qualified 
accountants familiar with international utility accounting and audit practices in DMCs that lack 
managerial expertise, such as the Lao People’s Democratic Republic, Nepal, and Samoa; (iii) 
oblige the external auditors to verify whether there has been compliance with ADB’s financial 
covenants and support the results with calculations as a part of, or as a supplement to, the audit 
reports; and (iv) use the current compliance ratio covenant, along with the debt-service 
coverage ratio covenant, to track liquidity trends; identify unreported payment defaults; and 
avoid considering, by mistake, utilities with payment defaults as complying with the self-
financing ratio covenant. 
 

Table A7.2 Compliance with all Covenants in the Power Sector, 2000–2004 
 

Project 
 

Covenant 
Type 

Total 
 

Full 
Compliance 

Part 
Compliance 

Non-
compliance 

Nam Leuk Hydropower Financial 5 3 1 1 
 Operational 2 2   
 Environmental 5 5   
Bhutan Rural Electrification Financial 1 1   
 Operational 7 5 2  
 Environmental     
Theun-Hinboun Hydropower Financial 4 4   
 Operational 3 3   
 Environmental 2 2   
Masinloc Thermal Power Financial 8 5 1 2 
 Operational 5 3 1 1 
 Environmental 1 1   
Nepal Seventh Power Financial 6 3 3  
 Operational 8 7  1 
 Environmental     
Cambodia Power Rehabilitation Financial 6 4  2 
 Operational 6 6   
 Environmental 1 1   

Financial 4 4   Thailand Third and Fourth 
Power Transmission (Sector) Operational 14 14   
 Environmental 1 1   
North Madras Thermal Power Financial 6 4 1 1 
 Operational 15 13  2 
 Environmental 1  1  

Financial 9  3 6 Nam Ngum-Luang Prabang  
Power Transmission Operational 4 4   
 Environmental     
Karachi Electric Supply 
Corporation Limited Fifth Power 
(Sector) Financial 6 3 3  
 Operational 6 5  1 
 Environmental     
Tajikistan Power Rehabilitation Financial 7 4  3 
 Operational 11 11   
 Environmental     

Financial 6 6   Maldives Second Power 
System Development Operational 9 9   
 Environmental 1 1   
      
                Total  170 134 16 20 
                Percent  100 79 9 12 
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APPENDIX 8: SPECIAL EVALUATION STUDY ON THE SOCIAL AND ENVIRONMENTAL 
IMPACTS OF SELECTED HYDROPOWER PROJECTS 

 
1. Four case studies of different types of hydropower projects were undertaken in People’s 
Republic of China (PRC), Indonesia, Malaysia, and the Lao People’s Democratic Republic 
(PDR), respectively. Key lessons and related recommendations included the following: 
 

• The projects evaluated did not result in disastrous environmental and social impacts, 
but there were several shortcomings, most of which could have been avoided or 
compensated for with more diligence by the project proponents, developing member 
country (DMC) agencies, and Asian Development Bank (ADB).  

• Weaknesses in the design and implementation processes, led to misidentification of 
impacts, irreversible damage to some natural resources, and exaggerated 
expectations among affected persons. 

• The preparation of safeguard measures was weak due to the poor quality baseline 
data, incomplete coverage, and ineffective consultation process. 

• Most significant environmental impacts were associated with migratory fish species. 
• Identification and mitigation of project impacts improved with later projects. Measures 

that were obvious (i.e., housing) were planned and implemented. Other measures 
that needed coordination among local agencies, effective participation from affected 
persons, and substantial funding from the DMCs were not always implemented in an 
efficient and timely manner. 

• Thematic experts need to be an integral part of the design team for sensitive projects 
and could be supplemented by a panel of experts. ADB should ensure that project 
management acts on the panel’s recommendations for mitigation measures.  

• DMC agencies and ADB should be more rigorous in screening the capacity of 
construction firms. Prequalification requirements, financial penalties, and 
performance bonds should be explicitly indicated as part of the contract. 

• Multiskilled supervision teams (supplemented by external consultants or panels of 
experts where needed) should be required at least at mid-term review for category A 
projects to evaluate the progress of environmental and social mitigation measures.  

• The quality of progress reports submitted to ADB needs to be improved. Aggregate 
statistics that hide the outliers signaling substantial adverse impacts need to be 
avoided.  

 
2. The implied responsibility for monitoring operational mitigation measures over a long 
period is an administrative burden that ADB may not want to accept. If adequate institutional 
capacity is developed in local agencies, they may be able to take over this responsibility 
officially; if not, external audits are recommended. 
 
3. Several recommendations were adopted after the SES was completed: (i) creation of an 
organizational structure to separate the dual function that existed for environment and social 
specialists who had the responsibility to support the preparation of safeguard documents and 
also to check their compliance; (ii) approval of an environment policy to clarify the ambiguities 
between evolving policy changes that were prevalent at the time of the study; (iii) inclusion of 
specific assurances in loan agreements, and targets that can be monitored in progress reports, 
to ensure the implementation of important mitigation measures; (iv) itemized budget allocations 
for environment and social mitigation measures (that are not embedded in construction costs); 
and (v) ensuring that the unit managing mitigation measures has the necessary management 
and technical skills to collect monitoring data and the enforcement agency has the capacity to 
review them. 
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APPENDIX 9: 2004 EVALUATION REPORTS 
 
1. In 2004, the Operations Evaluation Department (OED) produced 29 evaluation reports 
and 4 other reports. The 29 evaluation reports comprised 18 project/program performance audit 
reports (PPARs), 2 technical assistance performance audit reports (TPARs), 1 country 
assistance program evaluation (CAPE), 1 impact evaluation study (IES), 5 special evaluation 
studies (SES), and 2 annual evaluation reports. The other reports included 2 publications 
(Evaluation Highlights of 2003 and Good Practices for the Evaluation of Policy-Based Lending 
by Multilateral Development Banks), a working paper on development and effectiveness, and an 
article on disaster relief and the tsunami (Table A9.1). 
 
A. Project/Program Performance Audit Reports 

2. The 18 PPARs completed in 2004 covered 15 projects and 3 programs in 13 developing 
member countries (DMCs). The evaluation results concluded that 10 (56%) of the projects 
evaluated in 2004 were rated as successful, 7 (39%) were partly successful, and 1 (5%) was 
unsuccessful. None was rated highly successful. The 2004 performance audit reports confirmed 
the ratings of 14 completion reports and reclassified the ratings of four.  
 
3. All four infrastructure projects evaluated were rated successful. Operations were less 
successful in the agriculture and social sectors where only 5 of 10 projects and programs 
evaluated were rated successful.  
 
4. Across country groupings, 4 (67%) projects/programs in country group A, 3 (60%) in 
country group B1, 2 (33%) in country B2, and 1(100%) in country group C were rated 
successful. 
 
5. Eight of the 15 projects were rated successful. Among the successful projects, the trans-
basin Nam Leuk Hydropower Project in the Lao People’s Democratic Republic (Lao PDR) 
exceeded the targeted output of providing 215 gigawatt-hours per year. With diligent operation 
and maintenance, the Nam Leuk hydropower plant can be sustained for more than its 40-year-
designed economic life. However, the implementation arrangements to enhance the capacity of 
the executing agency, Électricité du Laos, and to strengthen the management of the Phou Khao 
Khouay National Biodiversity Conservation Area were inadequate. Subsequent ADB operations 
continue to support and monitor the achievement of these objectives. The relocation and 
resettlement of families previously living in the reservoir area were carried out successfully. 
Lessons identified include the importance of (i) providing funds for environmental and social 
mitigation after plant operation, (ii) supporting the achievement of all objectives with a budget, 
and (iii) specifying clear and measurable performance indicators to evaluate achievement of all 
objectives.  
 
6. The successful Rural Enterprise Credit Project in Thailand provided small loans to 
farmers and operators of rural enterprises, who used them productively. Project clients included 
women who were active and equal business partners. The successful Education Development 
Project in the Cook Islands enabled schools to mobilize funding support from the Government, 
parents, and the communities to enhance education quality and to improve school facilities and 
infrastructure. Parents and the community became proactively involved in school management 
and became aware of the importance of education quality. 
 
7. Three programs were evaluated in 2004; two were rated successful and one partly 
successful. The Capital Market Development in India was successful and the reforms had a 
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positive impact on efficiency, transparency, and professionalism in the Indian capital market. 
The Second Agriculture Program Loan in Nepal resulted in successful fertilizer deregulation, 
which had major positive outcomes and impacts. Reforms were likely to be permanent and 
sustained under these two Programs. In contrast, the Postconflict Infrastructure Program in 
Tajikistan was rated partly successful. The reforms introduced were too ambitious and did not 
result in an enabling environment for market-based service provision in the energy and transport 
sectors. Some of the policy prescriptions were not appropriate in the country context and the 
sustainability of reforms remained dependent on further support. 
 
8. Project PPARs are selected using a random sample stratified by sector for projects 
completed three years earlier (2004 selections were based on projects completed in 2000) and 
with project completion reports (PCRs). The sample was modified where necessary for the 
following factors: (i) rating proportions of completion reports, (ii) accumulated sector coverage, 
(iii) upcoming CAPEs, and (iv) accumulated country coverage.10 For 2004, of the initial sample 
of 14 public sector projects, one substitution was made for the sector coverage (the only 
industry project), and one substitution was made for CAPE coverage. The substitutions were 
made for projects with the same PCR ratings. The Timor-Leste PPAR was added during the 
second half of 2004 as a replacement for the proposed Asian Development Bank 
(ADB)/Australian Agency for International Development joint evaluation of selected technical 
assistance (TA) for capacity building in Timor-Leste, which did not materialize. The total 
universe from which the sample was drawn was 42. The sampling error is in the order of ±20%. 
 
9. In the case of program PPARs, there was total coverage of programs until 2003. In 
recent years, there has been an increase in the number of completed programs, particularly 
because this modality was used substantially in the Asian financial crisis and in new borrower 
transition countries. For 2004, the decision was made to carry out program PPARs on a case-
by-case basis. Out of 8 programs, 6 were selected. The reasons were (i) input to upcoming 
CAPE, (ii) the largest ADB loan, (iii) first loan to the country, (iv) two social sector programs for 
comparison, and (v) an upcoming loan in the same sector in the country. The two reforms 
programs for Pacific DMCs were excluded because three similar programs have been subject to 
PPARs in recent years. Of the 6 selected, 3 were completed in 2004 and the other 3 were 
carried over in 2005. 
 
B. TA Evaluations 

10. In 2004, OED evaluated and rated 23 TA operations, 10 in TPARs, 7 in PPARs, and 6 
as part of other evaluation studies. The evaluation results concluded that 3 (13%) were highly 
successful, 8 (35%) were successful, and 12 (52%) were partly successful. None was rated 
unsuccessful. TAs are not selected on a random basis for evaluation. Rather, the TAs are 
selected as part of clusters covered in a TPAR or those that are associated with a project that is 
being evaluated. 
 
11. A summary of the findings of the 2004 TPARs follow. 
 
12. Fiscal Management and Tax Reform. This study evaluated six technical assistance 
operations in India approved during 1995–2003, whose broad goal was to contribute to putting 
the Government’s finances on a more sustainable footing. The TAs aimed to build capacity and 

                                                 
10  This process concerns public sector operations.  
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institutions in three areas: (i) sales tax improvement and the introduction of a value-added tax,11 
(ii) other means of revenue generation, and (iii) budget and expenditure management. The 
report rated three TAs successful: the fiscal management programs in Madhya Pradesh and 
Kerala, and the TA on capacity building of income tax administration. The other three TAs—two 
related to sales and value-added taxes, and the fiscal management program in Gujarat—were 
rated partly successful. 
 
13. An important lesson learned from these TAs is that successful fiscal management is only 
partly related to improvements in technical and organizational skills, or in legal and procedural 
instruments. Many factors, such as the political economy and a supportive macroeconomic 
environment, are beyond the control of the TAs or ADB. TAs do best when embedded in larger 
government programs that have confirmed priority and commitment. Also, TAs that combine 
capacity building in such broad areas as revenue generation, budget preparation, and 
expenditure and debt management should be undertaken in the context of fiscal management-
oriented public resource management programs, which can build upon TA outputs. Stand-alone 
TAs in fiscal management that are confined to one of these components—and pursue capacity 
building over an extended period—are preferable. ADB needs to understand clearly the fiscal 
management strategies in countries receiving fiscal assistance. 
 
14. Institutional Strengthening in the Power Sector in Viet Nam. This TPAR evaluated 
five advisory TAs aimed at strengthening power sector institutions by (i) developing financial 
accounting and managerial systems, (ii) improving the managerial and technical skills of staff, 
and (iii) formulating tariff policies and structures. By and large, their impact was limited.12 Four of 
the TAs were rated partly successful. One was not rated because it had been only recently 
completed and its full impact was not clear at the time of evaluation. 
 
15. The evaluation identified several lessons: 
 

(i) Once key recommendations are dismissed as irrelevant on the grounds that they 
cannot be implemented readily, more useful recommendations tend to get 
overlooked. The TA report consequently loses its credibility. To avoid such 
problems, a three-way dialogue among the government, ADB, and the TA 
consultant is desirable throughout a TA. 

(ii) The executing agencies lacked ownership and proactive involvement in all these 
TAs. They regarded the TA outputs more as a source of reference for the future 
than as an agreed upon course of action. TA reports were not translated into 
Vietnamese and disseminated throughout the organization. Other stakeholders 
and government agencies concerned generally were unaware of these TAs. 

(iii) ADB should ask executing agencies to undertake their own formal, documented 
evaluation of all TAs within 1–2 years of completion to increase the involvement 
of the recipient organization, and to help ensure that the design of subsequent 
TAs improves their chances of achieving the desired outcomes and impacts. 

 

                                                 
11  After extensive preparation and some delay, India implemented the value-added tax (VAT) in April 2005. ADB 

made a significant contribution to the preparation of VAT legislation and action plans in three states (Gujarat, 
Madhya Pradesh, and Kerala). ADB helped prepare an audit strategy for the implementation of VAT, and tested a 
system and manual for VAT audits in six states. 

12 Two of the five evaluated TAs made contributions to the finalization of the Electricity Law, which was enacted by 
the National Assembly on 10 November 2004 after the circulation of TPAR. The Law came into effect on 1 July 
2005.  
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C. Country Assistance Program Evaluation 

16. Country Assistance Program Evaluation for Nepal. The CAPE examined the 
effectiveness of the country assistance during 1988–2003. Overall, the evaluation concluded 
that the results of completed projects were generally within the level of success achieved by 
other countries in the region. The CAPE found that the Government and ADB were able to 
improve performance and capitalize on successes. Another strength was the willingness of the 
Government and ADB to tackle difficult policy and institutional issues in the major productive 
sectors. A shortcoming of the country assistance was overestimation by ADB of the ability of 
government agencies to resolve institutional and policy issues, which resulted in slow 
project/program implementation.  
 
17. Recommendations of the CAPE include the need for (i) a more focused program, (ii) 
flexibility in response to emerging conditions of the country, and (iii) sector focus that can 
enhance successful investments based on proven achievements in their management. 
 
D. Impact and Special Evaluation Studies 

18. Development of Genetically Improved Farmed Tilapia and their Dissemination in 
Selected Countries. This IES assessed (i) the relevance of genetic improvement research to 
tilapia farming, (ii) how genetically improved farmed tilapia (GIFT) research and development 
have improved breeds, (iii) the development and dissemination of breeding methods and 
protocols, and (iv) institutional, socioeconomic, and environmental impacts of GIFT. Experience 
in Bangladesh, Philippines, Thailand, and Viet Nam was assessed. The overall conclusion was 
that ADB-financed TA was successful and played a catalytic role in GIFT development in 
diverse institutional and socioeconomic environments. The following are the major findings of 
the study: 

  
• Fish is particularly important in the diet of people in the world’s poorest countries, 

supplying more than 50% of their animal protein intake. Increased fish production and 
consumption will help to achieve the MDG related to the eradication of hunger and the 
reduction of malnutrition.  

• The growing use of GIFT indicates the important contribution of tilapia to nutrition among 
the poor. 

• The development and dissemination of GIFT demonstrated that selective breeding is a 
feasible and cost-effective approach to the genetic improvement of tropical farmed fish. 

• The ADB-financed TA was successful and played a catalytic role in GIFT development in 
diverse institutional and socioeconomic environments. 

• Networks among countries accelerated the dissemination of GIFT and GIFT methods, 
and information on improved tilapia farming practices. 

• Public-private partnerships in seed production and distribution and financing for farm 
operations developed. 

• The introduction and dissemination of GIFT generated significant rural income and 
employment. 

• This was a successful case of aid coordination: ADB worked with development partners 
(including the WorldFish Center and the United Nations Development Programme). 

 
19. The IES identified several lessons, including the need for (i) long-term and sustained 
investments in research and development in tilapia genetics and dissemination of improved 
tilapia breeds, (ii) systematic assessments of the performance of genetically improved farmed 
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fish under diverse conditions before their commercial production, (iii) presence of key enabling 
conditions in a country for the sustainable development and dissemination of genetically 
improved farmed fish, and (iv) isolation from aquaculture of waters that contain important 
aquatic biodiversity and genetic resources. 
 
20. The IES has been widely disseminated through ADB publications and establishment of 
web links with well-known gateways and networks for document dissemination. 
 
21. Special Evaluation Study of Small-Scale Freshwater Rural Aquaculture for Poverty 
Reduction. This SES found that aquaculture has made a significant contribution to increasing 
the supply of fish protein that has helped to improve nutrition in the Asia and Pacific region, 
particularly for the poor. The study recommends steps to make ADB operations in aquaculture 
development more relevant for poverty reduction. It highlights the importance of access to 
capital assets (human, social, natural, physical, and financial) and to a range of services, 
including markets, institutions, facilities, and infrastructure. Based on case studies in 
Bangladesh, Philippines, and Thailand, and lessons and experience drawn from evaluations of 
ADB-financed operations in freshwater aquaculture development, the following 
recommendations to improve ADB operations in this sector were made:  
 

• Analyze conditions for livelihood generation and poverty reduction.  
• Recognize barriers, requirements, and risk. 
• Assess specific demands on users’ capacity to operate aquaculture systems. 
• Analyze available options for providing access to land and water 
• Consider options for financing aquaculture investments and operations 
• Analyze marketing of aquaculture products and factors of production 
• Analyze the labor market 
• Understand the roles of services, facilities, and support infrastructure 
• Assess the roles of public and private institutions 
• Assess the policy environment and legal framework and their conditions 
• Protect aquatic resources, the environment, and aquatic health  
• Recognize the multiple uses of water and minimize conflicts 

 
22. This SES will be used as a text book reference for the Master of Science in Aquatic 
Resources Development course by distance learning (Institute of Aquaculture, University of 
Stirling, United Kingdom). It has been widely disseminated through ADB publications and the 
establishment of web links with well-known gateways and networks for document dissemination. 
 
23. Capacity Development Assistance of the Asian Development Bank to the Lao 
People’s Democratic Republic. This SES concluded that the overall impact of this assistance 
in the Lao PDR was diffused. Despite the high level of continuing capacity-development 
assistance, the self-assessments of current strengths and weaknesses indicated that local 
organizations were not yet sufficiently developed to function without external assistance. The 
following factors contributed to the weak results: 
 

• Constraints. Human resource weaknesses, staffing and remuneration policies and 
practices, and financial constraints seriously affect the way in which capacity-
development assistance is perceived and used. 

• Process. Weak diagnostics meant that there was no clear understanding of the 
problems to be addressed; nor were consensus and ownership built around the 
suggested solutions. The design of capacity-development assistance suffered as a 
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consequence: objectives were not articulated well, and anticipated outcomes were not 
specified. Implementation focused on delivering inputs and carrying out activities. 

• Scope. Capacity development was often equated with training or provision of 
consultants’ services. The lack of a framework that recognized capacity-development 
needs in the operating environment of organizations and for organizational development 
affected the approach and results of the capacity-development assistance. Individual 
capacity-development activities were scattered rather than systematically structured and 
sequenced. Fundamental issues of public sector management, including human 
resource development and financial management, were not addressed. 

 
24. The evaluation suggested that ADB systematically review its approach to capacity-
development assistance. A working group on this subject has been created and has taken up a 
number of recommendations made in the evaluation. 
 
25. Project Cost Estimates. An analysis of projects completed after 1995 found that 35% 
had major cost underruns while 9% had overruns. An SES was designed to determine the major 
causes of both and to recommend ways to improve cost estimation. Significant positive 
correlations were found between the level of cost underruns and the number of scope changes, 
the proportion of local costs to the total cost, the proportion of the local currency component, 
and the proportion of costs other than civil works. In analyzing variations between expected and 
actual cost estimates, project completion reports cited price-related reasons most frequently 
(71%), scope changes (35%), and inaccurate estimation of base costs (33%). Other reasons, 
including natural calamities and events related to peace and order, were cited for 38% of all 
projects with large cost underruns. A survey of ADB staff ranked the two following factors as the 
most important in accounting for poor project cost estimates: (i) inadequate or difficult-to-collect 
information, and (ii) inadequate resources and time for feasibility studies. Key factors for major 
project cost overruns or underruns were poor cost estimates in feasibility studies, poor project 
design, major delays in implementation, and predetermined loan amounts. Recommendations of 
the study include (i) providing realistic time and resource allocations to improve project design; 
(ii) more rigorous consideration of inflation and depreciation factors in cost estimates; (iii) more 
realistic estimation of civil works and their operation and maintenance; (iv) consideration of two-
part loans for projects, one for base costs and one for contingencies and minor overruns; (v) 
more attention and resources for project administration; and (vi) periodic updating of cost 
estimates. 
 
26. The study’s recommendations contributed to the Strategy and Policy Department’s 
decision of October 2004 to initiate a review of ADB’s policy on supplementary financing, which 
was last revised in 1988. A concept paper regarding the review was approved on 22 December 
2004. OED staff members were among the focal points established for the review. The working 
paper prepared for Board consideration draws on the findings of the study and recommends 
major changes to the policy, both on supplementary financing and additional financing. The 
review is expected to lead to a Board policy paper on the subject in 2005, compatible with the 
innovation and efficiency initiative, and the middle-income countries partnership framework.  

 
27. Selected ADB Interventions on Nutrition and Food Fortification. Better nutrition is 
integral to achieving the Millennium Development Goals (MDGs) on eradicating extreme poverty 
and hunger and will contribute to the achievement of the MDGs related to primary education, 
gender equality, child mortality, maternal health, and combating diseases. The major findings of 
this SES were: 
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• Overall, ADB, in coordination with other development partners (e.g. German Agency for 
Technical Cooperation and United States Agency for International Development), has 
contributed positively to promoting nutrition and food fortification. 

• ADB’s interventions through the two completed regional TAs were successful. 
Preliminary ratings of the other two ongoing regional TAs were either satisfactory or 
highly satisfactory.  

• Research shows that infant malnutrition plays an important role in perpetuating poverty 
and malnutrition across generations. 

• Governments have a responsibility to ensure that updated information is disseminated 
so that consumers have adequate information to make appropriate dietary decisions. In 
areas where the capacity of the consumers is weak, usually due to low educational 
attainment, the government needs to play a stronger role in improving nutrition and 
education. 

• Poverty reduction and strengthening of health care systems alone will not solve 
micronutrient deficiency problems. Close collaboration between the public and private 
sector, as well as civil society, is essential. Public-private partnerships have proven to be 
an effective mechanism for food fortification. Successful examples in the region have 
involved the salt and flour industries. The start-up cost for food fortification is relatively 
inexpensive for related industries.   

• ADB’s poverty assessments for 24 DMCs and 33 country strategy and program updates 
(CSPUs) identify poor access to safe water, poor sanitation, and gender inequality as 
contributors to malnutrition. Poverty is a common underlying cause. 

• Twelve CSPUs include support for specific nutrition interventions, such as nutrition 
education, curbing micronutrient deficiencies, and basic nutrition for women. 

• A modified (hybrid) modality TA or regional TA, with clear and simple processing and 
administrative procedures, which allows small investments for pilot projects and 
equipment, would be well suited to enhance the effectiveness of technical assistance 
and produce more sustainable impact than consultants’ inputs and a series of meeting 
and workshops, as financed by the current technical assistance modality. 

• Components supporting quality assurance and standardization are often neglected in 
food fortification programs. Weaknesses in the scope of some technical assistance 
activities and inadequate participation of some recipient countries during the design 
stage reduced the impact of regional TA on the development of an effective nutrition 
policy for the Asia and Pacific region.  

 
28. The evaluation concluded that (i) recommendations should be commensurate with the 
level of nutritional risks and the capacity of government agencies and stakeholders in the 
country involved; (ii) ADB can play a catalytic role in promoting good nutrition in the region; and 
(iii) while food fortification has great promise for improving nutrition, it has to be combined with 
household food security and community initiatives. OED published the results of this evaluation 
in March 2005. 
 
29. Effectiveness of Participatory Approaches in Rural Development Projects. This 
SES found that participatory approaches improved information flow but did not lead to (i) 
increased beneficiary empowerment in resource control and decision making, or (ii) increased 
motivation among beneficiaries to care for and maintain project facilities. The application of 
standardized packages of participatory approaches did not make project interventions more 
relevant or sustainable. The study recommended that designs of project interventions should be 
based on a thorough understanding of local conditions of project areas. Adequate fieldwork is 
needed during project design to identify and recognize potential local opportunities and 
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solutions to address local development issues and challenges. More details on this evaluation 
are included in Chapter II of the main text. 
 
E. Other Reports 

30. Disaster Relief and the Tsunami. On 26 December 2004, a magnitude 9.0 earthquake 
off the coast of Sumatra caused a tsunami that destroyed vast coastal areas bordering the 
Indian Ocean and killed, either outright or in their aftermath, nearly 300,000 people. ADB, 
together with the donor community at large and civil society, responded almost immediately with 
pledges of massive aid to help alleviate this tragedy. ADB has provided tsunami-related 
assistance to India, Indonesia, Maldives, and Sri Lanka. To support the processing of those 
projects, OED summarized the results of ADB’s emergency assistance evaluation in the OED 
paper ADB’s Response to Emergencies: Were We Prepared for the Tsunamis? (www.adb.org/ 
Documents/OED/Articles/mar01-oed-article05.pdf ) 
 
31. A new Disaster and Emergency Assistance Policy was approved by ADB’s Board of 
Directors in May 2004. The OED has evaluated nine projects/programs provided under ADB’s 
previous related policies. Lessons from ADB’s experience with emergency loans, largely 
stemming from OED evaluations, were detailed in the Board paper on the new policy. The 
principles underlying the new policy were followed in ADB’s response to the tsunami. One of the 
main lessons learned from previous experience with emergency loans, incorporated into the 
new policy, was heeded—the need for flexibility. Only after loans and TAs approved under the 
new policy are implemented and evaluated will it be possible to say that the other lessons were 
followed and improved the impact, effectiveness, and efficiency of ADB’s emergency response 
modality. 
 
32. Evaluation Highlights of 2003. This publication presented the findings, conclusions, 
and relevant lessons of evaluation reports completed in 2003. It included summaries of 28 
individual operations (projects, programs, and technical assistance) in 16 DMCs, and 8 broader 
evaluations. 
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Table A9.1: Profile of Evaluation Reports in 2004 
 

Project/Program Cost
Report Loan DMC Date DMC Expected Actual Overrun/

Type/Title    Number Number Approved Group Approved Disbursed ($ million) ($ million) (Underrun) Expected Actual Rating

I. Projects and Programs
 

A. Project Performance Audit Reportsa

1 Road Improvement Project PE-641 1272 (SF) VIE 29-Nov-93 B1 120.0       111.1         141.0          131.1         (7.0) 31-Dec-97 31-Dec-99 S

2 Livestock Development Project PE-642 973 (SF) PAK 28-Sep-89 B1 43.0         23.9           55.0            30.6           (44.4) 30-Jun-96 30-Jun-98 US

3 Seventh Power Project PE-643 1011 (SF) NEP 11-Jan-90 A 51.0         55.1           64.0            65.8           2.8 31-Aug-94 30-Sep-00 S

4 Bogor and Palembang Urban Development Project PE-644 1111 INO 31-Oct-91 B2 140.0       126.5         234.7          178.9         (23.8) 01-Sep-97 30-Sep-99 S

5 Education Development Project PE-646 1317 (SF) COO 22-Sep-94 B1 2.7           2.5             3.4              3.3             (2.1) 31-Dec-99 31-Oct-00 S

6 Nam Leuk Hydropower Project PE-647 1456 (SF) LAO 10-Sep-96 A 52.0         48.9           112.6          111.2         (1.2) 30-Sep-99 16-Mar-00 S

7 Eastern Islands Urban Development Sector Project PE-648 1292 INO 21-Dec-93 B2 85.0         70.8           142.0          110.5         (22.2) 30-Sep-99 31-Jul-00 PS

8 Rural Enterprise Credit Project PE-649 1540 THA 18-Sep-97 C 200.0       94.0           200.0          94.0           (53.0) 31-Aug-02 11-Oct-99 S

9 Road Overlay and Improvement Project PE-650 1287 (SF) BAN 09-Dec-93 B1 68.0         68.1           105.5          108.1         2.5 31-Mar-98 29-Aug-00 S

10 Water Supply and Sanitation Rehabilitation Projects PE-651 8185 TF TIM 31-Jul-00 A 4.5           4.5             4.5              4.5             0.0 30-Jun-01 15-Jul-01 PS

8189 TF 13-Jul-00 4.5           4.5             4.5              4.5             0.0 30-Oct-02 30-Apr-03

11 Rural Water Supply and Sanitation Sector Project PE-652 1352 INO 02-Feb-95 B2 85.0         66.6           142.0          105.0         (26.1) 31-Mar-00 30-Sep-00 PS

12 Second Development Finance Project PE-653 1223 INO 30-Mar-93 B2 200.0       75.4           200.0          75.4           (62.3) 02-Nov-97 14-Mar-99 PS

13 Tangshan & Chengde Environmental Improvement Project PE-654 1270 PRC 25-Nov-93 B2 140.0       124.9         237.0          291.9         23.1 31-May-99 31-Jan-00 PS

14 Secondary Education Development Project PE-656 1196 (SF) NEP 24-Nov-92 A 12.6         6.5             15.8            14.9           (5.7) 31-Dec-98 30-Jun-00 S

15 NW Province Water Resources Development Project PE-658 1166 (SF) SRI 25-Jun-92 B1 30.0         17.3           40.0            22.4           (44.0) 31-Dec-98 30-Sep-00 PS

B. Program Performance Audit Reportsa

1 Capital Market Development Program PE-645 1408 IND 28-Nov-95 B2 250.0       250.0         250.0          250.0         0.0 30-Jun-97 31-Mar-99 S

2 Second Agriculture Program PE-655 1604 NEP 22-Jan-98 A 50.0         48.9           50.0            48.9           (2.2) 31-Dec-00 31-Dec-00 S

3 PostConflict Infrastructure Program PE-657 1651(SF) TAJ 10-Dec-98 A 20.0         19.0           20.0            19.0           (5.0) 31-Dec-00 22-Dec-00 PS

0.5

0.5

1.4

0.7

1.5

1.8

0.0

(0.0)

1.8

0.8

(2.9)

2.4

0.0

0.8

0.5

(Underrun)

2.0

2.0

6.1

(%) (year)

Loan Anount

2.1

Completion Date Time Overrun/($ million)
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Table A9.1: Profile of Evaluation Reports in 2004 (continued) 

TA Amount 
Report Date Approved Disbursed

Type/Title Number Approved Rating

II. Technical Assistance

A. Technical Assistance Performance Audit Reportsa

1 Selected Technical Assistance for Fiscal Management and TE-51 2362 IND 14 Jul 95 0.10            0.09            PS
   Tax Administration in India 2432 IND 26 Oct 95 0.55            0.52            S

2668 IND 23 Oct 96 0.60            0.29            PS
2943 IND 15 Dec 97 0.78            0.77            S
3576 IND 13 Dec 00 1.00            0.72            S
3856 IND 11 Apr 02 0.60            0.37            PS

2 Advisory Technical Assistance for Power Sector Institutional TE-52 2345 VIE 08 Jun 95 1.20            0.92            PS
   Strengthening 2346 VIE 08 Jun 95 0.25            0.22            PS

2888 VIE 07 Oct 97 0.80            0.71            PS
2897 VIE 20 Oct 97 0.90            0.88            PS
3763 VIE 06 Nov 01 0.40            0.32            NR

B. Attached Technical Assistanceb

1 Institutional Strengthening of the Ministry of Transport PE-641 1996 VIE 29 Nov 93 1.90            1.82            S
2 Second Road Improvement PE-641 1997 VIE 29 Nov 93 2.95            2.94            PS
3 Institutional Support for Distribution Planning and Commercial 

Operations of NEA
PE-643 1267 NEP 11 Jan 90 0.78            0.70            PS

4 Urban Transportation Planning and Management PE-644 1588 INO 31 Oct 91 0.60            0.57            S
5 Institutional Strengthening of the Ministry of Education PE-646 2165 COO 22 Sep 94 0.36            0.29            PS
6 Institutional Strengthening of the North Western Provincial Council PE-658 1719 SRI 25 Jun 92 0.40            0.40            PS

7 Institutional Strengthening of the Transport and Energy Sectors PE-657 3114 TAJ 10 Dec 98 1.50            1.39            PS

TA
Number ($ million) ($ million)
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Table A9.1: Profile of Evaluation Reports in 2004 (continued) 

 

Technical
Report Assistance Date
Number Number Approved Approved Disbursed Rating

III.  Thematic Evaluation and Other Reports

A.  Country Assistance Program Evaluation 

1      Country Assistance Program Evaluation for Nepal CE-8

B.   Impact Evaluation Study

1       Development of Genetically  Improved Farmed Tilapia and their IE-71 5279 08 Mar 88 0.48                    0.48                           HS
      Dissemination in Selected Countries 5558 14 Dec 93 0.60                    0.60                           HS

C.  Special Evaluation Studies

1      Capacity Development Assistance of the ADB to  Lao SS-58
     People's Democratic Republic

2      Small Scale Freshwater Rural Aquaculture Development for SS-59
     Poverty Reduction 

3      Project Cost Estimates SS-60
4      Selected ADB Interventions on Nutrition and Food Fortfication SS-61 5671 29 Jan 96 0.75                    0.69 S

5824 23 Dec 98 0.80                    0.73 S
5944 17 Oct 00 1.30                    1.29 Satisfactoryc

9005 26 Apr 01 6.85                    6.77 Highly 
Satisfactoryc

9052 22 Jul 04 2.00                    
5      Effectiveness of Participatory Approaches in Rural Development SS-62

     Projects

D.  Annual Evaluation Reports

1      Annual Report on Loan and Technical Assistance Portfolio 
        Performance for the Period ending 31 December 2003

2      Annual Review of Evaluation Activities in 2003

E. Others
1  Evaluation Highlights of 2003
2 OED Working Paper No.1: Development and Effectiveness, What Does Recent Research Tell US?
3 Good Practices for the Evaluation of Policy-Based Lending by Multilateral Development Banksd

4 ADB's Response to Emergencies: Were We Prepared for the Tsunamis?e 

Technical Assistance Amount 
($ million)

 
ADB = Asian Development Bank; BAN = Bangladesh; COO = Cook Islands;  DMC = developing member country; HS = highly successful; IND = India; INO = Indonesia; LAO = 
Lao People's Democratic Republic; NEA = Nepal Electricity Authority; NEP = Nepal, NW=North Western, PAK = Pakistan, PRC = People's Republic of China, PS = Partly 
Successful, S = successful, SRI = Sri Lanka, TAJ = Tajikistan, THA = Thailand, TIM = Timor Leste, US = unsuccessful, VIE = Viet Nam. 
a Listed chronologically by report completion. 
b Evaluations as part of project/program performance audit reports for projects/programs to which they are attached. 
Source: Operations Evaluation Department, Asian Development Bank. 
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APPENDIX 10:  SUMMARY OF RECENT RESEARCH ON DEVELOPMENT 
EFFECTIVENESS 

 
1. In 2004, Operations Evaluation Department (OED) staff produced a working paper, 
Development Effectiveness What Does Recent Research Tell Us?, based on a review of 
empirical literature on the development effectiveness of donor support.1 The paper reached 10 
conclusions:  
 

(i) Recent regression studies have found that donor support has in general been 
effective in developing countries across a wide variety of policy environments rather 
than only in countries with good policies.  

(ii) Although donor support is generally effective, limits in absorptive capacity lead to 
diminishing returns. Country strategies need to find ways to overcome absorptive-
capacity constraints for increasing levels of donor support to be effective. 

(iii) Noneconomic and structural factors impact on donor support effectiveness. In 
general, geographically-challenged countries have a lower level of effectiveness, a 
factor that should be borne in mind when allocating support.  

(iv) Vulnerability to external shocks affects development effectiveness. Donor support 
seems to be more effective in promoting growth when structural vulnerability is high. 
Indicators of this vulnerability include instability of agricultural income (a proxy for 
natural disasters), volatility of export earnings, long-term trend in the terms of trade, 
and initial population. 

(v) Much of the literature on development effectiveness relates to economic growth. 
Although economic growth and poverty reduction are strongly related,2 they are not 
the same. More analytical work is needed to assess development effectiveness in 
terms of poverty reduction. 

(vi) An excessive focus on selectivity, a concept which has gained increasing credence 
with donors, would result in donor support being directed only to countries with good 
policies. Donor support would not be directed to poorer countries with limited 
administrative and analytical capacities. This would be inconsistent with the notion of 
global equity embodied in the millennium compact, which envisions progress in 
reducing the multiple dimensions of poverty across all developing countries. 

(vii) Selectivity is based on the concept of “good” policies. While some “good” policies are 
widely accepted, others are historical, contextual, and path-dependent and are not 
widely accepted. Because of the difficulty of defining “good” policies, the basis for 
assessing the performance of a country by donor agencies should be actual 
development results in terms of economic and social outcomes and not subjective 
assessments of policies and institutions against an arbitrarily defined benchmark of 
policies that may not apply in a particular country setting. 

(viii) Conditionality based on ex ante policy has not always been effective. Country 
ownership is essential to improve the effectiveness of conditionality. Making a 
country genuinely in charge of the development process helps to foster a sense of 
identification with the policies and institutions and incorporate local knowledge. 

(ix) Rather than using conditionality and selectivity, the basis for allocating support 
should be the poverty reduction strategies and Millennium Development Goals 
(MDGs) assessments. Country needs for donor support should be assessed in terms 

                                                 
1 Quibria, M.G. 2004. Development Effectiveness What Does Recent Research Tell Us? OED Working Paper 

Number 1. Manila: ADB. October. 
2 Quibria, M.G. 2002. Growth and Poverty: Lessons from the East Asian Miracle Revisited. ADB Institute Research 

Paper 33. February. 
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of the shortfalls from the MDG benchmarks and country performance should be 
measured in terms of improvements in the achievement of MDGs over a given 
timeframe. If donors wish to incorporate some incentives in the allocation framework, 
this can be done by offering greater allocations to countries registering rapid 
improvements in MDG performance indicators, adjusting for geographical and other 
structural disadvantages. 

(x) Identifying and eliminating institutional and policy constraints in a country is a major 
challenge to improving growth and donor support effectiveness. Donors need to work 
with developing member countries to develop the analytical tools to identify the 
overriding constraints. The recent economic history of development indicates that 
periods of growth and poverty reduction have been accompanied by relaxation of 
only a few critical constraints. Successful reform has often taken the path of gradual 
experimentation rather than across-the-board transformation. 

 
2. The review of the literature identified a number of relevant issues. However, resolving 
these issues will not resolve the problems of poverty, social deprivation, and underdevelopment. 
Improving the effectiveness and efficient use of the limited available support is a necessary but 
not sufficient condition for reducing poverty. It is generally recognized that the current allocation 
of support is not sufficient to achieve the MDGs. Although there has been a small increase in 
official development assistance (ODA) from 0.22% of gross national product (GNP) in 2000 to 
0.25% in 2003, this is still below the 0.34% recorded in 1990. Donors have pledged to increase 
ODA to 0.7% of GNP, but progress in realizing this objective has fallen short of expectations. 
ODA will need to double in the next five years to allow achievement of the MDGs. 
 
3. There is an ongoing discussion in the international community about innovative ways of 
mobilizing donor support flows to compliment traditional ODA.3 Innovative proposals being 
discussed include (i) the International Finance Facility (IFF) proposed by the United Kingdom, 
under which donors would make off-budget pledges to increase future ODA. The pledges, in 
turn, would be used to back the issuance of bonds, the proceeds of which would augment the 
budgets of existing donor support programs; (ii) IFF for Immunization, sponsored by the Global 
Alliance for Vaccines and Immunization and the Vaccine Fund, which will pilot test the IFF 
concept to help raise the funds necessary to achieve the immunization MDG target, beginning in 
2005; (iii) levying global taxes (e.g., carbon tax; taxes on financial transactions, international 
aviation, maritime pollution or arms sales; and surcharges on multinational profits, VAT or 
income tax) to generate additional financing for development.4 Much work remains to be done to 
turn these concepts into viable sources of development finance. If any come to fruition, 
additional funding would be available for the MDGs. Although more funds must be mobilized by 
the international community, the vast majority of the funds needed to meet the MDGs in the Asia 
and Pacific region will have to be sourced domestically from the fiscal budgets and domestic 
private sector investment. Thus, efforts to improve development effectiveness must be 
complemented by efforts to promote domestic resource mobilization (including tax compliance 
and reduction in domestic revenue leakage and corruption), improve the targeting and the 
efficiency of public sector expenditures, and create an enabling environment for the private 
sector. 

                                                 
3  Development Committee (A Joint Ministerial Committee of the Boards of Governors of the World Bank and 

International Monetary Fund on the Transfer of Resources to Developing Countries). 2005. Moving Forward 
Financing Modalities Toward the MDGs. Background Document. April. 

4  See the Report of the Technical Group on innovative Financing Mechanisms (2004) prepared by Brazil, Chile, 
France, and Spain. Germany has now joined that group. 
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APPENDIX 11: ASSESSMENT OF FOLLOW-UP ACTIONS 

 
 

Table A11.1: List of 2003 Evaluation Reports Considered 
 

1. PPA: SRI 19151: Participatory Forestry Project, March 2003. 
2. PPA: VIE 25094: Saigon Port Project, March 2003. 
3. PPA: BAN 24102: Northeast Minor Irrigation Project, April 2003. 
4. PPA: CAM 28113: Power Rehabilitation Project, July 2003. 
5. PPA: CAM 27514: Agriculture Sector Program, July 2003. 
6. PPA: SRI 24272: Second Small and Medium Industries Project, August 

2003. 
7. PPA: PHI 21223: Capital Market Development Program, August 2003. 
8. PPA: SRI 18070: Second Health and Population Project, September 2003. 
9. PPA: NEP 24321: Kathmandu Urban Development Project, September 2003. 

10. PPA: KAZ 31091: Pension Reform Program, September 2003. 
11. PPA: FSM 29657: Public Sector Reform Program, September 2003. 
12. PPA: MON 28200: Financial Sector Program, October 2003. 
13. PPA: LAO 25013: Northern Provincial Towns Water Supply and Sanitation 

Project, December 2003. 
14. PPA: PAK 26373: Population Project, December 2003. 
15. PPA: BHU 27260: Rural Electrification Project, December 2003. 
16. PPA: BAN 24096: Secondary Towns Integrated Flood Protection Project, 

December 2003. 
17. PPA: VIE 29138: Financial Sector Program, December 2003. 
18. PPA: RMI 29658: Public Sector Reform Program, December 2003. 
19. PPA: KGZ 29149: Corporate Governance and Enterprise Reform Program, 

December 2003. 
20. SST: OTH 2003-29: Project Performance Management in The Asian 

Development Bank and Its Projects In Developing Member 
Countries, November 2003. 

21. SST: REG 2003-32: Participatory Approaches in Forest and Water Resource 
Operations in Selected Developing Member Countries, 
December 2003. 

22. TPA: CAM 2003-06: Gender and Development in Cambodia, February 2003. 
23. TPA: PRC 2003-23: Selected Environmental Advisory Technical Assistance In 

the People’s Republic of China, August 2003. 
24. TPA: CAM 2003-28: Selected Technical Assistance for Development Planning 

and National Statistics in Cambodia, September 2003. 
25. TPA: BHU 2003-25: Institutional Strengthening and Policy Support to the Power 

Sector in Bhutan, October 2003. 
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Table A11.2: Follow-Up Actions by Type 

Number Number

Addressed to DMCs
Specific to the Project 33 36.3 0 0.0 33 31.4
Concerned with Sector or National Level 32 35.2 0 0.0 32 30.5
or with Multiple Agencies

Subtotal 65 71.4 0 0.0 65 61.9

Addressed to ADB
Specific to the Project, Sector or Country Strategy 26 28.6 2 14.3 28 26.7
ADB's Internal Processes, Guidelines or Strategies 0 0.0 12 85.7 12 11.4

Subtotal 26 28.6 14 100.0 40 38.1

Total 91 100.0 14 100.0 105 100.0

Total
%Number

PPAR/TPAR SES
% %

 
 
 
 

Table A11.3: Status of Implementation 

Number Number Number

Addressed to DMCs

Action Has Been or Is Being Taken 35 38.5 0 0.0 35 33.3
Action Partly Taken 17 18.7 0 0.0 17 16.2
Subtotal 52 57.1 0 0.0 52 49.5

No Action Because DMC Disagreed 1 1.1 0 0.0 1 1.0
ADB Requested DMCs to Take Action but 3 3.3 0 0.0 3 2.9
There was No Response Yet
No Action Taken 9 9.9 0 0.0 9 8.6
Subtotal 13 14.3 0 0.0 13 12.4

Addressed to ADB

Action Has Been or Is Being Taken 13 14.3 7 50.0 20 19.0
Action Partly Taken 5 5.5 4 28.6 9 8.6
Subtotal 18 19.8 11 78.6 29 27.6

Will Be Addressed in Future Operations 6 6.6 2 14.3 8 7.6
No Action Taken 2 2.2 1 7.1 3 2.9
Subtotal 8 8.8 3 21.4 11 10.5

Total 91 100.0 14 100.0 105 100.0

PPAR/TPAR SES
%

Total
% %

 

ADB = Asian Development Bank; DMC = developing member country; SES = special evaluation study; TPAR = 
technical assistance performance audit report.

ADB = Asian Development Bank; DMC = developing member country; SES = special evaluation study; TPAR = technical 
assistance performance audit report. 



MANAGEMENT RESPONSE ON THE 2005 ANNUAL EVALUATION REVIEW 
 
 
 

On 2 August 2005, the Director General, Operations Evaluation Department, received 
the following response from the Managing Director General on behalf of Management:   
 
 

A. Overall Comments 
 
1. Management appreciates that OED has undertaken an extensive 
consultation and productive interactions with relevant ADB departments and 
offices in finalizing the 2005 Annual Evaluation Review. Management notes that 
this year’s OED annual review has changed in character by reporting on 
“development results” instead of “evaluation activities” as in the past. This Report 
is a succinct reflection of OED’s strengthened role in implementing Managing for 
Development Results (MfDR) effectively. ADB has been making considerable 
efforts to mainstream MfDR in its operations, particularly through its results-
based Country Strategies and Programs (CSPs) and the Project Performance 
Management System (PPMS).     
 
2. Management agrees with most of the conclusions and recommendations, 
some of which are very important. ADB’s ongoing and future operations will 
support the implementation of major recommendations.   
 
B. Specific Comments on Recommendations 
 
3. Development results. While welcoming OED’s reinforced focus on 
development results, given the multi-faceted nature of the MfDR agenda, this 
Report does not adequately cover many of the important elements of 
development results which will be the key to ADB's success in this area—e.g., 
ADB’s own and developing member countries’ (DMCs) capacity for MfDR; use of 
MfDR to manage performance of sectoral and policy work; and so on.   
 
4. Improving performance in poorly performing sectors and regions. 
As recommended by the Report, ADB will make efforts to improve performance 
and not to repeat the same mistakes in the problem sectors and regions. ADB 
has modified its quality assurance mechanisms following the recommendations 
of the independent panel for the assessment of the impact of the 2002 
reorganization and has also introduced an action plan for the Project 
Performance Management System in 2004. These recent measures, as well as 
the MfDR initiative, will help improve ADB’s overall development results, 
including those in such sectors and regions with relatively poor performance. 
 
5.     Improving selectivity and focus based on past results. ADB needs to 
improve selectivity and focus in its operations. Management, through the  
2006–2008 planning directions, has emphasized the need for selectivity and 
prioritization in ADB’s future assistance to its DMCs. In improving the selectivity 
and focus in ADB operations, we will take into account the recommendations 
made by the Report. 



6. Strengthening Project Economic Analysis. The Report recommended 
that a task force of ADB economists be formed to undertake long-term forecasts 
at the country level. ADB’s Economics and Research Department (ERD) had 
extensive discussions with OED on the issues of project economic analysis as 
determinants of economic viability and country-level long-term forecasts in 
project analysis. ERD reiterated that the major element of the process should be 
the focus of attention in improving quality at entry, and that the link between 
country-level forecasts and project economics is weak. 
 
7. Addressing potential risks posed by bunching. The yearend bunching 
is caused by various factors such as ADB’s project processing cycle and annual 
lending targets. The Report suggests several actions to be taken by ADB to 
reduce yearend bunching in project processing. Currently, ADB is studying 
measures to reduce the chronic bunching problem, with its operational 
departments strengthening the project processing schedules monitoring and the 
project readiness filtering.  
 
 8. Evaluation of ADB’s Energy Policy. We support OED’s proposed 
evaluation of ADB’s Energy Sector Policy under its 2006–2008 work program. 
 
9. Improving OED’s recommendations. Management appreciates OED’s 
recommendations to improve the strategic impact of its evaluations. Management 
will coordinate with OED and ADB’s operational departments to establish more 
efficient mechanisms and practices in this regard. We propose that OED prepare 
a more focused program each year so that the conclusions of the annual review 
of evaluation findings can be drawn from a more structured and comprehensive 
review of ADB operations in various sectors and areas. 
 
10. We suggest that OED consider introducing a system of evaluating 
results-based CSPs. Such evaluation work would desirably cover both (i) the 
methodology and procedures ADB is introducing to design and craft results-
based CSPs, and (ii) the mid-term reviews of results-based CSPs and the 
completion reports for results-based CSPs. We also suggest that OED consider 
a special evaluation study of ADB's MfDR agenda around 2006. 


	Executive Summary
	Introduction
	Achieving Development Results in Public Sector Projects
	Achieving Development Results in the Power Sector
	Highlights from 2004 Evaluation Activities
	ADB’S Evaluation System
	Recommendations
	Appendixes
	Management Response



