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Executive Summary 
 

 

In the rapidly changing socioeconomic, financial, and institutional landscape of Asia 
and the Pacific, the Asian Development Bank (ADB) should adopt the pursuit of better 
quality growth as its primary strategic interest and its central value proposition under 
Strategy 2030.  
 
Quality economic growth, which is inclusive, sustainable, and resilient, can best be 
sought after through continued support for the three mutually enforcing agendas of 
social and geographical inclusion, environmental sustainability, and regional 
cooperation and integration. The complexity and multidimensional nature of emerging 
development challenges imply that operational support for these agendas should be 
driven and prioritized by a cluster of development themes rather than by sectors. ADB 
cannot achieve these ambitious goals in isolation and should strengthen its ability to 
partner and cooperate with more stakeholders across the public–private spectrum.  
 
ADB should therefore embrace a more thematic and integrated approach to 
operations, underpinned by a business model that has leveraging of knowledge and 
finance (including through syndication) as its central tenets. This calls for institutional 
business excellence, enhanced expertise, and stronger cooperation across ADB’s 
regional departments and between private and public sector work.  
 

 

The Changing Environment in 

Asia and the Pacific 
 

The preparation of Strategy 2030—ADB’s 
new corporate strategy—comes amid 
fundamental changes in the global and 
regional development landscape that 
must be considered in deciding the way 
forward. Inputs in Strategy 2030 must 
also reflect the experience in 
implementing Strategy 2020, which 
reinforced selectivity and ADB’s primary 
role as an infrastructure financier. The 
Independent Evaluation Department’s 
evaluations on Strategy 2020 objectives 
and various development challenges 
provide insights for informing Strategy 
2030. 
 
As a result of more than 2 decades of 
unprecedented growth and poverty 
reduction, Asia and the Pacific has largely 
become a middle-income region. For most 
countries in the region, this means that 
the development finance menu and the 

possibilities to tap into technical expertise 
extend well beyond their traditional 
development partners.  
 
Yet while the sharp rise in the number of 
middle-income countries (MICs) 
underscores the region’s dynamism, MICs 
are still characterized by large differences. 
These are most pronounced in income 
levels, gross domestic product 
composition, population, urbanization 
rates, natural resource endowments, and 
institutional capabilities. Many of the 
emerging MICs have benefited from 
globalization, although regional and 
subregional integration remains a 
challenge. 

 
Poverty and hunger remain unfinished 
agendas for the region, with 
geographically spread pockets of poverty 
that will continue to require support for 
basic infrastructure and social services. 
Despite the region’s progress, the number 
of poor and food-insecure people is 
significant. In addition, there is still much 
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unfinished business in providing the poor 
with access to clean water, sanitation, and 
basic energy, as well as health and 
education facilities. 

 
The demand is growing for customized 
solutions to the more complex 
development challenges facing the region. 
For example, its megacities, which have 
been the engines of growth, are 
increasingly congested and polluted. 
These problems are exacerbated by the 
rising damage from climate change-
related natural hazards. The demand for 
assistance will, moreover, come from 
increasingly varied clients across the 
public–private spectrum. 
 
Research shows systematic gender gaps in 
productivity, wages, and income poverty, 
with a high concentration of women in 
low-paying, low-productivity jobs. In 
many countries in the region, despite 
progress in education and labor force 
participation among women, the 
segregation in wages for men and women 
is still notable. 

 
There is a growing consensus that 
inclusive and environmentally sustainable 
development must be the international 
development community’s central 
objective. Growth is imperative, but it is 
the quality of growth that determines true 
prosperity. The adoption of the 
Sustainable Development Goals illustrates 
this consensus, and recognizes the 
increasing cross-boundary complexity of 
the coming challenges. 

 

ADB’s Response: What 
Evaluation Tells Us 
 
Independent Evaluation Department 
evaluations covered the range of Strategy 
2020 priorities and provide a broad basis 
for considering ADB’s next corporate 
strategy priorities. These evaluations, 
including the 2014 assessment of Strategy 
2020 at midterm, find that while the 
strategic agendas and drivers remain 
relevant now and going forward, they 

require more effective delivery by ADB, 
given the scale of the challenges. 

 
To deliver better results and remain 
relevant in a rapidly changing 
development landscape, ADB needs to 
become a more expert and agile 
development partner. Continued reforms 
are needed to shift the focus from 
generating outputs to achieving outcomes 
specifically for inclusive and 
environmentally sustainable growth, and 
from financing construction to supporting 
results. Evaluations identify the need for 
more effective and impactful support for 
private sector development, governance, 
gender and development, knowledge 
support, and partnerships—all critical 
drivers of change for ADB and the region. 
ADB should rebalance the scope of its 
interventions, strengthen implementation 
support, and focus more on operational 
effectiveness and sustainability. 
Evaluations also highlight some of the 
institutional reforms that will be critical 
for meeting the region’s development 
challenges. These relate to decentralizing 
staff and responsibilities, addressing skill 
fragmentation across ADB, fostering 
partnerships to better leverage finance 
and expertise, gearing up and making 
private sector operations more strategic, 
and improving internal processes for 
better efficiency and quality. 
 

Going Forward: Differentiation, 
Expertise, and Agility 
 
In the coming years, the region’s middle-
income transformation is expected to 
continue, albeit with subregions and 
countries developing at their own pace 
and with unique challenges. Because of 
this, the aggregate demand for finance 
and knowledge services will grow 
exponentially, offering a new range of 
opportunities. However, the increasing 
availability of resources will reduce ADB’s 
financial contribution in relative volume 
terms. The supply side will also change 
drastically, with a proliferation of new, 
mostly private, development financiers 
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and knowledge providers entering the 
landscape. The challenge for ADB, if it is to 
remain the region’s premier development 
institution, is to build on its comparative 
advantages to deliver a unique value 
proposition in a changing landscape. 
 
Recommendation 1—On ADB’s Goal and 
Value Proposition: Focus on better quality 
of growth for Asia and the Pacific. Adopt 
under Strategy 2030 the pursuit of better-
quality growth in Asia and the Pacific as 
ADB’s primary strategic objective and 
value proposition, rooted in intensified 
support for social and geographical 
inclusion, sustainability, and integration. 
 
Recommendation 2 – On Thematic 
Priorities and Drivers: Adopt a thematic 
approach catalyzing drivers of change that 
are crucial to securing quality growth. 
Focus ADB’s resources and operations on 
seven identified thematic priorities 
representing the region’s current and 
future challenges, underpinned by a drive 
for improved economic opportunities, 
greater gender equality, knowledge, 
strong institutions, and increased ability 
to manage risks and safeguard stability, to 
support the central objective of better 
quality growth for Asia and the Pacific. 
 
Recommendation 3 – On Programmatic 
Approaches: Embrace a more cross-
sectoral and integrated approach to 
operations. Embrace a more 
programmatic and integrated approach to 

operations, rooted in a business model 
that places leveraging of knowledge and 
finance (including through syndication) as 
its central tenets. ADB should choose to 
decisively support the private sector, and 
introduce a more adaptable principle of 
selectivity. 
 
Recommendation 4 – On Institutional and 
Business Excellence: Organizational 
Structure and Human Resources. Underpin 
strategic intentions by aligning 
organizational structures and incentives. 
Align the organizational structure and 
human resources to better support the 
ability to work as One ADB. 
 
Recommendation 5 – On Institutional and 
Business Excellence: Products and 
Instruments. Further diversify the lending 
products and knowledge-transfer 
instruments ADB has to offer, and 
strengthen project-development skills, not 
only to further ADB’s portfolio but also to 
boost the number of bankable projects for 
syndication and cofinancing. 
 
Recommendation 6 – On Institutional and 
Business Excellence: Business Processes. 
Introduce a notion of process excellence 
by scaling up efficiency improvements in 
ADB’s business processes, including 
procurement, the measurement of 
strategic results, and revisit the concept of 
graduation. 

 
 





 

CHAPTER 1 

Changing Development 

Challenges in Asia and the 

Pacific 
 
As a result of more than 2 decades of unprecedented growth and poverty reduction, 
Asia and the Pacific has now largely become a middle-income region, but the 
circumstances facilitating that growth are receding. Middle-income countries (MICs), 
moreover, are a highly diversified group, characterized by large differences in income 
levels, gross domestic product composition (that is, the pace of structural 
transformation), poverty profiles, food security, and institutional capacity.  
 
Poverty and hunger remain unfinished agendas for the region. Growth has come at a 
high price of rising inequality and environmental degradation and climate change 
exacerbating existing vulnerabilities, including those related to clean drinking water, 
adequate sanitation, and public health.  
 
While growth has been the driver of the region’s remarkable transformation, it is the 
quality of growth that determines sustainability in its social, geographical, and 
environmental dimensions. 
 
There is a growing consensus that inclusive and sustainable development must be the 
international development community’s central objective, and that country-level 
challenges are increasingly aligned with regional and global challenges—and require 
global responses. 
 
Over and above the demand for basic infrastructure and services, development 
challenges have become more complex, unfolding at the interface of growth, 
inclusion, and sustainability.  
 
The transformation to a middle-income region has radically opened up countries’ 
access to finance and knowledge, resulting in a decreasing role for traditional official 
development assistance (ODA), a proliferation of new actors entering the landscape, 
and an increasing role for multilateral development banks in leveraging finance and 
expertise from the private sector. 
 

 

A. Introduction: The Changing Institutional, Economic, and 
Financial Landscape 

1. This topical paper presents the Independent Evaluation Department’s (IED) 
inputs in the preparation of Strategy 2030, the Asian Development Bank’s (ADB) 
forthcoming corporate strategy. The paper is the last of a series of three papers in which 
IED has explicitly commented on ADB’s corporate strategy. It complements and builds on 
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Inclusion, Resilience, Change: ADB’s Strategy 2020 At Mid-Term, in 2014, and The Asian 
Development Bank’s Engagement with Middle-Income Countries, in 2016. This paper 
takes stock of trends in the region and the collective findings from the past 5 years of 
project, country, and thematic evaluations. Together, these papers are the basis for IED’s 
recommendations to be considered by ADB in developing Strategy 2030. 
 
2. The preparation of Strategy 2030 comes amid fundamental changes in the global 
and regional landscape. Asia’s growing middle-income status has increased the scope of 
remaining development challenges. But it has also opened the door to larger—and more 
diverse—sources of financing. In addition to the unfinished development agendas, an 
additional layer of more complex challenges requires a response. The conditions that 
enabled rapid growth in the region—robust international trade, a large working-age 
population, and strong demand for labor-intensive manufacturing sectors—are 
retreating. Geopolitical uncertainty and a growing skepticism toward trade and 
international cooperation in parts of the world, the threat of secular stagnation in the 
global economy, rapidly aging populations, and the growing threat from climate change 
are creating headwinds that make inclusive, sustainable growth, and continued poverty 
reduction, more difficult and costly to achieve. Instead, rising inequality and 
environmental degradation are lowering the quality of life for many people. 
 
3. The risk is significant that the less hospitable global economic and political 
environment, coupled with the difficulties associated with the remaining development 
challenges, will limit the quality of future growth. Countries are likely to require sustained 
and tailored technical support for further reforms and new initiatives. Countries are also 
likely to need greater financial support from ADB (and other official financing sources) 
given the prospect that private flows will retrench quickly and significantly, as they did 
in the late 1990s and late 2000s.  
 
4. The sharp rise in the number of ADB members that are MICs and upper-MICs 
underscores the dynamism of Asia and Pacific. Yet, rather than being homogenous, MICs 
are characterized by large differences in income levels, gross domestic product 
composition, population, urbanization rates, geographical areas, and natural resource 
endowments. Many MICs are increasingly connected to regional and global economies, 
and have access to finance from several sources. From 2006 to 2015, the number of 
upper-MICs increased rapidly, from four to 13, while the number of lower-MICs remained 
largely unchanged; the number of low-income countries declined (Figure 1). 
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5. The growing number of MICs will have a dramatic effect on the region’s 
development financing landscape. On the demand side, interest is growing from both 
the public and the private sectors in tailor-made financing instruments and modalities. 
On the supply side, the importance of non-ODA flows has increased significantly. These 
now account for more than 80% of resources entering developing countries, with two-
thirds of that coming from the private sector. The rest comes from personal remittances, 
charitable foundations, and other sources. The traditional international financial 
institutions face increasing competition from commercial lenders, nontraditional donors, 
and new development banks. The continued relevance of the traditional institutions will 
depend on their ability to leverage non-ODA funds, expertise, and knowledge services 
(Figure 2). 
 

Figure 1: Number of ADB Member Countries by Income Category 

 
ADB = Asian Development Bank, HIC = high-income country, LIC = low-income country, LMIC = lower-
middle-income country, UMIC = upper-middle-income country. 
Notes:  
1. 20 LMICs in 2006: Armenia, Azerbaijan, Bhutan, the People’s Republic of China, Fiji, Georgia, 

Indonesia, Kiribati, Maldives, Marshall Islands, Federated States of Micronesia, Nauru, Philippines, 
Samoa, Sri Lanka, Thailand, Tonga, Turkmenistan, Tuvalu, and Vanuatu. 

2. 4 UMICs in 2006: Cook Islands, Kazakhstan, Malaysia, and Palau. 
3. 24 LMICs in 2015: Armenia, Bangladesh, Bhutan, Cambodia, India, Indonesia, Kiribati, Kyrgyz 

Republic, Lao People’s Democratic Republic, Federated States of Micronesia, Mongolia, Myanmar, 
Pakistan, Papua New Guinea, Philippines, Samoa, Solomon Islands, Sri Lanka, Tajikistan, Timor-Leste, 
Tonga, Uzbekistan, Vanuatu, and Viet Nam. 

4. 13 UMICs in 2015: Azerbaijan, the People’s Republic of China, Fiji, Georgia, Kazakhstan, Malaysia, 
Maldives, Marshall Islands, Nauru, Palau, Thailand, Turkmenistan, and Tuvalu. 

Source: Asian Development Bank. 
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6. The unique development challenges faced by the Pacific region deserve special 
mention. While the Pacific islands have achieved middle-income status, these small, 
remote, and fragile countries face a combination of natural constraints, geographical 
and market isolation, extreme vulnerability to climate change (and other external shocks), 
and internal bottlenecks that make achieving and sustaining inclusive economic growth 
a constant challenge. 
 
7. In addition to the innately unique features and fragility challenges of Pacific 
island countries, both fragility and conflict remain challenges across the whole region, 
particularly in MICs. While the number of countries in the region that are currently 
classified as fragile and conflict-affected situations is nine, conflict-affected situations 
remain mostly at the subnational level in MICs. Conflict and violence stemming from 
religious and ethnic reasons, and from competition for scarce resources, potentially 
undermine economic gains and political stability.   
 
8. The recognition is growing that domestic challenges are increasingly aligned 
with global or regional ones, and require global and local responses. For example, 
reducing local air pollution has both a local and a global benefit. But a collective and 
higher-level response is also needed. The adoption of the Sustainable Development Goals 
(SDGs) and the 21st Conference of the Parties Agreement on climate change are recent 
illustrations of this. The SDGs are intended as universal—all the goals contain important 
challenges for developed and developing countries alike. 
 
9. This recognition is reflective of a growing consensus in development thinking 
that inclusive and sustainable development must be the international development 
community’s central objective. Principles that make up this emerging understanding are 
that 
 

Figure 2: The Declining Relevance of Official Development  
Assistance in Asia and the Pacific 

 
 
GNI = gross national income, ODA = official development assistance. 
Sources: Author's calculation using the weighted average of 35 Asian economies based on country gross  
domestic product. Data from the World Bank's World Development Indicators Database.   
http://databank. worldbank.org 
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(i) development involves transformational change in economic structures 
(including the movement of resources from agriculture to manufacturing 
and services), rapid urbanization, and transformations in trade and 
technology;1 

(ii) economic growth remains critical to poverty reduction; 
(iii) a growth trajectory that does not embrace inclusiveness and 

environmental sustainability will not be sustainable; 
(iv) the private sector is the main agent for growth and employment, but the 

public sector has an essential facilitating role, particularly in developing 
countries where market failures are more frequent and there is greater 
vulnerability to negative externalities;  

(v) institutional capacity and the quality of governance, both in-country and 
regionally, are critical to sustainable development; and 

(vi) the critical role of civil society organizations in promoting inclusive 
economic growth, participatory governance, social accountability and 
the expansion of controls on corruption is recognized. 

 
10. This growing consensus emerged after decades of paradigm shifts in the 
thinking about development.2 Box 1 summarizes some of those shifts. 
 

 
 

                                                
1 ADB. 2010. Inclusive Growth, Full Employment, and Structural Change. Implications and Policies for 

Developing Asia. Manila.  
2 World Bank. 2007. Meeting the Challenges of Global Development: A Long-Term Strategic Exercise for the 

World Bank Group. Washington, DC. 

Box 1: Paradigm Shifts in the Thinking on Development 

Trickle down. In the 1950s, development was synonymous with aggregate economic growth, 
resulting from the accumulation of productive factors—mainly capital and labor—and from 
technical progress, determined largely exogenously. The state had a key role in planning and 
controlling economic activity to leverage economies of scale and prevent market failures. Finally, 
there was only one model of development, that is, the one historically followed by the then–
industrialized countries.  

Basic needs. The first paradigm shift occurred in the 1960s, and involved taking into account 
social and economic change. Eradicating poverty emerged as a central focus of development, 
illustrated by the basic needs approach and the increased emphasis on the distributional aspects 
of growth. 

Washington Consensus. By the end of the 1970s, the oil crisis triggered severe macroeconomic 
imbalances throughout the world, which in the early 1980s produced major debt problems in 
most developing countries. A neoliberal reaction emphasized the central role of markets and 
the private sector. This progressively shaped conditionality in structural adjustment lending 
focused on achieving macroeconomic equilibrium and growth. The Washington Consensus had 
arrived.  

Institutions and inclusion. Awareness grew in the late 1990s and early 2000s that if markets are 
to generate shared growth, their institutional foundations cannot be overlooked and 
governments must govern well (they must uphold the rule of law, repress corruption, encourage 
competition and voice, and support entrepreneurship). During this time, the notion of poverty 
was broadened to include not only standards of living but also the provision of social services—
health care, education, and some types of collective infrastructure—and participation of the 
poor, notably through the intervention of civil society organizations, in decisions affecting their 
lives.  

Source: Asian Development Bank Independent Evaluation Department. 
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11. Demand has grown the use of country systems across the region, not just for the 
traditional areas of public financial management and procurement but also and 
increasingly for environmental and social safeguards. The argument for using country 
systems emerged as a central theme to harness local ownership, strengthen 
accountability (rather than undermine it), and make aid interventions more sustainable. 
Despite compelling arguments and ambitious international commitments, there has 
been no watershed in using country systems, and progress since 2005 has been slow. 
The demand for using country systems will continue to increase in the region, partly 
because of declining dependence on ODA and the availability of alternative financing 
sources. 
 
12. The pace and direction of technological innovation will have an increasing impact 
on the development trajectory of Asia and the Pacific, and should be fully harnessed to 
address the region’s challenges and capitalize on its opportunities. Technological 
innovations are game-changers across sectors and themes, ranging from the use of 
mobile devices to promote financial inclusion and improve access to market information, 
to leapfrog in renewable energy, climate resilient infrastructure, livable cities, health 
systems, and agriculture production. Yet while technological breakthroughs have the 
potential of increasing citizens’ well-being and empowerment, automation and robotics 
could also increase employment, particularly in more advanced countries, and further 
increase inequalities. 
 
13. The transformative role of information and communication technologies 
deserves special mention. Over the past 2 decades, information and communication 
technology (ICT) have evolved dramatically in transforming societies, cultures, and 
economies. Key contributions that ICT can make to the international development 
agenda are connectivity improvements; improving access to information; facilitating 
knowledge management; improving the efficiency of social, economic, and financial 
services; and improving the enabling environment for the private sector. Mobile 
technology and broadband connectivity, already omnipresent in developed countries, are 
increasingly being deployed in developing countries and emerging markets.  
 
14. The rest of this chapter outlines the main features of the region’s development 
landscape against the framework of the SDGs. Compared with the Millennium 
Development Goals, the SDGs offer a more elaborate framework that better captures the 
complexity of the challenges faced by the developing world. For the purposes of this 
paper, the 17 SDGs have been reorganized under economic growth, social and 
geographical inclusion, and environmental sustainability, with partnerships and 
institutions as key drivers (Figure 3). This regrouping seeks to emphasize that 
(i) development outcomes are achieved at the interplay between these three broad 
areas—growth is imperative, but it is the quality of growth that determines sustainability; 
and (ii) the changed landscape, particularly for MICs, has created more complex 
development themes (or spaces) that require more sophisticated and holistic solutions. 
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15. The main themes and drivers highlighted in Figure 3 are also at the core of ADB’s 
corporate Strategy 2020 and are expected to largely remain relevant for the region and 
for ADB.3 As such, the regrouped SDG framework is the narrative frame of reference for 
this paper. The rest of Chapter 1 highlights the challenges the region is facing. Chapter 
2 synthesizes the evaluative assessments of ADB’ support in the broad areas of economic 
growth, social inclusion (including gender), and environmental sustainability, with 
governance and institutions and partnerships as cross-cutting themes. To do this, IED has 
drawn from all its evaluation studies on Strategy 2020’s strategic agendas and drivers of 
change, as well as from country-level evaluations and validations.4 

 
16. Chapter 3, the concluding chapter, presents strategic recommendations for 
Strategy 2030. These build on and extrapolate from IED’s assessment of Strategy 2020 
and its 2016 study on ADB’s engagement with MICs. The recommendations take account 
of the changes in the region’s development landscape.5 

 

B. Growth, Poverty Reduction, and Structural Transformation 

 
17. The first Millennium Development Goal target—to cut extreme poverty by half 
by 2015 from the level of 1990—was achieved ahead of schedule, largely because of 
Asia’s economic success, led by the People’s Republic of China (PRC) and India. Since the 
1997–1998 financial crisis, Asia’s growth rates have consistently outpaced global growth 
by a considerable margin. From 1990 to 2012, the number of people in the region living 
in poverty declined by 1.1 billion, yet the number of those living in extreme poverty 
remains high—and India has the world’s highest number of poor (Figure 4). Over the 
same period, the on-average rising income status of Asian countries was accompanied 
by improvements in selected social indicators. Life expectancy in MICs increased from 

                                                
3 As confirmed by the proposed “Framework for Strategy 2030,” released on 9 January 2017.   
4 Appendix 1 includes the full list of studies that were used in this paper.  
5 IED. 2016. Corporate Evaluation Study: The Asian Development Bank’s Engagement with Middle-Income 

Countries. Manila: ADB. 

Figure 3: The Sustainable Development Goals and the Triple Bottom Line 
 

 
 

Source: Asian Development Bank Independent Evaluation Department. 
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66.1 years to 70.4 years from 2000 to 2014 with less variability across countries.6 Infant 
mortality rates declined, although levels are still very high in some countries. 
 

 
 
18. Based on the assumption that the pace of growth and the distribution of income 
stays at 2012’s level, the number of people living in extreme poverty in Asia and the 
Pacific could decline by a further 370 million by 2030. Based on the World Bank’s regional 
classification, this translates to poverty rates of 2.1% in South Asia and 0.5% in East Asia 
and the Pacific.7 However, the increasing volatility of the global economy, combined with 
the uneven pace of structural transformation across the region’s economies, undermines 
this linear trajectory for poverty reduction and sustainable, inclusive growth.8 
 
19. During the last 4 decades, Asia and the Pacific has grown faster than any other 
developing region, and, in the process, a few of its economies have undergone rapid and 
remarkable transformation from agriculture to manufacturing and services. But the pace 
of transformation of other economies has been slow, this is partly a reflection of poor 
education systems and outcomes (Figure 4). In many economies, agriculture is still the 
largest employer and workers moving out of agriculture tend to go into low-productivity, 
low-wage services, bypassing manufacturing. Because of this trend, one of the key 
avenues to pursue inclusive economic growth—quality jobs—remains underutilized. 
 
20. Low- and middle-income economies cannot neglect agriculture. It will likely 
remain the largest employer in some economies for several decades, as agriculture’s 
employment shares decline more slowly than its output shares. Agriculture’s share of 
total employment is forecast to still be above 20% in the PRC and above 30% in India in 
2040 (footnote 8). Agriculture will also continue to be an important labor source for the 
other sectors, and for developing manufacturing, particularly agribusiness and food 
processing. 

                                                
6 The standard deviation of the average life expectancy was reduced from 4.4 years in 2000 to 3.6 years in 

2014.  
7 World Bank. 2016. Global Monitoring Report 2015/2016: Development Goals in an Era of Demographic 

Change. Washington, DC. For the  World Bank’s regional classification,  see  
https://datahelpdesk.worldbank.org /knowledgebase /articles/906519-world-bank-country-and-lending-
groups 

8 ADB. 2013. Key Indicators for Asia and the Pacific 2013 Special Chapter: Asia’s Economic Transformation: 
Where To, How, and How Fast. Manila.  

Figure 4: High Growth but Poverty Remains in Asia (%) 

 
lhs = left-hand side, rhs = right-hand side.  
Sources: Asian Development Bank. 1998–2016. Asian Development Outlook. Manila; Asian 
Development Bank Memorandum 23 April 2015; World Bank. World Development Indicators Database.  
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21. At the same time, manufacturing matters (Figure 5). Historical analysis shows 
that, with few exceptions, countries have been unable to achieve a high-income economy 
without a significant manufacturing sector. ADB estimates indicate that to make the leap 
from a middle-income economy to a high-income economy requires attaining a 
manufacturing (or industrial) output and employment share of 18% or more for a 
sustained period. If a country has industrialized both in output and in employment, the 
probability that it will become a high-income economy is 42%. But without reaching this 
industrialization threshold, the probability is less than 5% (footnote 8). 
 

 
 
22. Growth slowdowns in MICs are often analyzed in terms of a middle-income trap. 
This economic development concept, coined in 2007, suggests a country that attains a 
certain income will get stuck at that level because it is not able to compete either with 
low-wage, low-income countries in low-end manufacturing or with high-income 
countries in high-skilled innovation.9 Country experience and research, including by ADB, 
show that a combination of quality infrastructure, available energy at affordable prices, 
innovation, quality education, strengthened domestic purchasing power, sound 
economic institutions and macroeconomic policies, a business-friendly environment, a 
diversified trade portfolio, and strong governance arrangements will reduce the risk of a 
slowdown.  

                                                
9 I. Gill and H. Kharas. 2007. An East Asian Renaissance. Washington, DC: World Bank. 

Figure 5: Structural Transformation—Trends for Asia and the Pacific 
 

 
Notes:  
1. Figures are weighted averages. See source document for details. Initial years range from 1975 to 

990; final years range from 2005 to 2010. 
2. No initial data available for Central Asia and the Pacific. 
Source: Adapted from Asian Development Bank. 2013. Asia’s Economic Transformation: Where To, How, 
and How Fast. Special chapter in Key Indicators for Asia and the Pacific 2013. Manila. 
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23. The critical role of the private sector as the engine of growth and job creation 
has been manifested at different levels—through multinational corporations, domestic 
corporations (particularly small- and medium-sized enterprises), agriculture, and the 
informal sector. Often viewed as the core of economic development in Asian economies, 
small- and medium-sized enterprises comprise most of the region’s businesses and are a 
significant source of employment. The share of private capital formation increases 
significantly once countries reach the middle-income category (Figure 6). 
 

 
 
24. The private sector has always been a driver of innovation, not only in technology 
but also in different ways of doing business and accessing finance. For example, shared 
value initiatives have markedly increased. These seek to meet societal needs through 
products and address unserved or underserved customers, and change practices in the 
value chain to drive productivity by using resources, employees, and business partners 
better. 10  The trend of using innovative financing for development solutions is also 
growing.11 
 
25. But private enterprises, including small- and medium-sized enterprises, often 
face myriad policy constraints. These range from complex and opaque regulations, heavy 
formal and informal fees, complex administrative processes to register and obtain access 
financing, changing investment policies, and red tape. Despite progress in these areas, 
Asia has a contrasted profile in business environments, with great disparities across 
countries. 
 
26. Asia and the Pacific’s future economic position in the world will greatly depend 
on its ability to further upgrade innovation capabilities. While some countries have 
acquired important manufacturing capabilities, many have been less successful in 
developing their own domestic capabilities to innovate and diversify. Strengthening 

                                                
10 Shared Value Initiative. http://sharedvalue.org/about-shared-value 
11 World Bank. Innovative Finance for Development Solutions: Initiatives of the World Bank Group. Washington, 

DC.  http://siteresources.worldbank.org/CFPEXT/Resources/IF-for-Development-Solutions.pdf 

Figure 6: Private Capital Formation in Asia and the Pacific, 1960–2015 
 

 
GDP = gross domestic product, LMIC = lower-middle-income country, UMIC = upper-middle-income 
country. 
Note: Period averages of countries under each income classification. 
Source: World Bank. World Development Indicators Database. 
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these capacities will be necessary for Asian economies to maintain and increase their 
competitiveness, and for turning future competition, notably with the PRC, into a 
positive-sum game. This calls for customized and forward-looking national innovation 
strategies that consider the specific conditions of countries, and help build the 
capabilities required to seize future opportunities. 
 

C. The Quality of Growth: Inclusion, Vulnerability, and 
Environmental Sustainability 

 
27. The headwinds to inclusive economic growth are expected to remain in the short- 
to medium-term. The estimated average potential growth for a sample of 22 Asian 
economies fell by almost 2.0% from its peak of 8.4% in 2007.12 Income inequality, 
meanwhile, is rising in major countries in Asia and the Pacific.13 Further poverty reduction 
will require inclusive and pro-poor measures that ensure income growth for the bottom-
half of income distribution. The levels of income inequality as measured by the Gini index 
and poverty headcounts show wide gaps among countries with similar income levels 
(Figures 7 and 8). Some lower-MICs are doing better in poverty headcounts than upper-
MICs. 
 

   
 
28. Research data clearly show systematic gender gaps in productivity, wages, and 
income poverty, with a high concentration of women in low-paying, low-productivity 
jobs. In many countries in the region, despite progress for women in education and labor 
force participation, notable segregation still exists between a female-dominated service 
sector and a better-paid, male-dominated manufacturing and production sector. 14 
Gender disparities in access to productive assets such as land and credit also remain. 
Women farmers have limited use of inputs and services, and lack control over resources. 

                                                
12 ADB. 2016. Asian Development Outlook 2016: Asia’s Potential Growth. Manila. 
13 ADB. 2012. Asian Development Outlook 2012: Confronting Rising Inequality in Asia. Manila. It is estimated 

that of the 28 countries in developing Asia with comparable data, 11—accounting for 82% of the region’s 
population—experienced rising inequality, as measured by the Gini coefficient between the early 1990s and 
2011. Technological change, globalization, and market-oriented reforms have affected inequality through, 
in particular, increasing skill premiums and returns to human capital, falling labor income shares, and 
increasing spatial inequality. 

14 M. Charles. 2011. A World of Difference: International Trends in Women’s Economic Status. Annual Review 
of Sociology. 37. pp. 355–371. 

Figure 7: Inequality, Gini Index 2014 
 

 
GDP = gross domestic product, PPP = 
purchasing power parity. 
Source: World Bank. World Development 
Indicators Database (accessed 13 July 2016). 

Figure 8: Poverty Headcount 
(less than $3.10 per day), 2014 

 
GDP = gross domestic product, PPP = purchasing 
power parity. 
Source: World Bank. World Development 
Indicators Database (accessed 13 July 2016). 
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They have weaker land tenure, most likely because of their lack of voice within 
institutions that govern property rights.15 A 2016 assessment by the World Bank Group 
shows that, globally, there are still many gender-based legal and business entry 
impediments preventing the equitable participation of women in the economic growth 
process (Box 2). 
 

 
 
29. Closer integration with global markets has benefitted the region by boosting 
trade and external capital inflows, but it has also increased vulnerability to exogenous 
shocks. Closer integration created channels through which the effects of capital and 
commodity market volatility, as well regulatory failures in distant countries, are quickly 
transmitted and felt. The gains made by closer integration could also be reversed by a 
countertrend of fragmentation spurred by geopolitical tensions between countries, a 
proliferation of bilateral trade agreements, a lack of commitment to regional integration, 
and resistance to a freer trade environment.  
 

30.  Given the changes in the landscape for development financing, notably the 

increasing importance of non-ODA resources, the need for a strong and vibrant financial 

sector will likewise increase. Asian countries tend to have a larger financial sector than 

countries in other regions at similar levels of income. But Asia’s financial sector differs in 

some ways from the rest of the world. Banks dominate the sector in most Asian advanced 

and emerging markets, and Asian banks tend to focus more on the traditional banking 

businesses of deposit taking and consumer lending to households and companies. They 

rely less on lending to other banks and on selling products such as swaps and other 

derivatives. This was an advantage during the global financial crisis, when dependence 

on borrowing from other banks created problems across the United States and Europe 

as markets seized up. The reliance on traditional banking is why shadow banking—

whereby nonbank financial institutions engage in services traditionally provided by 

banks—is relatively new in most Asian countries. Asia’s capital markets are another area 

in which its financial sector differs from the rest of the world. And its stock markets tend 

to be highly volatile compared with those in other regions, though they often enjoy 

higher returns.16 

                                                
15 A. Croppenstedt, M. Goldstein, and N. Rosas. 2013. Gender and Agriculture: Inefficiencies, Segregation, and 

Low Productivity Traps. World Bank Research Observer. 28 (1). pp. 79–109. 
16 International Monetary Fund. 2014. The Future of Asian Finance. Washington, DC. 

http://www.imf.org/external /pubs/ft/fandd/2014/06/walsh.htm 

Box 2: Legal and Business Entry Impediments for Women 
 
(i) Legal gender differences are widespread—155 of the 173 economies covered have at 

least one law impeding women’s economic opportunities. 
(ii) The total number of legal gender differences across 173 economies is 943. 
(iii) In 100 economies, women face gender-based job restrictions. 
(iv) Of the 173 economies, 46 have no laws specifically protecting women from domestic 

violence. 
(v) In 18 economies, husbands can legally prevent their wives from working. 
(vi) Lower legal gender equality is associated with fewer girls attending secondary school 

relative to boys, fewer women working or running businesses, and a wider gender–

wage gap. 
(vii) Over the past 2 years, 65 economies carried out 94 reforms increasing women’s 

economic opportunities. 

 
Source: World Bank Group. 2016. Women, Business and the Law—Getting to Equal. Washington, DC. 
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31. External shocks—irrespective of their origin—have pushed near-poor households 
below the poverty line and the poor into deeper poverty. Just over 450 million people 
live in extreme poverty in Asia, based on a person living on less than $1.90 a day in 2011 
purchasing power parity terms, and more than 1.3 billion people—those living close to 
the poverty line on less than $3.10 a day—are at a high risk of falling into poverty.17 The 
global food price spikes in 2007 and 2008 kept or pushed an estimated 105 million 
people into poverty in low-income countries. 
 
32. Asia is home to 67% of the world’s hungry people (about 552 million) and more 
than 900 million who subsist on less than $1.25 per day.18 Because the poor spend a 
large share of their income on food, they are extremely vulnerable to the effects of higher 
and more volatile food prices. This vulnerability has been exacerbated since the 2008 
global economic downturn, because many of the poor experienced significant income 
reductions. The sharp increases in global food prices came as a surprise to many policy 
makers and illustrate an additional risk, especially for the poor, in Asia and the Pacific. 
 
33. Food security and agriculture issues need to be viewed within the context of 
Asia’s broader structural transformation. That is, its transition from a largely agrarian 
and rural economy to an increasingly urban, nonagricultural economy. During this 
transition, agriculture’s share of national income declines much faster than its share of 
employment. This immediately increases inequality and affects opportunities for the 
many rural residents who cannot readily transition to employment in the urban economy. 
If rural growth in Asia is to be sustainable and inclusive, the challenge is to raise farm 
and off-farm productivity. 
 

34. Social protection is an important vehicle to address inclusive economic growth. 
Social programs and public services need to be scaled up to respond to the needs of 
aging populations and a growing middle class. The populations of some Asian countries 
are rapidly aging because of a sharp decline in fertility rates and rising longevity. 
Maintaining the current pace of economic growth will be more challenging than in the 
past, when a large share of the region’s population was of working age. At the same 
time, a more affluent Asia will swell the region’s middle classes. 19  These huge 
demographic and income transitions will be accompanied by demands for better public 
services. 
 

35. Asia’s rising middle class will require social welfare programs and other safety 
nets as labor-force growth slows and old-age-dependency ratios rise. Interestingly, 
having a high gross domestic product per capita does not necessarily mean that a country 
will have an extensive system of social protection (Figure 9).20 Success depends on the 
willingness of countries to deploy their public resources to strengthen social programs 
and on how effective these programs are in reaching potential beneficiaries. 
 

                                                
17 In East Asia and the Pacific, the headcount for those in extreme poverty is more than 147 million, whereas 

454 million are considered vulnerable (below $3.10). In South Asia, 309 million people live in extreme poverty 
and 899 million are vulnerable. Data from PovcalNet. 

18 IED. 2013. Working Paper: Food Security Challenges in Asia. Manila: ADB. 
19  M. Ravallion. 2009. The Developing World’s Bulging (but Vulnerable) “Middle Class.” Policy Research Paper. 

Washington, DC: World Bank. Ravallion defines the global middle class as individuals earning $2–$13 a day 
at 2005 purchasing power parity. ADB’s Key Indicators 2010 defines the global middle class as consumption 
per capita of $2–$20 a day at 2005 purchasing power parity. 

20 ADB. 2016. The Social Protection Indicator—Assessing Results for Asia. Manila.  
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36. Within social insurance, pensions account for 44% of all expenditure on social 
protection. Across Asia and the Pacific, coverage of social protection programs is still low. 
Social assistance accounts for 30% of all social protection expenditure. Of total social 
assistance, social transfers account for almost half of this share, child welfare programs 
for 8%, and active labor market programs for only 3% (footnote 20). 
 
37. The recent unprecedented changes in the quantity, quality, and mobility of 
populations, including the rapid and often uncontrolled pace of urbanization, will affect 
the world’s economy, social structures, and employment situations throughout the 21st 
century. The world’s population is projected to grow by 1.5 billion (and the working age 
population by 900 million) from 2010 to 2030, to 8.5 billion.21 This increase will be 
concentrated in Africa and Asia, and lead to even more rapid urbanization in these 
regions, creating significant demand for infrastructure and basic services. Rapid 
urbanization has created a spatial dimension to poverty, especially where migration takes 
place because of push rather than pull factors. 
 
38. The SDGs highlight the links between the environment and the overall goal of 
poverty reduction and socioeconomic inclusion. Environmental degradation and climate 
change exacerbate vulnerabilities, including those related to clean drinking water, 
adequate sanitation, and public health. Moreover, the SDGs and the 21st Conference of 

                                                
21 United Nations, Department of Economic and Social Affairs, Population Division. 2015. World Population 

Prospects: The 2015 Revision, Volume I: Comprehensive Tables. New York. 

Figure 9: Social Protection Indicator and Gross Domestic Product per Capita 

 
ARM = Armenia, AZE = Azerbaijan, BAN = Bangladesh, BHU = Bhutan, CAM = Cambodia, PRC = People’s Republic of 
China, COO = Cook Islands, FIJ = Fiji, FSM = Federated States of Micronesia, GDP = gross domestic product, GEO = 
Georgia, IND = India, INO = Indonesia, JPN = Japan, KGZ = Kyrgyz Republic, KIR = Kiribati, KOR = Republic of Korea, LAO 
= Lao People’s Democratic Republic, MAL = Malaysia, MLD = Maldives, MON = Mongolia, NAU = Nauru, NEP = Nepal, 
PAK = Pakistan, PAL = Palau, PHI = Philippines, PNG = Papua New Guinea, , RMI = Republic of the Marshall Islands, SAM 
= Samoa, SIN = Singapore, SOL = Solomon Islands, SPI = Social Protection Indicator, SRI = Sri Lanka, TAJ = Tajikistan, 
THA = Thailand, TIM = Timor-Leste, TON = Tonga, UZB = Uzbekistan, VAN = Vanuatu, VIE = Viet Nam.  
Source: Asian Development Bank estimates based on 2015 SPI country reports from the Sustainable Development and 
Climate Change Department. 
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the Parties Agreement reflect international consensus that current and future social, 
economic, and environmental challenges, including climate change, must be addressed 
through cooperative approaches with locally adapted SDG targets and indicators to 
ensure country ownership and development effectiveness. The SDGs acknowledge that 
the poor are more vulnerable to environmental degradation because they 
disproportionately depend on natural resource ecosystem services for their livelihoods 
and food security. Poor people are also less resilient to natural hazards, including those 
increasingly associated with climate change. 
 
39.  A significant proportion of the remaining poor are in rural areas. Rural areas 
marked by a high incidence of poverty are often highly dependent on natural capital or 
have low agricultural productivity or low value-added production. The urban poor are 
most vulnerable to the effects of air and water pollution, with poor access to sanitation 
and increased exposure to climate and natural-hazard risks (living in flood plains and 
areas lacking flood protection, for example).  
 
40. Urgency for action against climate change and environmental degradation is 
growing. A major shared risk facing the region is climate change, which has 
transboundary and multisector impacts and, hence, a strong link to regional economic 
cooperation and integration. Addressing these shared vulnerabilities is a regional public 
good. It is increasingly recognized that building resilience to disasters through regional 
cooperation is crucial to achieve sustainable development—but challenges to 
strengthening this cooperation remain. 
 
41. If global warming is not mitigated, the consequences for the region will be dire. 
While the intended nationally determined contributions to climate action are critical, they 
need to be regarded as a minimum.22 Emission targets need to be complemented by firm 
national commitments to greater energy efficiency and the use of renewable energy and 
by climate friendly policies, including those to eliminate fossil fuel subsidies. Mitigation 
needs to be accompanied by parallel and, if possible, integrated commitments to enable 
countries to adapt to the adverse impacts of climate change. As part of this overall effort, 
urban pollution must be curtailed (Box 3). To undertake these actions, countries will need 
assistance, including support to increase their access to climate finance. 
 

 
 

                                                
22 Countries across the world adopted an historic international climate agreement at the United Nations 

Framework Convention on Climate Change Conference of the Parties in Paris in December 2015. In 
anticipation of this moment, countries publicly outlined what post-2020 climate actions they intended to 
take under the new international agreement, known as their intended nationally determined contributions. 
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42. Asia and the Pacific is the world’s most disaster-prone region. In the last decade, 
the region reported 1,624 disasters, 400,000 deaths, 1.4 billion people affected, and 
more than half a trillion dollars’ worth of economic damages.23 Much of the rise in 
disaster losses and the number of people affected by disasters has, over the past 40 years, 
been due to economic and demographic growth, particularly in low-lying coastal areas 
and flood plains. The impacts of climate change for the region are expected to be 
increasingly severe. Recognizing these challenges, diverse initiatives are underway to 
develop regional capacities and systems for early warning and to strengthen disaster 
resilience, historical damage and loss databases, disaster risk modelling, and information 
sharing. Despite the availability of innovative technology applications and expertise, 
significant gaps remain for the monitoring and early warning of hazards, such as 
transboundary river basin floods, glacial lake outburst floods, and landslides. 
 
43. To counter these hazards, countries will need to be increasingly resilient to 
shocks, directly support the environment, and move to a low-carbon growth path. 
Increasing resilience will require investments in urban and rural areas with attention to 
the sustainability of environmental services. As the region’s economies increased their 
shares in the global economy, their contributions to the global climate and 
environmental degradation also increased. The region will be expected to play a greater 
role in global actions tackling these challenges. The extent to which countries follow up 
on the 21st Conference of the Parties Agreement on climate change will help determine 
how soon they will be able to peak their greenhouse gas emissions, and whether the 
collective desire to limit global warming to an increase of 2 degrees Celsius (or even 1.5 
degrees Celsius) will be achievable (Figure 10). The agreement recognizes that the 
necessary shifts will not come easily. While seen by some as a weakness, the agreement’s 
hybrid structure, with some elements voluntary and others legally binding, was a 
concession to enable all countries to sign the agreement. 
 

                                                
23 Philippine Information Agency. 2016. Transforming Commitment into Action on Disaster Risk Reduction. 

http://pia.gov.ph/news/articles/2131478357420 

Box 3: Urban Pollution—An Increasingly Deadly Health Hazard 

Asia’s recent demographic and economic growth has been predominantly an urban 
phenomenon. Cities now account for about 80% of the region’s gross domestic product. As a 
result, the adverse effects of climate change and related impacts on air, water, and soil quality 
are primarily experienced in urban areas. These account for just half of the world’s population, 
but 75% of total energy consumption and carbon emissions. By 2050, Asia’s urban population 
will nearly double to 3 billion, from 1.6 billion in 2010, putting more stress on infrastructure 
and natural resources.  

Of the world’s 28 megacities (cities with populations of over 10 million), 17 are in Asia and the 
Pacific. Increasing urban air pollution has become a deadly parallel to increased greenhouse gas 
emissions, but this receives inadequate attention from development agencies, including the 
Asian Development Bank. The World Health Organization reports that Asia and the Pacific had 
the largest air pollution-related burden in 2012, with an estimated 3.3 million deaths linked to 
indoor air pollution and 2.6 million to outdoor air pollution. 
 

Source: Independent Evaluation Department. 2016. Topical Paper: Environmentally Sustainable Growth: A 
Strategic Review. Manila: Asian Development Bank. 
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44. In many parts of Asia and the Pacific, ecological damage is evident in the growing 
biodiversity loss, water scarcity, water and air pollution, ocean acidification, fisheries 
depletion, deforestation, and wetland degradation. In 2008, for example, the region 
recorded the world’s highest number of threatened species, with Southeast Asia 

experiencing the most serious cases.24 Further biodiversity declined by 67% between 
1970 and 2010 in the Indo-Pacific region.25 While overall forest cover in Asia and the 
Pacific is increasing, largely due to increases in afforestation in the PRC and Viet Nam, 
the ongoing forest loss in Southeast Asia is significant. South Asia has a low water 
security and may be disproportionately affected by more frequent and intense droughts, 

and by other stresses on water management.26 Furthermore, about 1.7 billion people in 
the region, or 42% of the population, still lack access to basic sanitation. 
 

45. The resilience of the economic growth process needs to go beyond the adverse 
impact of disasters. The immediate threats triggered by natural hazards, climate change, 
and environmental degradation rightly receive a lot of attention. Yet the importance of 
increasing resilience needs to be extended to an equal extent to financial and economic 
volatility and other significant risks such as food security.  
 

D. Regional Public Goods and Regional Integration 

46. Because of globalization and global growth, regional and global externalities will 
affect the development landscape in Asia and the Pacific in the coming decades. The link 
between progress in fostering regional public goods and achieving development 
objectives is becoming stronger over time. Consequently, national development 
prospects do not depend solely on national factors and policies but are also affected by 
what occurs regionally and globally. The general perception is that these regional and 
global externalities are becoming more crucial, and that regional responses are becoming 
increasingly important. Climate change management, providing clean energy, 

                                                
24 United Nations Development Programme. 2010. State of Biodiversity in Asia and the Pacific. Bangkok. 
25 World Wildlife Fund International. 2014. Living Planet Index. Gland, Switzerland. 
26 ADB. 2013. Asian Water Development Outlook 2013. Manila. 

Figure 10: World Carbon Dioxide Levels and Asia Disaster Count, 1958–2016 
 

 
Source: Centre for Research on the Epidemiology of Disasters Emergency Events Database (EM-DAT).  
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controlling health pandemics, providing food security, promoting good governance, and 
combating human and drug trafficking are key regional public goods. 
 
47. Asia and the Pacific is extremely vulnerable to global warming, but there is 
insufficient recognition that this constitutes one of the biggest threats to its economic 
development. Other selected regional public goods are also of high importance. For 
example, given its large population, the region can suffer huge economic losses if 
communicable diseases are not controlled effectively. 
 
48. East Asia and Southeast Asia are significantly more integrated than the other 
Asian subregions. Although there is a broad consensus on the desirability of economic 
integration, the landscape has become more nuanced.27 
 
49. Asia saw rapid advances in the integration of its economies, mainly through 
trade, over the last quarter century, driven by the integration of its economies into the 
global value chain. This successful period of trade integration was accompanied by a 
growing policy push for further integration. But the complex web of competing 
arrangements has raised questions on whether the “noodle bowl” of trade arrangements 
are helping or not, and whether countries must look to deepen integration beyond trade 
liberalization to achieve further gains. Notably, despite the importance of migrant labor 
for some of the region’s countries, there has been little focus on freer movement of labor. 
 
50. The view that further integration will lead to higher growth has recently suffered 
some setbacks. Among them, is the recent deceleration of trade growth in Asia, which 
possibly reflects in part the PRC’s broadening range of production processes in the global 
value chain. This process has, however, been somewhat offset by the large demand 
increase in the PRC for final goods, supplied by its Asian neighbors. Even so, the PRC’s 
recent growth slowdown is casting a shadow on the region’s trade prospects. 
 
51. Less unanimity exists on the perceived benefits of financial integration compared 
with trade integration. Asian economies are generally preferring to take a gradual 
approach toward capital account liberalization and opening their financial markets. 
Nonetheless, advances in the globalization of financial markets inevitably encompassed 
Asia, leading to integration of Asian economies into the global capital markets. 
 
52. The 1997–1998 Asian financial crisis and the 2008 global financial crisis 
impressed on the region’s policymakers the potential dangers of relying on extra-regional 
players to provide financial services for regional trade and investment. This led to a policy 
push toward regional financial integration rather than an outright rejection of financial 
opening. A considerable official effort has gone into developing an “Asian bond market” 
to intermediate regional savings into regional investment opportunities, as well as 
creating a stronger regional safety net for a balance-of-payments crisis. Even so, the 
region’s progress in financial integration lags well behind the progress achieved in the 
real sectors. While efforts are being made to further integrate regional financial markets, 
including through the ambitious Banking Integration Framework introduced by the 
Association of Southeast Asian Nations, other factors such as the volatility of global 
capital flows and concerns for domestic financial instability have resulted in a more 
cautious approach. 
 
53. Figure 11 shows the estimates of regional cooperation and integration 
performance for selected regions and subregions around the world. The regional 

                                                
27 International Monetary Fund. 2016. Advances and Challenges in Regional Integration. Washington, DC. 

http://www.imf.org/external/np /seminars/eng/2016/hit2016  
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economic integration seen in East Asia and Southeast Asia is higher than in eastern and 
northern Europe, and in any subregion in Africa and Latin America. The least-integrated 
subregions are Central Asia, South Asia, and the Pacific, together with the Caribbean and 
northern and middle Africa. 
 

 
 

E. Institutions and Governance 
 
54. Although rapid economic growth in Asia and the Pacific has raised incomes and 
lifted millions of people out of poverty, the 2015 World Governance Indicators show that 
the region is only a modest performer in the quality of its institutions (Figure 12). So, 
while no correlation exists between growth and institutional quality, the quality of 
institutions, as estimated by the World Governance Indicators, does affect the overall 
quality of growth and development, particularly for human development, environmental 
management, and inclusion. A 2014 IED analysis confirmed positive relationships 
between government effectiveness and environmental performance, as well as between 
better governance on most World Governance Indicators and better development 
outcomes for some indicators. 28  These include better water security, lower rates of 
extreme poverty, higher human development index, less gender inequality, lower 
maternal and under-5 mortality rates, better access to sanitation, higher educational 
attainment, better infrastructure quality, and more reliable electricity supply. 
 

                                                
28 IED. 2014. Thematic Evaluation Study: ADB Support for Enhancing Governance in Its Public Sector 

Operations. Manila: ADB. 

Figure 11: Global Comparison of Regional Cooperation and Integration 
 

 
Note: Oceania includes Australia and New Zealand.  
Source: D. Naeher. 2015. An Empirical Estimation of Asia’s Untapped Regional Integration Potential 
Using Data Envelopment Analysis. ADB Working Paper Series. No. 445. Manila: Asian Development Bank.  
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55. The issue of domestic resource mobilization is becoming increasingly relevant for 
ADB’s client countries, particularly now that most have achieved middle-income status. 
The United Nations estimates that meeting the SDGs will require $11.5 trillion a year 
($172.5 trillion over the 15-year period to 2030). The United Nations Conference on Trade 
and Development estimates that the total infrastructure investment needs of developing 
countries alone is $3.3 trillion–$4.5 trillion annually, with current investment at $1.4 
trillion, implying an investment gap of $1.9 trillion–$3.1 trillion per year.29 
 
56. A massive resource mobilization effort will be needed to meet these financing 
needs. This will entail in-country efforts typically focusing on (i) strengthening national 
and subnational tax systems (comprising tax policy reforms and tax administration); (ii) 
strengthening tax integrity through an international effort to mitigate against base 
erosion and profit shifting; (iii) reversing the outflow of domestic savings and putting 
those to productive use; and (iv) leveraging the private sector, domestic capital markets, 
and remittances. 
 
57. A single approach to governance improvements does not exist. Low-income 
countries need to improve government effectiveness, the quality of regulations, and the 
rule of law, and expand corruption controls to support growth. MICs face the challenge 
of responding to the aspirations of a growing middle class, and their demands for a 
greater voice in the development process. Inflows of low-interest foreign capital into Asia 
may have allowed some countries to reduce the pace of governance reforms. But 
financial market volatility and slowing economic activity have added fresh urgency for 
long-term structural actions that ensure development gains are preserved and future 
growth benefits all. 
 

                                                
29 Food and Agriculture Organization. 2016. The Sustainable Development Summit 2015: Time for Global 

Action for People and Planet. Rome. http://www.fao.org/3/a-az717e.pdf 

 

Figure 12: The State of Asia’s Governance and Institutions 

  
OECD = Organisation for Economic Co-operation and Development. 
Source: World Bank. Worldwide Governance Indicators. 
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58. Retooling Asia’s institutions and governance arrangements will be critical to 
address the region’s many urgent challenges; doing so will require prioritizing 
knowledge sharing and innovation. The sources of knowledge in Asia and the Pacific 
have become more diffused and diversified, and developing countries are increasingly 
interested in considering alternative approaches to the “turnkey” solutions often 
proposed by Western donors. Lessons from other developing countries are often more 
relevant for developing countries, reflecting their similar opportunities and challenges. 
As a result, South–South cooperation has become an important source of knowledge, 
highly relevant to sustainable economic development.30 
 

F. The Age of Choice for Asia and the Pacific 
 
59. As highlighted in this chapter’s introduction, the number of domestic, regional, 
and global development actors operating in Asia and the Pacific has increased 
significantly over the last decade.31  This is partly because of countries reaching middle-
income status, which opened commercial lines of credit not available for lower-income 
countries, partly because the emergence of nontraditional donors (charitable and 
philanthropic organizations), and partly because of the establishment of new 
development banks. As a result, the need for coordination and leveraging through 
partnerships, across national, institutional, organizational, and public–private 
boundaries, has become increasingly relevant. 
 

 
 

                                                
30 ADB. 2016. The Benefits of South–South Knowledge Sharing for Asia-Pacific. 

https://blogs.adb.org/blog/benefits-south-south-knowledge-sharing-asia-pacific 
31 Overseas Development Institute. 2013. The Age of Choice: Developing Countries in the New Aid Landscape. 

London.  

Figure 13: Resource Flows to Developing Countries, 1990–2012  
 

 
 

FDI = foreign direct investment, ODA = official development assistance, OOF = other official flow. 
Notes: Update from Investments to End Poverty (2013). This figure shows the number of developing 
countries for which each resource flow was the largest received in each year from 1990 to 2012.  
Sources: Development Initiatives, United Nations Department of Economic and Social Affairs, and UKAID 
Department for International Development. 2016. Improving ODA Allocation for a Post-2015 World: 
Targeting Aid to Benefit the Poorest 20% of People in Developing Countries. 
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60. In the SDGs’ framework, partnerships are broadly defined to include the need 
for greater regional integration and cooperation, efforts to mobilize and leverage finance, 
and cooperation on knowledge sharing and technological innovation. These are needed 
to address the region’s development challenges by improving physical and ICT 
connectivity, safeguarding financial and macroeconomic stability, promoting trade, and 
responding to cross-boundary challenges such as climate change and health pandemics. 

  



 

CHAPTER 2 

ADB’s Response: What 

Evaluation Tells Us 
 
Under Strategy 2020, ADB set out to address several critical regional challenges, with 
a primary focus on the three strategic agendas of inclusive economic growth, 
environmentally sustainable growth, and regional integration. Underlying these 
agendas was an emphasis on five drivers of change: private sector development (PSD) 
and operations, good governance and capacity development, gender equity, 
knowledge solutions, and partnerships. 
 
Recent IED evaluations have covered the range of Strategy 2020 priorities and thus 
provide a broad basis for considering Strategy 2030 priorities. The evaluations find 
that while the strategic agendas and drivers identified under Strategy 2020 remain 
relevant today and going forward, they require more effective delivery by ADB, given 
the scale of the challenges, if it is to make a bigger contribution to raising the region’s 
quality of growth. This, in turn, demands continued reforms in ADB. 
 
To deliver better results and strengthen its agility, ADB should rebalance the scope of 
its interventions, deepen its expertise, strengthen implementation support, focus more 
attention on outcomes and sustainability of operations, and address the 
fragmentation of skills across the institution, among other critical reforms. How well 
ADB engages with MICs will be a defining factor in its overall relevance. 
 

 

A. Introduction 

61. Under Strategy 2020, ADB set out to address several critical regional challenges. 
These focused on supporting the three strategic agendas of inclusive economic growth, 
environmentally sustainable growth, and regional integration. 32  Underlying these 
agendas was an emphasis on five drivers of change: PSD and operations, good 
governance and capacity development, gender equity, knowledge solutions, and 
partnerships. Selectivity was a principle of engagement under Strategy 2020, with ADB 
pledging to focus 80% of its operations on the five core operational areas of 
infrastructure, environment, regional cooperation and integration, finance sector 
development, and education. 
 
62. Recent IED evaluations covered the range of Strategy 2020 priorities. These 
include evaluations of ADB support for the three strategic agendas and five drivers of 
change, and other operational and institutional matters. This chapter synthesizes 
findings from these evaluations; this leads to the concluding discussion and 
recommendations in Chapter 3. Appendix 1 lists the primary IED references that are the 
basis of this assessment. 

                                                
32 ADB. 2008. Strategy 2020: The Long-Term Strategic Framework of the Asian Development Bank, 2008–

2020. Manila. 
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B. ADB Support for the Strategic Agendas 

63. The focus on inclusion, environmental sustainability, and regional integration 
remains relevant, but will require more effective delivery by ADB if it is to make a bigger 
contribution to improving the quality of growth. IED’s midterm review of Strategy 2020 
found its agendas and cross-cutting priorities highly relevant but requiring more effective 
delivery, which in turn demands ADB operational and organizational improvements.33 
Alongside ADB’s self-assessment midterm review of Strategy 2020 in 2014, IED 
undertook a parallel assessment, focusing on the strategic relevance and ADB’s efforts 
to deliver its objectives and outcomes. The assessment’s high-level messages can be 
summed up in four points: 
 

(i) Relevance. The challenges of social inclusion, environmental care, and 
regional integration are more urgent than ever and will remain highly 
relevant. 

(ii) Responsiveness. Expectations of countries for ADB to help them address 
these challenges have never been higher, and ADB must meet these 
expectations if it is to remain responsive to its member countries. 

(iii) Results. Amid its strengths and improving performance, ADB’s main gap 
in delivering results lies in its connection of strategic agendas to business 
priorities and operational approaches. 

(iv) Reforms. Continued operational and organizational reforms are essential 
to shift the focus toward achieving outcomes and to strengthen ADB’s 
delivery on the strategic agendas. 

 

1. Inclusive Economic Growth 

64. ADB adopted inclusive economic growth as a strategic agenda, recognizing that 
the region’s growth since the early 1990s—while remarkable—has not been inclusive. 
Inequality has increased and poverty and non-income disparities pervade across and 
within many countries. Inclusive economic growth represented an evolution in thinking, 
beyond the emphasis on pro-poor growth, which focused more narrowly on the 
effectiveness of growth in reducing poverty. The new approach shifted the focus toward 
a more inclusive process whereby all segments of the population can participate, 
especially the poor. ADB proposed a framework for pursuing inclusive economic growth, 
which it continues to use today, relying on the three mutually-reinforcing pillars of high, 
sustainable growth; broader access to opportunities; and social protection. But this 
framework does not indicate any priority for operations supporting access versus those 
oriented toward economic growth. 
 
65. Operationalizing the inclusive economic growth agenda has been a challenge. 
Developing better guidance on integrating the agenda into country and sector strategies 
and operations has also been a challenge, with some confusion on whether Strategy 
2020 committed ADB to supporting any or all the pillars. The strategy’s framework 
provided no clear indicators or targets for the portfolio’s direction, making it difficult to 
incorporate inclusive growth elements into the project classification system and reflect 
these in the corporate results framework. Moreover, Strategy 2020’s prioritization of five 
core operational areas—in the absence of clear targets for other areas—led to a focus on 
infrastructure and effectively removed any priority for other areas, including health, 

                                                
33 IED. 2014. Inclusion, Resilience, Change: ADB’s Strategy at Midterm. Manila: ADB. 
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agriculture, and social protection.34 This occurred even though these areas are of critical 
importance according to ADB’s own inclusive growth framework. ADB’s own assessment 
during the Strategy 2020 midterm review found that it had aligned its operations to 
support inclusive growth, but that some shortcomings require attention.35 ADB has made 
steady efforts to strengthen guidance on inclusive growth.36 It has also adopted a new 
Social Protection Operational Plan to clarify its work in this area,37 although support for 
this third pillar of its inclusive economic growth framework remains limited. 
 
66. Supporting economic growth alone cannot adequately promote social inclusion. 
Policies and interventions to broaden access to opportunities and strengthen social safety 
nets are also vital for achieving greater inclusion. To make a greater contribution to 
inclusive economic growth, ADB should link its pillar 1 growth investments with 
complementary investments and programs to strengthen their inclusive impacts, and 
increase investments in pillars 2 and 3 to broaden the inclusiveness of its overall portfolio 
of operations. 
 
67. Common assumptions on the poverty and inclusion effects of growth and 
infrastructure investments do not always hold true. At the macro level, the persistence 
or worsening of poverty and inequality, including non-income disparities, despite strong 
economic growth is a major concern in some countries, including the Maldives, Papua 
New Guinea, Tajikistan, and Timor-Leste.38 These cases and others in the region show 
that while economic growth is imperative to reducing poverty, the process has differing 
poverty and inequality effects across different contexts—thus, both the quantum and 
quality of growth matter. At the micro level, while infrastructure projects are viewed as 
critical for improving connectivity and access, their poverty and inclusive effects are often 
weak and difficult to assess. Improving transport, energy, and water and sanitation 
connectivity and access is needed. Evaluations call for clearer demonstrations of how 
these investments can also improve livelihoods, economic opportunities, and 
development outcomes. 
 
68. Determinants of inclusive economic growth are highly contextual and therefore 
require that sound diagnostics underpin country, sector, and project approaches. IED’s 
country-level evaluations and validations illustrate that the constraints and drivers for 
inclusive growth are specific to country, sector, project, and other circumstances such as 
demographics and geography. In Central and West Asia, for example, migrant worker 
remittances strongly influence poverty and inclusion, while in island settings such as the 
Maldives and the Pacific, the role of interisland connectivity is important. In many 
countries, gender dimensions are identified as critical for inclusive growth, which 
requires gender to feature more prominently in ADB country and sector programs. This 
points to the importance of rigorous diagnostics to better understand how ADB country, 
sector, and project interventions can best contribute to inclusive growth. IED’s 2015 

                                                
34 Strategy 2020’s core operational areas, which are to account for 80% of operations, are infrastructure, 

environment, regional cooperation and integration, finance sector development, and education. 
35 It indicated that country partnership strategies (CPS) increasingly focused on inclusive growth, but the 

coherence and consistency in presenting this required improvement, and country teams sometimes struggled 
to demonstrate clear pathways to inclusive growth. Infrastructure operations were the main channel of 
contribution to the agendas, but non-infrastructure operations were limited.  

36 Recent efforts to strengthen the guidance on and monitoring of inclusive growth include adding indicators 
on inclusive growth to the results framework and improving the monitoring of operations supporting 
inclusive growth (2012), issuing new staff guidelines for mainstreaming inclusive growth into the CPS (2013), 
and revising guidelines for the CPS (2015) and operations manual (2016) with clearer guidance on the 
underpinning inclusive and sustainable growth assessment.  

37 ADB. 2013. Social Protection Operational Plan: 2014−2020. Manila.  
38 See the evaluation and validation reports listed in Appendix 1 for Maldives (2015), Papua New Guinea (2015), 

Tajikistan (2014), and Timor-Leste (2015).  
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evaluation on Asian Development Fund (ADF) operations reaffirmed this with its 
emphasis on ADB taking a more systematic knowledge-first approach.39 
 
69. The creation of and access to employment and improved access to essential 
services are consistently highlighted as critical for inclusive economic growth. Recent 
evaluations consistently emphasize the importance of job creation, particularly in 
manufacturing, and better links between labor market supply and demand (including 
through skills development programs), and creating quality employment. 40  The 
evaluations also consistently highlighted addressing disparities in access to basic health, 
water, and sanitation. Over time, the region has fared better in providing access to basic 
education, but improving access to basic services such as health, water, and sanitation 
has lagged. 
 
70. Coordinating interventions is essential for projects to have more inclusive 
outcome effects. Complementary investments appear to be difficult to design but are 
consistently identified as critical for improving the inclusive effects of operations. Many 
evaluations highlight disconnects and therefore lose opportunities in the planning of 
infrastructure and non-infrastructure investments. They point to the need for more 
effective combinations, complementarities, and synergies. This is sometimes put forth in 
discussions on sector complementarities (for example, in the Kyrgyz Republic, with the 
need for better links across key sectors); modality complementarities (for example, 
combining infrastructure loans with Japan Fund for Poverty Reduction grants in 
Tajikistan); or inclusive-growth pillar complementarities (for example, more focus on 
pillars 2 and 3 needed in Indonesia and Myanmar). Integrated, multisector investment 
programs in some regions and communities were sometimes identified as good 
approaches to ensure complementarity (in Viet Nam, for example).41 Recent evaluations 
tend to classify agriculture, health, education, water and sanitation, and rural roads as 
naturally more inclusive, suggesting that support in these areas provides reasonable 
assurance that ADB’s portfolio is more directly benefitting poorer and more vulnerable 
groups or areas. Some evaluations also highlight the need to help strengthen 
governments’ household-targeting systems (for example, in the PRC, Maldives, Papua 
New Guinea, Tajikistan, and Timor-Leste).42 
 
71. Coordinating core infrastructure support with complementary services and 
programs can strengthen the growth–income distribution link. ADB can capitalize on this 
link by increasing its portfolios for education, health, and social protection. More support 
to these areas, as well as to agriculture, gender equality, and food security—recognized 
as essential for achieving more inclusive growth patterns—should strengthen ADB’s 
overall contribution to this agenda, particularly in ADB’s poorest and most vulnerable 
member countries. Here, ADB’s ongoing effort to expand its education and health 
operations is a positive step. Supporting greater gender equality is also critical to 
addressing the relationship between growth and inequality. 43  Additional resources, 
especially higher levels of ADF grant resources, are an opportunity for ADB to invest 
further in these areas in a way that complements its core infrastructure support (footnote 
33). 
 

                                                
39 IED. 2015. Corporate Evaluation Study: ADB ADF X and XI Operations. Manila: ADB. 
40 See the IED country evaluations and validations listed in Appendix 1 for Bangladesh (2016), Georgia (2013), 

the Kyrgyz Republic (2012), and Maldives (2015). 
41 IED. 2016. Country Partnership Strategy Final Review Validation: Viet Nam. Manila: ADB.  
42 See the evaluations and validations listed in Appendix 1 for the PRC (2015), Maldives (2015), Papua New 

Guinea (2015), Tajikistan (2014), and Timor-Leste (2015). 
43 IED. Annual Evaluation Review 2016. Manila: ADB. 
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72. Social protection and safety nets in many countries remain weak and thus 
warrant greater ADB attention and support. The need to address growing inequality and 
respond to the region’s demographic trends, social transformation, and crises will 
continue to grow. As such, it is essential that social protection be an integral part of 
ADB’s corporate strategy to reduce poverty and promote inclusive growth. The welfare 
benefits of high economic growth do not reach everyone, and aspirations for inclusion 
are higher, especially in growing MICs. Many people born into poverty remain excluded 
from new opportunities because of persistent malnutrition, poor health, lack of 
education, discrimination, and underemployment, preventing them from reaching their 
full productive potential. Other people fall back into poverty because of catastrophic 
health events, economic crises, or disasters triggered by natural hazards. Examples of 
these abound in the region. A large and convincing body of international evidence shows 
that well-designed and targeted social protection programs, particularly social safety 
nets, can deliver high returns in poverty reduction, human capital development, 
promoting greater equality, and inclusive growth. Yet, countries in the region 
underinvest in social protection, and ADB provides limited support in this area. This is 
despite social protection being the third pillar in ADB’s inclusive growth framework and 
ADB’s high-quality knowledge work on social protection, such as on the Social Protection 
Index.44 
 
73. Significant challenges remain for sustaining food security as part of inclusive 
rural growth. The most prominent are (i) revitalizing agricultural productivity growth to 
feed the region’s ever-more urban and prosperous population; (ii) ensuring that small, 
resource-poor farmers can compete and thrive in modern food value chains; and 
(iii) tackling persistent malnutrition in a sustainable, financially efficient manner. ADB 
support to food security and agriculture should be viewed within the context of a broader 
structural transformation as Asia becomes increasingly urban and nonagricultural. 
Recent evaluations show ADB’s performance in agriculture has improved, and that ADB 
can be successful in supporting the region’s 350 million smallholder farmers to increase 
their productivity and connect them to markets. Likewise, opportunities exist in both 
ADB’s public and private sector operations to increase support to agribusiness, develop 
agricultural value chains, and improve regulatory environments to meet the demands of 
urbanizing societies.45 
 
74. A stronger focus on inclusive business and frontier markets can raise ADB’s non-
sovereign operations’ contributions to inclusive economic growth.46 ADB can pay more 
systematic attention to increasing inclusiveness in its private sector operations (PSO), 
given the evidence that such a focus need not undermine profitability. These operations 
in particular can contribute more to inclusive growth through initiatives for inclusive 
businesses and projects in frontier markets. 47  A more concerted effort to promote 
inclusive businesses—companies and projects that offer goods, services, and livelihoods 
to the bottom-income groups, including the poor and vulnerable—is needed, as is a 
stronger focus on economically disadvantaged regions of nonfrontier markets and 
countries (footnote 33).  
 

                                                
44 IED. 2012. Special Evaluation Study: ADB Social Protection Strategy 2001. Manila: ADB. 
45 IED. 2013. Working Paper: Food Security Challenges in Asia. Manila: ADB. 
46 Related to inclusive business, it should be noted that inclusive finance was adopted as a key theme in ADB’s 

Financial Sector Operational Plan in 2011 and was retained in the midterm review of this plan, completed in 
2016. 

47 IED. 2013. Thematic Evaluation Study: ADB Private Sector Operations: Contributions to Inclusive and 
Environmentally Sustainable Growth. Manila: ADB. 
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2. Environmental Sustainability and Climate Change 

75. Strategy 2020 prioritized environmentally sustainable growth, but a stronger 
operational focus is needed given the scale of the challenge.48 Strategy 2020 recognized 
the centrality of environmental concerns for the region and identified environmentally 
sustainable growth as one of ADB’s three main strategic agendas. It also highlighted the 
environment as a core area of operations, and it focused on climate change (mitigation 
and adaptation); livable cities; and “complementary actions.” This included 
mainstreaming environmental considerations into country policies and investment 
programs, while strengthening the legal, regulatory, and enforcement capacities of 
public institutions. But greater and more specialized attention and expertise is required 
given the region’s daunting challenges that include continued population growth and 
urbanization, meeting the SDGs, and following through on the 21st Conference of the 
Parties Agreement on climate change. 
 
76. The Environment Operational Directions 2013–2020 provided greater clarity, but 
they do not have the clout of a Board-approved policy or strategy. The directions 
elaborate on ADB’s environmental priority areas outlined in Strategy 2020. In addition to 
sustainable infrastructure, they give greater attention to investments in natural capital 
and environmental governance—and stronger recognition of both for their contribution 
to environmentally sustainable growth. The directions reemphasize the importance of 
climate change, which cuts across the other priority areas. 
 
77. As the urgency to address climate change was recognized, ADB reorganized to 
better respond. In 2014, the former Regional and Sustainable Development Department 
was reorganized into the Sustainable Development and Climate Change Department. 
This gave greater direction to identifying ADB support for climate change mitigation and 
adaptation, and to climate-risk screening new projects. The reorganization also 
introduced climate vulnerability risk assessments.  
 
78. ADB established operational targets for environmental sustainability and climate 
change. Strategy 2020 envisaged 25% of operations addressing environmentally 
sustainable growth by 2012 against a 14% baseline in 2006. The target was surpassed 
in 2010 and revised to 50% by 2016. This was reached during 2012–2014. In 2012, ADB 
set a target of 60% of operations supporting climate change action by 2016 (against a 
2012 baseline of 39%). This target was adjusted to 45% in 2015. In 2015, ADB committed 
to double ADB lending for climate change action from $2.8 billion in 2014 to $6.0 billion 
by 2020.49 
 
79. ADB operational departments made significant efforts to promote 
environmentally sustainable growth through their Country Partnership Strategies (CPSs). 

                                                
48 This section draws on findings from the following country partnership final review validations: Armenia, 

Azerbaijan, Bangladesh, Bhutan, Cambodia, India, Indonesia, Lao People’s Democratic Republic, Maldives, 
Nepal, Thailand, Timor-Leste and Viet Nam. It also draws on the following country assistance program 
evaluations: Afghanistan, the PRC, the Kyrgyz Republic, Pakistan, Papua New Guinea, and Tajikistan. This 
section also draws on the following corporate and thematic studies: IED. 2016. Topical Paper on 
Environmentally Sustainable Growth. Manila: ADB; IED. 2012. Special Evaluation Study on ADB's Response 
to Natural Disasters and Disaster Risks. Manila: ADB; IED. 2015. Corporate Evaluation Study on Asian 
Development Fund X–XI Operations. Manila: ADB; IED. 2015. ADB Support to Small Pacific Island Countries. 
Manila: ADB; IED. 2014. Inclusion, Resilience, Change: ADB’s Strategy at Midterm. Manila: ADB; IED. 2013. 
Real-Time Evaluation of ADB’s Initiatives to Support Access to Climate Finance. Manila: ADB; and IED. 2013. 
Thematic Evaluation Study: ADB Private Sector Operations Contributions to Inclusive and Environmentally 
Sustainable Growth. Manila: ADB.  

49 ADB. 2015. ADB to Double Annual Climate Financing to $6 Billion for Asia-Pacific by 2020. News release. 25 
September. 
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Recent CPSs paid considerable attention to environmentally sustainable growth in their 
new operations.50 These strategies also reflected ADB’s rising awareness of the need to 
strengthen countries’ resilience to natural hazards and to mitigate growing greenhouse 
gas emissions, especially in MICs. The nature and extent of integrating environmentally 
sustainable growth into CPSs varies. CPS, 2013–2017 for the PRC was particularly 
advanced in prioritizing and mainstreaming environmental concerns. This translated into 
a pipeline of projects with an environmental focus. CPS, 2016–2020 for Viet Nam 
included climate change action as one of its three pillars and earmarked about $1.2 
billion to this purpose (representing 20% of the pipeline). In most other CPSs, although 
the importance of environmentally sustainable growth is recognized, traditional 
infrastructure projects continue to dominate the pipeline. Environmental actions are 
most often incorporated as environmental co-benefits rather than as the main objective. 
 
80. ADB’s growing prioritization of environmentally sustainable growth is reflected 
in the increased proportion of its projects classified as supporting this objective. The 
classification, however, is independent of the size of the project’s support for 
environmentally sustainable growth. The result of the classification was a sharp increase 
in the share of loan and grant projects tagged as supporting environmentally sustainable 
growth, from less than 10% of the portfolio in 2004 to 28% in 2008 and 57% in 
2013–2015. However, an IED review considered almost a third of the environmentally 
sustainable growth-tagged portfolio to have marginal or negligible environmental 
benefits. 
 
81. Most environmentally sustainable growth-tagged projects are oriented toward 
economic growth, with varying degrees of environmental co-benefits. These projects are 
concentrated in four sectors: agriculture and natural resources, energy, transport, and 
water and other urban infrastructure and services. The clearest examples of this are in 
renewable energy, where energy generation is the primary objective and there are 
secondary benefits to the environment. Although natural capital is recognized as a 
priority, few natural capital or purely environmental projects address it (for example, by 
supporting biodiversity or wetlands restoration). But an increasing number of approved 
projects integrate natural capital components, particularly in the PRC.   
 
82. To better address the major environmental challenges, environmentally 
sustainable growth initiatives are moving toward a more spatial–thematic approach. For 
example, urban development projects, although implemented through the water supply 
and sanitation sector, moved beyond the traditional focus to acknowledge links with 
other sectors, such as public sector management, and recognize upstream and 
downstream affects. 
 
83. Two-thirds of ADB disaster operations address disaster recovery and one-third 
addresses disaster prevention. Disaster recovery projects performed well in achieving the 
often narrow objective of rehabilitating damaged infrastructure rather than increasing 
disaster resilience by building back better or restoring livelihoods. Disaster prevention 
projects did well in delivering planned infrastructure, but they are less likely to be 
sustainable because of weak organizations and limited maintenance resources.51 Project 
designs are increasingly mainstreaming climate change assessments and climate 
proofing into investments. More work in this is needed to also support upstream efforts 
to build resilience and better preparedness. 

                                                
50 IED reviewed CPSs from 2011 to 2015 for Bangladesh, Cambodia, the PRC, Fiji, Georgia, India, Indonesia, 

Kazakhstan, Lao People’s Democratic Republic, Myanmar, Nepal, Pakistan, Papua New Guinea, the 
Philippines, Thailand, and Viet Nam. 

51 IED. 2012. Special Evaluation Study on ADB's Response to Natural Disasters and Disaster Risks. Manila: ADB. 
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84. Until 2016, lending for climate change in recent years was consistent and largely 
focused on mitigation. From 2011 to 2014, ADB’s annual climate finance commitments 
remained stable, averaging $3.1 billion per year before falling to $2.6 billion in 2015. In 
2016, climate finance investments reached $3.7 billion, a 42% increase from 2015. ADB’s 
mitigation support is largely for renewable energy and adaptation for climate-proofing 
infrastructure.52  Indeed, much of the 2016 increase appears to be from integrating 
climate concerns into basic infrastructure, such as a $500 million grant in India for a 
bridge, where $200 million is considered adaptation. 53  ADB is making innovative 
attempts to integrate ecosystems based adaptation approaches.54  
 

3. Regional Cooperation and Integration 

85. Strategy 2020 elevated the prominence of ADB’s regional activities by making 
regional integration the third strategic agenda. 55  The three strategic development 
agendas were intended to contribute to ADB’s overarching objective of poverty reduction 
in Asia and the Pacific. The rationale is strong that the triple-bottom line of growth, 
inclusion, and environmental sustainability are the essential factors for poverty reduction 
and sustained economic growth. As such, the main role of regional integration is to 
support these two agendas. 
 
86. ADB’s approach to regional cooperation and integration was guided by the 2006 
Regional Cooperation and Integration Strategy.56 The strategy aimed to reduce poverty 
in countries through regional collective action leading to improved physical connectivity; 
expanded trade and investment; developed financial systems and macroeconomic and 
financial stability; and improved environmental, health, and social conditions. It was 
based on four pillars: (i) subregional economic cooperation on cross-border 
infrastructure and related software, (ii) trade and investment cooperation and 
integration, (iii) monetary and financial cooperation and integration, and (iv) cooperation 
in regional public goods. The pillars were intended to be mutually reinforcing to 
contribute to achieving ADB’s overarching goal of poverty reduction. ADB’s roles 
included to act as a financial institution, act as a knowledge bank, serve as an honest 
broker, and build capacity. 
 
87. The midterm review of Strategy 2020 evolved the regional cooperation and 
integration focus. It supported a move to a second generation regional cooperation and 
integration model that focuses more on promoting higher productivity, enhancing the 
competitiveness of all economies in subregions, mitigating regional vulnerabilities, and 
addressing subregional inequalities. The review also recommended more work on pillar 
1 to expand connectivity and extend value chains, and on pillar 2 to pay greater attention 
to trade facilitation and regional capacity building. 
 
88. ADB has primarily implemented its regional cooperation and integration agenda 
through subregional cooperation programs, which were assessed by the IED as effective. 
A key approach has been the secretariat model used in the programs of the Greater 
Mekong Subregion, Central Asian Republic Economic Cooperation, and South Asian 
Economic Cooperation. ADB is recognized for its facilitating role in subregional dialogues 
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and for building consensus among member countries to advance regional cooperation. 
The approach is unclear, however, because it promotes both national issues with regional 
cooperation and integration relevance and outputs involving two or more countries. 
 
89. Regional cooperation and integration operations have mainly focused on 
physical connectivity through cross-border infrastructure. ADB’s approach has mostly 
been sequential, providing infrastructure before software. Second generation regional 
cooperation and integration projects, such as those aimed at transforming transport 
corridors into economic corridors, recognize the need to support more than 
infrastructure. ADB has also been involved in regional discussions and initiatives for 
monetary and financial cooperation. But no clear, concerted effort is underway to 
promote cooperation in regional public goods (climate change, for example). ADB adds 
value across the four roles of regional cooperation and integration. In particular, the roles 
as a financial institution and an honest broker were assessed highly, but its capacity-
building role needs improvement. 
 
90. ADB’s regional cooperation and integration approach has not consistently 
sought to assist disadvantaged countries or so-called linchpin countries. Some Asian 
subregions and landlocked and island countries face geographical and other constraints 
that need tailored solutions and assistance. Given ADB’s limited resources, there may be 
merit to working with linchpin countries that have the potential to yield high impacts 
from regional cooperation and integration activities. 
 
91. More complex and fast-changing development challenges in the region’s 
emerging middle-income economies, and newly established development banks, funds, 
and facilities, call for new business processes and innovation in regional cooperation and 
integration operations. New multilateral arrangements and coordination move these 
operations beyond the traditional subregional approach toward intersubregional 
cooperation, which allows for a more strategically coherent regional cooperation and 
integration approach for ADB. MIC-led initiatives are being promoted, while new 
subregional initiatives are emerging. The newly established development banks and 
funding facilities are providing more options for developing member countries. 
 

C. ADB Support for Crosscutting Priorities 

1. Private Sector Development and Operations 

92. Strategy 2020 committed ADB to greatly expand its private sector work as a 
crucial factor for generating greater economic growth. Specifically, it proposed 
expanding PSD and PSO to reach 50% of annual operations by 2020. It also encouraged 
ADB to assume more risk, making the institution a greater catalyst for investments in 
areas with limited private sector engagement. Moreover, it pledged that ADB would 
(i) do more to help countries attract direct private sector investments that support 
inclusive growth and improve the environment, (ii) invest in infrastructure, and (iii) advise 
governments on the basics of a business-friendly environment to spur market-led growth. 
In addition, ADB was to promote public–private partnerships (PPPs) across all core 
operational areas, gaining experience first in MICs and then expanding to all countries. 
 
93. ADB has made progress in aligning PSD and PSO with Strategy 2020. PSD and 
PSO staff almost doubled during 2010–2012, reaching 153 at the end of 2015. A fifth 
vice-presidency was created to support PSO and cofinancing operations in 2010. The 
share of PSD-themed operations has been increasing. Most of the growth comes from 
increases in PSO and PPP-related support. Increasing recognition, especially since the 
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midterm review of Strategy 2020, is being given to the importance of supporting 
agribusiness, climate change and renewable energy, and inclusive business (footnote 32). 
Furthermore, completed projects broadened from conventional infrastructure such as 
energy and toll roads in 2008 to include renewable energy, electricity transmission and 
distribution, pipelines, air transport, telecommunication networks, education, and health 
care during 2008–2016.57 
 
94. Strategy 2020 did not set specific targets to improve the enabling environment 
for PSD. The 2000 Private Sector Development Strategy and the 2006 revised strategic 
framework did not provide substantial guidance on conceptual or operational 
approaches to strengthening the enabling environment. ADB support to strengthen this 
for private enterprises has been smaller (and grown less) than its support for 
investment.58 But there are examples of substantial support for enabling-environment 
work. The Pacific Regional Department supports the large-scale Private Sector 
Development Initiative (the current phase is $38.58 million) cofinanced by the 
Government of Australia and the Government of New Zealand, which supports the 
enabling environment for private businesses. The technical assistance (TA) project has 
operated in the Pacific region for 10 years, assisting with more than 280 reforms.59 
 
95. Country evaluations consistently identify weak PSD as a key constraint and 
recommend increased support (footnote 57). Lack of funding has rarely been the binding 
constraint to private investment, but lack of a conducive investment climate and 
inadequate policy and regulatory frameworks have. ADB has provided significant support 
for promoting financial sector development and private participation in infrastructure, 
and for improving fiscal and economic management. But its support for reforms to 
reduce unnecessary regulatory transaction costs, enhance fair competition, improve the 
rule of law and property rights, and reduce corruption, while increasing, remains low. 
 
96. A sufficient level of PSD is needed to benefit from the catalytic and 
demonstration effects of PSO. These effects were largely limited to attracting additional 
financing for the supported infrastructure project or the financial institution itself. More 
than a quarter of the transactions that the Private Sector Operations Department (PSOD) 
supported (mostly infrastructure projects with clear demonstration potential) also 
catalyzed private investment for additional projects in recipient countries. However, 
where the required institutional and regulatory capacity was not built in tandem, 
additional investments did not occur (footnote 58). 
 
97. PPPs have become an institutional priority, as reflected in the 2012 PPP plan.60 
But this has not translated into expected levels of actual PPP transactions, mainly because 
of a lack of progress on underlying sector reforms, regulatory capacity constraints, 
financial sector issues, and overall investment climate concerns. There are examples of 
ADB addressing these challenges. In Bangladesh, ADB TA was instrumental in developing 
a draft bill on PPPs. Support for PPPs was evident in the programs implemented during 
the CPS period in several sectors (for example, agricultural and natural resources, 
education, urban health care, energy, and roads).61 Despite a high level of support for 
infrastructure PPPs, few comparable efforts with non-infrastructure PPPs were 
undertaken. To enhance support for PPP infrastructure projects, ADB launched the Asia-
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Pacific Project Preparation Facility in January 2016. This has a mandate to support 
governments in preparing, structuring, and placing in the market bankable PPP projects. 
Other examples of important support for PPPs, both upstream and downstream, include 
the Mactan–Cebu International Airport project in the Philippines and setting up the 
Public–Private Partnership Center (the country’s main coordinating and monitoring 
agency for PPPs), and supporting the Government of India’s PPP initiative. This is a large, 
integrated PPP initiative focused on building a sustainable pipeline of PPP projects rather 
than project finance itself. 
 
98. ADB’s internal coordination and support mechanisms for PSD have been weak, 
and more effort is needed for ADB to better function as One ADB.62 Links between sector 
and PSD objectives and activities were not explicitly and systematically recognized in 
sector strategies and CPSs, project designs, and related results frameworks. This 
negatively affected mainstreaming PSD objectives in ADB’s operations. ADB support was 
not always properly sequenced or coordinated within and across sectors, nor 
methodically screened for PSD relevance and impact. 
 
99. To expand ADB’s PSO, improvements in operational efficiency, deal approvals, 
and product mix are needed. Efforts must particularly reduce cancellation rates, increase 
the number of deals processed per year, strengthen the volume and quality of equity 
investments, and include more syndications and guarantees. More portfolio diversity by 
supporting industry, commerce, manufacturing, and agribusiness projects would help 
increase the value addition of nonsovereign operations (footnote 62). 

100. ADB should consider updating its private sector strategy. The current strategy 
was approved in 2006. The market-focused nature of PSO and the wide geographies 
covered require a more regular refinement of strategic guidance to ensure relevance. 
PSOD needs to update its strategies on a more continual basis to remain relevant to 
countries’ needs and ADB goals. The International Finance Corporation and European 
Bank for Reconstruction and Development both use a 3-year rolling strategy aligned with 
the overall corporate strategy. This approach is useful for tracking performance and 
better aligning with regional department country strategies, which could enable better 
sequencing of important policy reform in countries ahead of or in parallel with PSO.63 
 

2. Governance and Institutions 
 
101. The quality of growth relies on good governance and effective institutions.64 
More specifically, governance matters for development outcomes such as poverty 
reduction, human development, gender equality, infrastructure quality, and water 
security. Good governance is important for improving the distribution of income and 
people’s welfare, and for ensuring both greater participation of low-income groups and 
the sustainability of growth. Thus, good governance is important for the overall quality 
of growth and development. For these reasons, development agencies have consistently 
paid attention and allocated resources to strengthening governance. A 2014 evaluation 
on ADB support for enhancing governance made these and the following findings on 
governance as a driver of change in the region and as a strategic ADB priority. 
 
102. Improving governance is an arduous undertaking, and understanding the 
dynamics of change and country contexts is critical. For external actors, supporting good 
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governance is naturally challenging, requiring analysis, sensitivity, time, and much effort. 
There are few quick wins or convenient linear approaches. Better understanding of the 
dynamics of change, political economy, and country contexts is important. 
 
103. Governance remains a top concern in Asia and the Pacific. As discussed in 
Chapter 1, rapid growth lifted millions out of poverty, yet the region continues to face 
governance deficits that constrain its ability to improve the quality of growth. 
Conventional indicators suggest continued weakness in key governance dimensions, and 
stakeholder surveys consistently point to poor governance as a top concern. 
 
104. ADB has been responsive in its support for enhancing governance, and continued 
support is needed to help raise the quality of growth. ADB has provided important 
institutional and operational support for governance, mainly through its public sector 
management operations. The examples of transformative interventions are numerous. 
Public sector management is ADB’s largest non-infrastructure operations sector, covering 
a wide spectrum of support areas; it accounted for 11% of ADB’s total portfolio from 
2010 to 2015. This support addresses economic and public financial management, 
reforms for decentralization and state-owned enterprises, and other areas critical to 
raising the quality of growth and development. A 2016 strategy paper on better-
performing institutions provides some clarity on ADB’s future efforts in this area, 
combining ADB’s focus on public sector management and institutional and capacity 
development into one approach.65 Continued support for enhancing governance will be 
an important ADB contribution to raising the quality of growth, not only in MICs but also 
in the poorer, more vulnerable, and fragile states. 
 
105. The performance of ADB public sector management operations has improved, 
suggesting that ADB can deliver good results in this challenging area. While ADB’s 
governance operations are arguably one of its most difficult areas of work, where 
interventions have succeeded, results have often been transformative. Moreover, the 
performance of public sector management operations has steadily improved over the 
past decade, giving encouragement that ADB can provide useful support in some of the 
more difficult and sensitive areas of reform and governance. This highlights the 
importance of continued support for reform, governance, and stronger institutions as 
part of ADB’s strategic focus. 
 

3. Gender and Development 
 
106. ADB’s strategic focus and operational support for gender equity has grown. The 
Gender and Development Policy of 1998 aimed to promote and mainstream gender 
equity in ADB operations. Under Strategy 2020, ADB recognized gender equity as a driver 
of change and emphasized it was a prerequisite for reducing poverty, improving living 
standards, and supporting inclusive and sustainable growth. As such, ADB has 
committed to increase investment to provide better access to education services, health 
services through improved water and sanitation infrastructure, and other economic 
resources such as credit that benefit women. Strategy 2020 also provided the impetus 
for ADB to strategically position itself as a partner and agent of change to promote and 
support gender equity. This in turn is expected to help leverage resources and fully garner 
the returns from ADB’s regional expertise and comparative strengths. Priority strategies 
include mainstreaming gender equity concerns in project design and raising awareness 
on and increasing sensitivity to gender issues affecting and emerging from ADB 
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operations, guided by ADB’s Gender and Development Policy and the Gender Equality 
and Women’s Empowerment Operational Plan, 2013–2020.66 
 
107. ADB is well-positioned to build on progress made and to further improve its 
approach to gender, but challenges remain. ADB operates a gender categorization 
system that assesses the extent to which projects integrate gender issues in ADB-financed 
investments through explicit gender-inclusive design features and targets. These 
categories have been used since 1998 to monitor ADB's gender performance. ADB is the 
only multilateral development bank that has both at-entry and at-completion gender 
mainstreaming targets in its corporate results framework. In past years, ADB has always 
achieved the related corporate targets. The monitoring of projects categorized as 
“gender equity theme” or “effective gender mainstreaming” has generally improved since 
2010, with greater attention by all regional departments and particularly countries where 
resident missions employ dedicated social development staff or long-term consultants. 
Some of the challenges that remain in gender mainstreaming pertain to the nature of 
the ADB’s portfolio. That is, the impact channels related to large-scale transport or energy 
sector projects, which, by their nature, tend to be less suitable to gender mainstreaming 
than projects that are, for example, projects focused on rural roads or rural electrification. 
Another area where improvements can be made is the collection of sex-disaggregated 
baseline data to inform evidence-based indicators and targets for inclusion in ADB-
financed operations, and a more systematic approach to documenting gender equality 
results at the country- and project-level. 
 

4. Knowledge and Innovation 

108. Rapid development changes in the region demand that ADB become a stronger 
knowledge institution—and this presents a great challenge to its traditional focus. The 
demand for and supply of development knowledge has been evolving quickly, and ADB’s 
ability to remain relevant is becoming increasingly dependent on its role as a knowledge 
institution and knowledge broker.67  
 
109. ADB has been asked to deliver knowledge solutions and innovative project 
designs to MICs. There is a push for ADB to overlay its sector-focused approach with 
support to MICs to address challenges posed by income and non-income poverty and 
social inequalities; environmental degradation and climate change; disasters; external 
shocks; and, in some cases, adverse demographic trends. ADB support to improve 
governance and private sector participation has helped reinforce efforts to address these 
challenges. All ADB support is intended to improve, directly or indirectly, the total factor 
productivity and competitiveness of client MICs.68 
 
110. ADB has enhanced its operations with a high knowledge content, as in the 
Finance++ approach. Other initiatives include implementing the One ADB approach, 
establishing sector and thematic groups, and the Knowledge Sharing and Service Center 
in the Sustainable Development and Climate Change Department. Although the sector 
and thematic groups were intended as in-house knowledge hubs, it was clear by the end 
of 2015 that they needed to work more closely with operations departments. The 
Sustainable Development and Climate Change Department, operations departments, and 
IED also need to improve their coordination to ensure that learning lessons from project 
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completion reports and evaluations inform new project designs. 69  ADB has also 
continued to strengthen its knowledge partnerships and cross-border learning efforts. In 
2014, ADB modified its project classification system to better monitor portfolio 
alignment with thematically-oriented strategic objectives. Since 2015, ADB has sought 
to add knowledge action plans to CPS documents and to focus on thematic priorities. 
Although these measures will help increase the knowledge intensity of ADB support 
programs, it is too early to gauge their effectiveness.  
 
111. ADB has made knowledge partnerships a priority. It established more than 250 
knowledge partnerships from 2000 to mid-2015. In effective partnerships, collaboration 
on specific initiatives paved the way for a more systematic relationship and led to joint 
project preparation or implementation, policy dialogue, and the engagement of 
high-level persons in conferences. The sector and thematic groups are now redefining 
ADB’s knowledge needs and partner networks, and will be able to expand and deepen 
knowledge partnerships, and to enable ADB become a stronger knowledge institution. 
Although many partnerships are seen to adding value, there are constraints to their 
development and getting the most out of their potential. ADB should continue to 
strengthen relationships with external knowledge centers based on clear and mutual 
objectives of operational relevance.   
 
112. TA is a valuable and flexible instrument for responding to the region’s diverse 
needs, which increasingly relate to knowledge and innovation. TA traditionally helps to 
prepare projects, develop government capacity, undertake research, and advise on 
policies. But it is being increasingly used to more prominently promote innovative 
approaches and more systematically provide high-quality knowledge solutions. TA may 
be allocated to pilot test innovative approaches, with the aim of replicating successful 
approaches on a larger scale. Pilot TA and innovative initiatives, however, require 
different processes and approaches for design and implementation. The management of 
knowledge, replication, and scaling-up mechanisms requires specific focus during 
implementation, and the wider promotion of lessons should be considered from the 
design stage. A customized monitoring and evaluation system is needed. Implementation 
supervision needs to be more regular and focused on learning and adapting rather than 
on meeting output targets. 
 

5. Partnerships 
 
113. Partnerships are more essential than ever for achieving development 
effectiveness through leveraging financing, expertise, and knowledge for investment and 
development. Partnerships help organizations to close gaps and avoid duplications in 
their programs, support scaled-up operations, and promote harmonized approaches for 
better development results. A 2016 evaluation on ADB’s partnerships found that ADB 
expanded the number of its partnerships, and achieved a good measure of success.70 
ADB has engaged in three broad types of partnerships: (i) interagency coordination 
partnerships with development partners, (ii) financing partnerships to create cofinancing 
opportunities, and (iii) knowledge partnerships to help generate and share knowledge 
about specific sectors or themes (particularly important given ADB’s increasing 
knowledge orientation). 
 

114. Interagency partnerships that allow players to capitalize on synergies have 
brought positive results. ADB’s experience with knowledge partnerships for sector and 
thematic work has been mixed. In effective knowledge partnerships, collaboration on 
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specific initiatives created a more systematic relationship that led to joint project 
preparation or implementation; the engagement of high-level persons in conferences 
and policy dialogue; the completion of a series of publications or events; and, in some 
instances, joint financing of activities. Financing partnerships have led to substantial 
mobilization of funds in recent years. Cofinanced projects were significantly more 
successful than noncofinanced projects. 
 

115. ADB’s deeper engagement in partnerships is essential in a changing context in 
which rising global threats require coordinated responses and huge financial 
commitments. The SDGs, new climate agreements and funds, the increased the 
availability of nontraditional ODA, and the two new multilateral banks in the region are 
just a few of the developments that provide new opportunities for partnerships.  
 

D. Organization and Business Processes 
 

116. A range of IED evaluations address ADB’s business processes, organizational 
arrangements, and instruments. Findings from some of these are summarized in the rest 
of the chapter, beginning with the main messages from the midterm review on 
operational and organizational improvements. 
 

117. To deliver better results, ADB should rebalance the scope of its interventions, 
strengthen implementation support, focus more on outcomes and the sustainability of 
operations, strengthen expertise, and address the fragmentation of skills across the 
institution. For institutional issues, the midterm review evaluation called for greater 
agility at ADB in terms of organization, staff, programming, and business processes. For 
operational focus and synergy, the evaluation argued that core sector targets in Strategy 
2020 led to an unintentional overshooting of infrastructure at the expense of other vital 
areas (footnote 33). As such, pursuing goals at the country level requires complementary 
multisector interventions. ADB should also rebalance the scope of its interventions by 
phasing out the 80:20 target for core and noncore operations. To achieve better and 
lasting outcomes, ADB should focus more operational attention on effectiveness and 
sustainability. This, in turn, calls for strengthened implementation supervision, and more 
attention to the sustainability of infrastructure and its outcomes. ADB has a limited 
number of specialists particularly in specialized subsectors. The organizational structure, 
with five regional departments, leads to a fragmentation of staff skills and knowledge 
across ADB, which compromises the institution’s effectiveness in delivering results. As 
such, ADB should offer stronger incentives for and place more accountability on staff to 
achieve good outcomes, but staff must have adequate resources and capabilities to do 
this. ADB should differentiate its decentralization according to country contexts and 
portfolio size and composition, and play an even stronger role as a knowledge broker. 
Careful attention to staffing and structure is needed to ensure a critical mass of skills and 
expertise is present in key operational areas and departments. 
 

118. Decentralization has helped raise ADB's profile and country focus. From 2000 to 
2012, the number of resident missions grew from 13 to 27. No significant effect of team 
leader location was found on project success ratings. But project performance was found 
to be positively and significantly correlated with project supervision, borrower’s 
ownership and performance, the experience of resident missions, project size, and 
political stability. These findings suggest decentralization policy aspects that can improve 
operational effectiveness and efficiency. Further delegation of authority and 
responsibilities for business processes are needed. Strengthening the resident missions’ 
technical capacity and further delegating operational responsibility should help enhance 
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ADB’s country operations.71 Further delegation of some supporting functions should also 
be gradually decentralized.  
 

119. TA operations have not been used to their full potential. ADB can improve the 
relevance and responsiveness of its TA work. TA can be allocated more strategically and 
be better integrated into country programming, leading to stronger country ownership. 
ADB processes—for example, project preparation and the use of consultants—need to 
move from a uniform template approach to an approach that is more adaptable and 
responsive to both the country context and TA objectives.72 
 

120. ADB relies on consultants to implement TA; however, their performance varies 
and this affects overall performance. The tendency to strictly follow templates and 
standard processes for consultant recruitment, selection, and contracting (rather than 
matching the processes to best fit TA objectives) is a concern for TA, as it can hinder 
efforts to emphasize quality project designs, specialized knowledge, and innovation. 
Timeliness and attention to flexibility and customization needs to be exercised. ADB is 
often not able to attract and retain high-quality consultant firms and individuals because 
of their higher market rates and because TA budgets—particularly for project preparatory 
TA—have declined in real terms. Further, ADB procurement is based on competition. 
However, when procuring expertise, other contracting methods would be preferable. 
Single-source contracts, which are an option, are relatively inefficient. ADB has difficulty 
contracting other international organizations, even if they are internationally recognized 
centers of excellence, because they are not commercial firms and do not easily fit into 
the consultant management system. Thus, other mechanisms for engaging consultants 
may be required (footnote 72).  
 

121.  ADB’s business model, with headquarters-based staff focusing on internal 
processes and relying on consultants for substantive input, makes greater and ongoing 
interaction with developing member countries difficult. Country partners, including civil 
society organizations, have expressed a desire for increased interaction with ADB staff 
on substantive country-level issues to complement the interaction with consultants. 
There is also an interest in addressing more complex issues, which would create 
opportunities for ADB staff to work together, as these challenges require a 
multidisciplinary approach with different skill sets (footnote 72). 
 
122. When implemented well, the multitranche financing facility can add value as a 
modality. The multitranche financing facility was intended to facilitate the programming 
of a set of individual loan tranches in a sector and country in an efficient and sequential 
way, and without the need for processing ADB Board approval of each tranche after the 
facility itself was approved. The modality also has considerable built-in flexibility. A real-
time evaluation of its operations found the need for better upfront screening and project 
selection, the enforcement of rigorous checks and balances during implementation, and 
tougher decision making for discontinuing an ongoing but poorly performing 
multitranche financing facility investment program. The study supported the 
continuation of the modality as an instrument in ADB's toolkit, given its attractiveness to 
clients as well as its potential impact on development effectiveness when implemented 
well. 73  Two ongoing evaluations on ADB’s policy-based and results-based lending 
modalities will be completed in 2017 and will provide additional insights for Strategy 
2030.   
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123. These evaluation findings should be considered in the context of the ADB 
Midterm Review Action Plan, which recognized the importance of business processes. 
The action plan sets out to improve and streamline project readiness; procurement; the 
ICT systems for better project implementation; and other processes, particularly those for 
the private sector. Related to evaluation findings, ADB procurement reforms have 
introduced risk-based classifications of projects, higher thresholds for international 
competitive bidding, and increased delegation of authority and the decentralization of 
eight procurement specialists to resident missions. Further reforms are aimed at reducing 
procurement time, strengthening the delivery system, and improving the quality of 
procurement outcomes. 
 

E. Engaging with Middle-Income Countries 
 

124. ADB’s relevance will depend critically on how well it engages with MICs. With 
the vast majority of ADB member countries now categorized as MICs, including a 
growing number of upper-MICs, ADB’s relevance will depend heavily on how well it can 
help address these countries’ challenges (footnote 5). To engage with them effectively, 
ADB must understand the rapidly evolving issues and opportunities that they face. While 
ADB has been generally responsive to their needs, a reorientation of country programs 
to address the specific and new nature of their development challenges is imperative. 
Greater attention to project performance efficiency and sustainability in MICs is also 
needed. Customizing knowledge for MICs could be strengthened through partnerships 
with local knowledge institutions, given their insights on the country context. Knowledge 
from such partnerships could supplement the know-how of ADB in these countries. 
 

125.  Some critical strategic policy choices need to be made. These relate to anchoring 
financial interventions on knowledge solutions, scaling up operations while also 
targeting the new challenges, decisively supporting the private sector and PPPs, and 
revisiting the policy of graduating countries from regular support. Five trends present 
opportunities for ADB to scale up and more effectively target its engagement in MICs: (i) 
urbanization and the need to support livable cities; (ii) environment and climate change; 
(iii) productivity, competitiveness, and innovation; (iv) regional and global public goods; 
and (v) South–South cooperation. In addition to these five trends, decisively supporting 
the private sector and PPPs, and building resilience should also be priorities. Chapter 3 
expands on these issues and sets them within a broader context of strategic choices that 
Strategy 2030 needs to consider. 



 

CHAPTER 3 

Going Forward: 

Differentiation and Agility 
 
 
 
 

A. Introduction 
 

126. Over the coming years, the region’s middle-income transformation (described in 
Chapter 1) is expected to continue, albeit with subregions and countries developing at 
their own pace and with unique challenges. This will further diversify the range of clients 
that ADB can serve. The region’s remaining low-income countries, fragile and small island 
states, MICs, subnational governments, and private sector have increasing expectations 
of ADB, including more specialized support. Although many of the challenges are 
common throughout the region, responses will need to be context-specific and tailored 
to local conditions. 
 
127. As a result, the aggregate demand for finance and knowledge services is likely 
to grow exponentially, rendering the proportion of ADB’s financial contribution 
increasingly smaller (Figure 14). Despite the merger of the ADF and ordinary capital 
resources, and even if ADB would benefit from another general capital increase, ADB’s 
headroom for lending and capacity for delivering knowledge services on its own will be 
inconsequential compared with the overall demand unless its support is strategic and of 
cutting-edge quality. The supply side will also change drastically: a lot of new, mostly 
private development financiers and knowledge providers are now part of the landscape 
in what has been called the Age of Choice.74 Altogether, this dynamic and evolving 
context will demand more expertise and agility from ADB. This is particularly so as global 
political and financial risks and market volatility threaten a modest economic recovery, 
and countries may need greater financial support and assistance for further reforms in 
response to the changing context.  
 

                                                
74 Overseas Development Institute. 2013. The Age of Choice: Developing Countries and the New Aid Landscape. 

London.  
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128. For ADB to remain the region’s premier development institution, it needs to build 
on its distinctive comparative advantages, build on its strong infrastructure finance 
expertise, and deliver a unique value proposition in a changing development landscape. 
This will require meeting the challenge on several fronts. First, while the region’s overall 
need and demand for development finance and knowledge will grow exponentially, the 
number of bankable projects and the absorptive capacity of recipient governments and 
project sponsors is limited. ADB should build on its strengths as an infrastructure finance 
bank, but the space in which it operates—with, for example, the Asian Infrastructure 
Investment Bank—is becoming more crowded. When combined with a central focus on 
contributing to the quality of growth in the region, ADB needs to become more agile in 
its ability to deliver or develop a larger volume of basic infrastructure, as well as more 
efficiently targeted services, and provide more customized and innovative financing and 
advisory packages to a growing range of clients across the public–private spectrum. For 
example, responding to challenges such as climate change and the transition to low-
carbon development requires a major shift in the conventional development paradigm 
and the way ADB operates. Similarly, responding to social and geographical inequality 
will require an increase in infrastructure operations in lagging areas (as infrastructure 
improves access to social services and economic opportunities); an increase in 
complementary investments in health, education, social protection, and other areas; and 
strengthening institutional capacities and governance.  
 
129. These evolving challenges are an opportunity for ADB to expand its lending, 
providing expert knowledge and knowledge-brokering services. An important element 
of the knowledge agenda will be for ADB to support the introduction of ICT and other 
new technologies which allow countries to leapfrog rather than follow an incremental 
development path. Introducing low-carbon technologies and supporting the clean 
energy generation are examples. If ADB can build on its work at the infrastructure and 
climate change nexus to address climate issues more thematically, it can establish itself 
as a regional leader in this area. Fintech, a mobile technology for financial inclusion, risk 
management products, market information, among others, is another example of an 
area that offers transformational potential. While technology will largely yield benefits 
in human well-being and empowerment, advances in areas such as robotics and 
automation may increase unemployment and inequality in MICs with many low-skilled 

Figure 14: Asia’s Increasing Volume and Complexity of Demand 

 
 
ADB = Asian Development Bank. 
Source: ADB Independent Evaluation Department 
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workers. ADB can be an important conduit for needed knowledge on policy reforms, 
capacity building, and social protection to mitigate these effects. Likewise, ADB can 
broker knowledge across countries. Responding to socioeconomic and regional 
inequalities would tackle one of the region’s main challenges—and provide a solid 
business proposition for ADB. 
 
130. The recommendations in the following section for Strategy 2030 build on the 
logic of Figure 15. Given the region's dynamism and the changing demand for finance 
and knowledge, the paper proposes a shift in ADB’s strategy by putting support for 
quality of growth at the center of its operations. This implies a shift in strategy as well as 
corresponding changes in how ADB operates (organizational set-up, business processes, 
and staff). The recommendations elaborate on ADB’s value proposition, thematic 
priorities, drivers, programmatic approaches, and institutional implications. 
 

 
 
 
 

 
Figure 15: Mapping the Way Forward 

 

 
ADB = Asian Development Bank, PSD = private sector development, PSO = private sector operations, PPP = public–private 
partnership.  
Source: Asian Development Bank Independent Evaluation Department. 
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B. Recommendations 
 

1. On ADB’s Goal and Value Proposition: Focus on better quality of growth 
for Asia and the Pacific. 

 
Recommendation 1: Adopt under Strategy 2030 the pursuit of better-
quality growth in Asia and the Pacific as ADB’s primary strategic objective 
and value proposition, rooted in intensified support for social and 
geographical inclusion, sustainability, and integration. 

 
131. Strategy 2030 should guide ADB through its transition to become an institution 
that supports and pursues better-quality growth for Asia and the Pacific, and firmly 
anchors finance on knowledge. The evidence is compelling that economic growth in the 
region has come at a high price in terms of inequality and environmental degradation. 
Greater attention on the inherent quality of growth is needed. ADB must acknowledge 
that, in volume, it is an increasingly small contributor relative to aggregate demand; 
therefore, its direct impact on the magnitude of overall growth rates will be marginal 
(Figure 14). The value proposition that ADB should offer is to support sustainable growth 
by focusing on its quality. Considering the challenges the region faces, reducing 
inequality and disparities, while safeguarding against environmental degradation, is the 
way to ensure continuous growth. A sharper focus on the quality of growth will help 
ADB maintain its relevance and its unique contribution to the region. And it would 
provide a guide for pursuing strategic and selective interventions that contribute to this 
overarching goal. 
 
132. Stronger support for the agendas of social and geographical inclusion, 
environmental sustainability, and regional integration will be imperative for promoting 
better-quality growth. An increased focus and operational support for inclusive growth—
not only in addressing income inequality but also, increasingly, in addressing inequality’s 
spatial and geographical dimensions, especially in MICs, will be critical. In many cases, 
inequality is anchored in political economy factors, which need to be properly 
understood. Supporting environmentally sustainable growth and addressing the effects 
of climate change are even more important priorities now than they were in 2008. This 
will entail better integrating natural capital objectives into infrastructure projects and 
focusing on climate change adaptation and resilience in rural and urban areas, as well as 
increasing support to mitigation through low-carbon development. The scale and 
accelerating pace of these challenges again demand that ADB intensifies its support for 
better-quality growth. Supporting regional cooperation and integration will remain a 
fundamental role for ADB to address geographical and spatial inequalities and 
imbalances within and between countries and subregions, and across the region overall. 
To address these issues ADB can expand its role as a convener of key development players 
in the region, including other global, regional, and subregional development banks. 
Figure 15 maps the value proposition and strategic agendas that Strategy 2030 needs to 
consider.  
 

2. On Thematic Priorities and Drivers: Adopt a thematic approach catalyzing 
drivers of change that are crucial to securing quality growth. 

 
Recommendation 2: Focus ADB’s resources and operations on seven 
identified thematic priorities representing the region’s current and future 
challenges, underpinned by a drive for improved economic opportunities, 
greater gender equality, knowledge, strong institutions, and increased 
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ability to manage risks and safeguard stability, to support the central 
objective of better-quality growth for Asia and the Pacific. 
 

133. To support higher-quality growth, Strategy 2030 should pay close attention to 
the thematic priorities that are particularly important to MICs. As highlighted in the MICs’ 
evaluation and other recent IED evaluations, these include the often-clustered concerns 
of (i) productivity, competitiveness, and innovation; (ii) PSD, PSO, and PPPs; (iii) 
environmental degradation and climate change; (iv) livable cities and urbanization; (v) 
regional cooperation and integration; (vi) South–South cooperation; and (vii) building 
resilience to different types of shocks and risks (Figure 15). Engaging effectively with 
clients on these complex issues will be difficult, but will nonetheless be critical for ADB’s 
relevance and effectiveness. 
 
134. Cross-cutting drivers of change, including growth, employment, governance and 
institutions, and gender equality, will remain relevant to the region and thus to ADB 
under Strategy 2030. Economic growth leading to opportunity creation, especially 
quality jobs, is a fundamental driver of change given its essential role in helping reduce 
poverty and disparities and creating avenues for broader prosperity. The growth–jobs 
link is especially critical and highlights the importance of simultaneously supporting 
inclusive businesses, stronger education, and technical and vocational training systems 
to address the labor market mismatches seen in many economies.  
 
135. Stronger governance and better-performing institutions are fundamental to the 
overall quality of growth and development. Strategy 2030 should clearly articulate ADB’s 
approach to supporting governance and institutions, as this will remain one of ADB’s 
important value-adding contributions. Civil society organizations need to be recognized 
as key partners in the strengthening of governance arrangements and processes across 
sectors and themes, particularly for supporting the poorest and most vulnerable groups.   
 
136. ADB has improved its focus on gender equality and should continue to 
strengthen this critical driver of change, especially where gender disparities remain 
greatest. ADB’s role in helping countries and the region manage risks and ensure stability 
will continue to be essential. This includes fiscal and financial stability, as well as 
pandemic-related risk management. 
 
137. Under Strategy 2030, ADB should boost its role as a knowledge institution for 
the region. As the supply and demand dynamics for more sophisticated knowledge 
solutions evolve, ADB’s role as a knowledge provider and broker of knowledge must 
likewise evolve. As an example, almost 20% of the world’s recognized think tanks are 
based in the region, which provides new opportunities for collaboration and 
partnerships.75   
 

3. On Programmatic Approaches: Embrace a more cross-sectoral and 
integrated approach to operations. 

 

Recommendation 3: Embrace a more programmatic and integrated approach to 
operations, rooted in a business model that places leveraging of knowledge and finance 
(including through syndication) as its central tenets. ADB should choose to decisively 
support the private sector, and introduce a more adaptable principle of selectivity. 
 
138. Strategy 2030 should lead to a shift in ADB’s country programming and 
operations, in which selective support for the proposed thematic priorities drives the 

                                                
75 University of Pennsylvania. 2017. 2016 Global Go-To Think Tank Index Report. Philadelphia.   
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lending and knowledge portfolio and optimizes impact on the quality of growth. CPSs 
should be anchored in country diagnostics, identify development challenges, and enable 
a lending and knowledge pipeline that addresses these challenges cohesively. Sector 
investment projects, programmatic lending, and TA will remain dominant modalities, but 
their design must emphasize a stronger link between project outputs and outcomes such 
as livable cities, inclusive growth, and climate resilience. Similarly, projects integrated in 
a spatial approach (urban, urban–rural, rural, and regional), and not solely addressing 
isolated sector issues, would allow ADB to be more effective.  
 
139. Two examples illustrate the need for a thematic approach: (i) building green and 
climate-resilient cities requires sector expertise in urban planning, transportation, 
environment, and water supply and sanitation, among others; and (ii) addressing 
inequality calls for examining the links between education, the labor market, and the 
enabling environment for entrepreneurship. Both examples entail capitalizing on 
synergies across sectors and offering solutions that involve more than one sector, and 
sometimes more than one country program. This also implies the need to develop 
capacity in various sectors beyond infrastructure. 
 
140. Selectivity is the necessary consequence of scarcity of resources and strong 
strategic intent. Selectivity in ADB operations will thus be a necessity, but it should be 
adaptable to country or geographic circumstances, and should not be driven by top-
down sector targets. Selectivity should be practiced at the level of desired development 
outcomes, and operational areas should be prioritized accordingly. The distinction 
between core and noncore operational areas should be dropped. 
 
141. ADB’s ability to leverage and syndicate financial resources, knowledge, and 
expertise will have to become central to its business model. The gap between the region’s 
overall financing and knowledge needs and ADB’s potential contribution is enormous, 
and renders the organization’s role as a traditional financier and direct provider of 
services increasingly insignificant. Leveraging will be essential to scale up operations 
across the thematic priorities and drivers. Over the last decade, borrowing developing 
member countries in Asia have expanded their financing options to support their national 
strategies and plans. Providers include emerging donors; philanthropic organizations; 
and, increasingly, international capital markets, notably with the issuance of 
international sovereign bonds. In addition, recently established multilateral institutions 
such as the Asian Infrastructure Investment Bank and the New Development Bank, will 
be part of the landscape for development. The Asian Infrastructure Investment Bank has 
already elaborated a short list of criteria for borrowing eligibility. So, while ODA flows 
might stabilize or fall because countries reach middle-income status, increased financing 
options have strengthened the negotiation position of borrowing countries with 
traditional donors, and have increased their assertiveness and awareness on the 
changing landscape for development finance. 
 
142. Going forward, scaling up the leveraging of the limited institutional resources, 
establishing clear target or benchmarks should be the norm. A greater consideration of 
alternate sources of financing would require an in-depth analysis of their level of 
financing and modus operandi in Asia and the Pacific. To favor complementarity with 
ADB, a focus on leverage and syndication would require a strategic assessment of 
partnering opportunities and project finance syndication that complements ADB's key 
advantages (stable access to finance, resources available in times of crisis, and long-term 



46 Knowledge, Finance, and the Quality of Growth: An Evaluative Perspective on Strategy 2030 
 

financing). It should also consider the implication of leverage and syndication on ADB' 
financial resources.76 
 
143. In response to these changes, Strategy 2030 should emphasize anchoring finance 
on knowledge and position ADB as an initiator, promoter, and enabler of solutions to 
development challenges. A combination of financial and nonfinancial values to support 
integrated solutions for the region’s challenges is needed. Addressing country-specific 
challenges with customized programs is key, but the causes and effects of the defining 
issues in coming decades—regional trade networks, governance, and environmental 
degradation, for example—transcend national borders and require collaborative actions 
by involved countries. Leadership on these important regional public goods will be 
required. 
 
144. Strategy 2030 should reflect decisive support to both PSD and PSO. Increasingly, 
the private sector’s central role in development is being recognized, and the 
opportunities for ADB to intensify this role and ensure inclusive and balanced 
development are unique. PSOD needs to take on more risk to comply with its unique 
mission, while diversifying the sector and product mix and integrating better in the 
overall strategic framework of the institution. PSOD operations have largely focused on 
energy. But country and market needs may be better served with more support to the 
financial, industrial, commerce, manufacturing, and agriculture sectors. This can better 
address the strategic priorities of environmentally sustainable and inclusive growth. This 
may also involve taking on smaller projects in poorer countries. In doing so, ADB will 
need to provide more TA and advisory services—not just transaction-related but also 
PSD-related. ADB must also balance risk taking with prudent financial management; this 
can be furthered by promoting collaboration between risk and investment teams, while 
understanding that it is necessary for ADB to maintain its AAA rating. 
 
145. Despite the recognition of the private sector, substantial space will remain for 
public investments. The focus of ADB’s public finance should be where private markets 
are not forthcoming. That is, on regional public goods through regional and global 
arrangements; and at the country level through integration with domestic fiscal 
frameworks for areas of public investment (direct poverty reduction, infrastructure, and 
social services) and for second-generation public sector reform. Increasingly, the 
development challenges will require solutions that involve both public and private sector 
support. ADB needs to make more effort for the regional departments, PSOD, and the 
Office of Public–Private Partnership to work together and share their expertise and 
instruments. 
 
146. ADB acknowledges that the quality of country systems differs, and will continue 
to differ from country to country. ADB therefore needs to adopt a strategic approach to 
support the strengthening and use of country systems in its operations, including for 
safeguards, financial management, and procurement. 77  In addition to increasing 
government ownership of operations, country systems can contribute to improved 
efficiency by reducing implementation delays and rationalizing transaction costs. ADB 
has built an internationally recognized brand for its prudent management of financial, 
social, and environmental risks. As such, ADB should capitalize on its expertise in these 

                                                
76 This upstream work could be initiated by ADB’s Treasury Department, in cooperation with PSOD and the 

Office of Public–Private Partnership. Appendix 2 presents more upstream operational details.  
77 The approval of the use of Power Grid Corporation of India’s safeguard was the first approval by ADB’s Board 

of the use of a country safeguard system under the provisions of the 2009 Safeguard Policy Statement. See: 
ADB. 2017. ADB Approves Use of India’s POWERGRID Safeguard System for ADB-Financed Projects. 
https://www.adb.org/news/adb-approves-use-india-s-powergrid-safeguard-system-adb-financed-projects 
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areas and assist countries in developing their own responsible systems.78 In moving 
further toward the use of country systems, ADB should also provide strong support for 
improving country systems and capacity where needed. 
 

4. On Institutional and Business Excellence 

147. The focus on quality of growth and the move to more programmatic approaches 
raise some issues on the how-to for organizational structure and human resources, 
products and instruments, and business processes. 
 

a. Organizational Structure and Human Resources:  
 
Recommendation 4: Underpin strategic intentions by aligning 
organization structures and incentives. Align the organizational 
structure and human resources to better support the ability to work as 
One ADB. 

 
148. Strategic intentions must be supported by a realignment of structures and 
incentives. The notion of One ADB must result in improved internal integration, the 
removal of obstacles to cooperation across the organization, and a significant 
improvement in the ability of staff to work across regional, sector, and public–private 
and headquarter–resident mission boundaries. Within regional departments, task teams 
that cut across divisions can be used to deliver projects and programs.  
 
149. For example, instituting a thematic focus and expanding the inclusive economic 
growth agenda will require adjustments in ADB’s skills mix. Across sovereign and 
nonsovereign operations, as well as regional departments and operational support 
functions, ADB will need more staff with the right technical skills and seconded 
high-caliber experts to process and supervise these projects so that the quality of 
operations does not suffer. 79  The need for consultants will remain, but to prevent 
effectiveness and retention of knowledge and expertise, efforts are also needed to 
improve the contributions of consultants to the generation, capture, and transfer of 
knowledge. The increased emphasis on cofinancing is apt given the need for partnerships, 
but these projects require more upfront staff time for processing. 
 
150. It is important to acquire and retain staff with technical qualifications that match 
emerging needs. The expansion in support advocated in this paper is possible only with 
strong technical staff in relevant areas. For instance, over the years, infrastructure has 
remained a clear priority and strength of ADB. But as countries face an increasingly 
complex set of challenges, the organization needs to broaden its capacity to offer 
solutions to a wider range of issues by seeking talents in areas beyond its existing skill 
sets. Expanding the quality and quantity of technical staff in climate-friendly 
infrastructure, urban infrastructure, social sectors (education, healthcare, and social 
protection), and PPP is vital. ADB should ensure that it has the critical technical mass in 

                                                
78 Including using internationally accepted benchmark diagnostics like the Public Expenditure and Financial 

Accountability tool, which also facilitates the harmonization of approaches and support across multilateral 
development banks. 

79 It should be noted that the 2016 workforce analysis did recognize the need for additional resources to 
support merger of the ADF and ordinary capital resources, and, accordingly, this need for additional 
resources was indicated in the WPBF 2017–2019 and 2017 budget document. Along with the 
institutionalization of workforce analysis, staffing needs will be assessed and aligned against projected 
operation growth. Position management will also be more flexible to take into account operational and 
institutional needs and the skills mix. ADB has also launched an Experts Pool, which aims to provide sector 
and thematic expertise to support operations. It is too early to assess the effectiveness of these initiatives.   
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these sectors to prepare innovative strategies and projects, and provide career paths that 
attract talent. Importantly, career opportunities for senior technical staff who are not 
interested in managerial positions, and who possess a lot of experience and tacit 
knowledge, should be strengthened. 
 
151. ADB should build upon the seminal efforts of the President to further strengthen 
the sector and thematic groups. To ensure that the sector and thematic groups, which 
comprise staff from the regional departments and SDCC, are contributing to better 
project designs and knowledge work, ADB should institutionalize and formalize a larger 
and more substantive role for them. This would result in a greater input into and shared 
responsibility with operational departments for project design and country strategies. 
The groups should be further empowered through additional resources, clearer 
mandates on integrating their work with regional departments and, most importantly, 
high-caliber expertise to lift ADB’s profile as a recognized authority in key areas of 
development. ADB has taken some steps in this direction and should continue to manage 
this process carefully to ensure that these efforts deliver results.  
 
152. Coordination between PSOD and the regional departments needs to improve.  
PSD work can be separated according to ADB’s clients facing, in part to avoid conflicts 
of interest (sovereign for support to regulatory frameworks and nonsovereign for 
investments). Yet there should be an articulated approach to PSD that integrates ADB’s 
strategic intentions in promoting the sector. This may require organizational changes 
and incentives to promote collaboration and a culture of working as One ADB.  
 
153. The role of regional departments in knowledge management is extremely 
important as they are at the frontline of engaging with clients. The processes and 
resources for knowledge work in regional departments should be further strengthened. 
Much effort and commitment from senior management is needed to promote the 
needed culture change to become a knowledge institution. This will require aligning 
incentives, clarifying roles, and improving processes. The central objectives should be to 
expand sector and thematic expertise across departments, and improve opportunities to 
develop more specialized projects in various countries.  
 
154. ADB needs to move beyond cofinancing with traditional bilateral and multilateral 
sources to work more with private sector actors and other financing institutions using 
syndication and other modes of cofinancing as a central part of ADB’s business model. 
To leverage finance with a wide spectrum of partners, a cadre of financial experts will be 
required, who know and understand the market place, and who are highly skilled in 
syndication and fiduciary risk management. As earlier suggested by IED, ADB should 
consider either (i) expanding the Office of Cofinancing Operations to a full-fledged 
department; or (ii) transferring its relationship management and cofinancing policy 
functions to the Strategy, Policy, and Review Department, and shifting its fund 
management and cofinancing support functions entirely to the Sustainable Development 
and Climate Change Department. 80 One suggestion is to establish a working group to 
assist with the preparation of detailed assessments that will help in assessing the 
feasibility of different (source-based) options for financial leveraging and syndication, 
the implications of these relative to ADB’s own capital base, possible new lending 
modalities, and staffing consequences.  
 

                                                
80 Office of Cofinancing staff levels have remained stable over the past 5 years (eight international staff and 21 

national staff), while cofinancing ratios increased from 6% to 50% over 2000–2014. IED. 2016. Thematic 
Evaluation Study: Effectiveness of Asian Development Bank Partnerships. Manila: ADB. 
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155. The role of the resident missions should be further strengthened in staff numbers, 
technical expertise, and delegation of responsibilities beyond current efforts—as is 
consistently demanded by ADB’s clients. Project performance was found to be positively 
and significantly correlated with project supervision, borrower’s ownership and 
performance, country knowledge at resident missions, project size, and political stability. 
These findings indicate that further decentralization can improve operational 
effectiveness and efficiency. 
 

b. Products and Instruments 
 

Recommendation 5: Further diversify the lending products and 
knowledge-transfer instruments ADB has to offer, and strengthen 
project-development skills, not only to further ADB’s portfolio but also 
to boost the number of bankable projects for syndication and 
cofinancing.81 

 
156. As ADB introduces its new strategy, its instruments should also evolve. ADB 
needs to expand its range of financing instruments and ensure their effective deployment 
across its public (sovereign and subsovereign) and private clients. 82 The policy-based 
lending ADB used in the PRC to address air pollution around Beijing is a good example. 
ADB can make important contributions by offering high-quality analysis of policy options 
and trade-offs. When preparing Strategy 2030, ADB should consider the findings from 
the ongoing IED evaluations on policy-based and results-based lending, as these 
instruments appear to offer flexibility and can complement investment projects. Even 
some of the pilot financing instruments and modalities worked out in ADB’s Innovation 

and Efficiency Initiative of 2005 have not yet been employed.83 
 
157. ADB should expand its range of innovative financial and knowledge instruments 
to cater to the greater variety of clients across the public–private spectrum and the 
increasing requests for more sophisticated solutions. For a start, ADB should establish an 
innovation fund, which could be accessed to pilot innovative initiatives or finance 
innovative components to regular lending or TA products. Implementing, monitoring, 
and supervising these pilot projects would, however, require a different set of processes 
to document success or failure and harvest lessons. As such, an innovation fund should 
establish clear definitions of innovation and require rigorous monitoring and evaluation. 
Because accessing an innovation fund will require more cutting-edge proposals than 
accessing other funds, it should be championed and promoted by senior management. 
The increase in the risk-bearing capacity from the merger of the ADF and ordinary capital 
resources, and Strategy 2030, provides a valuable and timely opportunity for the 
transformation to a knowledge-based and solutions-oriented bank. 
 
158. ADB has new opportunities to build on and leverage the innovative experiences 
in many MICs. ADB, in the PRC and some other countries, has supported innovative 
technologies in clean energy and the environment with payments for ecosystems 
services. Elsewhere, it has introduced innovative financing through local currency. As part 
of its support to South–South cooperation, which will also benefit low-income countries, 
ADB should continue this piloting in MICs in technological innovation and country 
systems, and should improve at sharing lessons and mainstreaming them across ADB. 
 

                                                
81 ADB. Forthcoming. Boosting ADB's Mobilization Capacity: The Role of Credit Enhancement Products. Manila. 
82 ADB. 2015. Report and Recommendation of the President: Proposed Loan to the People’s Republic of China 

for the Beijing-Tianjin-Hebei Air Quality Improvement Program. Manila. 
83 ADB. 2005. Innovation and Efficiency Initiative: Pilot Financing Instruments and Modalities. Manila.  
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159. ADB should position itself as an intermediary to scale-up successful project 
interventions and leverage its financial resources. After identifying and testing innovative 
approaches, ADB can adapt and integrate lessons into project designs with the aim of 
taking them to scale. Recognizing its limited financing, ADB should aim to crowd in other 
investors interested in ADB’s quality projects and financial and reputational commitment. 
 
160. ADB will have to become a much more effective project developer, not only to 
benefit its own portfolio but also to facilitate more effective cofinancing and leveraging 
by increasing the number of bankable projects. While some of the new approaches for 
developing projects, such as the project design facility, are useful, more innovative 
approaches and contracting methods should be considered. This is particularly so, given 
the longer-term demand for more sophisticated designs requiring access to quality 
consultants and knowledge. ADB needs to engage with regional global centers of 
excellence. This will provide staff with regular interaction with world-class experts and 
access to the most recent knowledge about processes and technologies. 
 

c. Business Processes 
 

Recommendation 6: Introduce a notion of process excellence by scaling 
up efficiency improvements in ADB’s business processes, including 
procurement, the measurement of strategic results, and revisit the 
concept of graduation. 

 
161. Process excellence is a dynamic concept, and ADB needs to periodically review 
and reform its business processes to ensure the institution stays responsive to the 
changing needs and demands of it. ADB needs to excel in its institutional ability to 
partner with the varied and expanding number of financiers and knowledge providers 
across the public–private spectrum. This requires, among other things, less bureaucratic 
decision-making processes; leaner, more flexible, and less restrictive administrative 
systems and procedures; and a greater, yet responsible, appetite for risk taking. 
 
162. Scaling up quality project designs requires greater efficiency with core business 
processes, including procurement. Strategy 2020 and its midterm review emphasized the 
need to streamline business processes and reduce the time for project processing and 
implementation. Many country representatives who participated in the Strategy 2030 
consultations noted that ADB processes are bureaucratic, rigid, and time consuming. This 
is particularly true for the continued work in providing basic infrastructure. Unfortunately, 
and despite many efficiency measures, disbursement and contract awards continue to 
be slow; further change is needed, albeit not at the expense of due diligence. 
 

163. ADB will need to place even greater emphasis on measuring results and learning. 
ADB’s corporate results framework set a standard for other multilateral development 
banks and was extremely influential in focusing ADB on the performance of its operations. 
ADB’s results orientation must be further strengthened to steer Strategy 2030’s 
implementation. Outcome measurement systems, including baseline and end-of-project 
surveys, are essential for a results-oriented institution. In particular, adequately setting 
result targets at the outcome level, including the link between outputs delivered and 
outcomes achieved, will be key in determining the success of Strategy 2030. 
 
164. ADB’s reporting on the progress of the strategic agendas of social and 
geographical inclusion, environmental sustainability, and regional integration can be 
improved. While useful indicators have been introduced, such as infrastructure 
benefiting lagging areas, reporting can be clearer and more intuitive. For social and 
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economic inclusion, this would focus on pillar 2 (access) and pillar 3 (social protection) 
of the current inclusive growth framework. Pillar 1 (economic growth) projects would 
not be counted, as benefits from these are too indirect and, as a result, attributed too 
generically. For environmental sustainability, IED found that ADB projects categorized as 
supporting this require more differentiation—by their nature and extent to which they 
are generating direct environmental benefits. The number of unalloyed environmental 
projects may not have risen as fast as the overall number of projects categorized as 
environmentally sustainable growth. Management’s response on the evaluation on 
environmentally sustainable growth agreed to revisit and strengthen the project 
categorization after Strategy 2030, and this can also be done for the other strategic 
agendas. For regional integration, ADB should primarily track true regional projects 
(three or more countries). Projects in one country that may have a cross-border 
implication or projects between two countries, while useful, should be tracked separately. 
 
165. Measuring adequate progress is not just important for accountability, but also 
for organizational learning (and increasingly so).  From the 2017 Annual Evaluation 
Review chapter on learning from documented lessons, it is clear that further effort is 
needed to introduce a learning culture, assign roles, and create the processes and 
systems to become a learning organization.84 At the corporate level, a set of indicators 
measuring the transition toward becoming a more effective knowledge institution would 
help ensure the overall objectives of Strategy 2030 are achieved. 
 
166.  With a sharper focus on the quality of growth, ADB should reconsider the 
traditional idea of graduation.85 Staying engaged with all countries in the region—both 
low- and middle-income—will be necessary to achieve progress on regional public goods, 
promote South–South cooperation, and ensure balanced economic growth between and 
within countries. 

 

                                                
84 As confirmed in a recent message from ADB’s President, calling for a further improvement of quality and 

innovation by systematically involving sector and thematic groups in project development (Memorandum, 
Office of the President, 15 March 2017) 

85 This should not necessarily apply to graduation from ordinary capital reserves per se, but could also apply to 
the criteria covering graduation across the different country groupings (grant only, grant and concessional, 
blend, and ordinary). 
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APPENDIX 1: INDEPENDENT EVALUATION DEPARTMENT’S 

COUNTRY EVALUATIONS AND VALIDATIONS, 2012–2016 
 

 
Country Assistance Program Evaluations 

1. India (ongoing) 

2. Sri Lanka (2016) 

3. People’s Republic of China (2015) 

4. Papua New Guinea (2015) 

5. Tajikistan (2014) 

6. Pakistan (2013) 

7. Kyrgyz Republic (2012) 

8. Afghanistan (2012) 

 

Country Partnership Strategy Final Review Validations 
1. Philippines (ongoing) 
2. Viet Nam (2016) 
3. Lao People’s Democratic Republic (2016) 
4. Bangladesh (2016) 
5. Myanmar (2016) 
6. Maldives (2015) 
7. Timor-Leste (2015) 
8. Indonesia (2015) 
9. Cambodia (2014) 
10. Georgia (2013) 
11. Thailand (2013) 
12. India (2013) 
13. Nepal (2013) 
14. Bhutan (2013) 
15. Armenia (2012) 
16. Azerbaijan (2012) 

 
Corporate, Thematic, and Special Evaluation Studies, and Working Papers 

1. ADB Support to Gender and Development (ongoing) 
2. Effectiveness of ADB Partnerships (2016) 
3. Real-Time Evaluation of ADB’s Safeguard Implementation Experience Based on Selected Case 

Studies (2016) 
4. ADB Engagement with Middle-Income Countries (2016) 
5. Environmentally Sustainable Growth: A Strategic Review (2016) 
6. Comparative Institutional Review of ADB Private Sector Operations (2016) 
7. Global Increase in Climate Related Disasters (2015) 
8. Asian Development Fund X and XI Operations (2015) 
9. ADB Support to Pacific Small Island Countries (2015) 
10. Inspiring ADB’s Future: Better Results in a Dynamic World (2015) 
11. ADB Support to Pacific Small Island Countries (2015) 
12. ADB Initiatives to Support Access to Climate Finance (2014) 
13. ADB Support for Enhancing Governance (2014) 
14. ADB Support for Inclusive Growth (2014) 
15. ADB Support for Regional Cooperation and Integration (2015) 
16. Role of Technical Assistance in ADB Operations (2014) 
17. ADB Trade Finance Program (2014) 
18. Inclusion, Resilience, Change: Strategy 2020 at Midterm (2014) 
19. ADB Private Sector Operations Contributions to Inclusive Growth and Environmentally 

Sustainable Growth (2013) 
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20. ADB Support for Achieving the Millennium Development Goals (2013) 
21. Development Imperatives for the Asian Century (2013) 
22. Food Security Challenges in Asia (2013) 
23. Strengthening the Enabling Environment for Private Sector Development (2013) 
24. ADB Knowledge Products and Services (2012) 
25. ADB Response to Natural Disasters and Disaster Risks (2012) 
26. ADB Social Protection Strategy (2012) 
27. Microfinance Development Strategy 2000 (2012) 

 

Annual Evaluation Reviews 
1. 2016 Annual Evaluation Review, with a special chapter on environmentally sustainable growth 

(2016) 
2. 2015 Annual Evaluation Review, with a special chapter on sustainability of urban water supply 

and sanitation interventions (2015) 
3. 2014 Annual Evaluation Review, with a special chapter on sustainability and inclusion of 

energy operations (2014) 
4. 2013 Annual Evaluation Review, with a special chapter on vulnerability (2013) 
5. 2012 Annual Evaluation Review, with a special chapter on agriculture and food security (2012) 

 
  



 

 

APPENDIX 2: PROPOSED FINANCIAL AND FIDUCIARY 

ASSESSMENTS TO MAP OUT SOURCE-BASED OPTIONS FOR 

FINANCIAL LEVERAGING AND SYNDICATION 
 
1. IED recommends a business model for ADB that places leveraging and 
syndication as its central tenet. As noted several times in the topical paper, the main 
alternate sources of financing are (i) private sector and/or private capital,  
(ii) commercial lenders (commercial lines of credit), (iii) emerging donors, (iv) 
nontraditional donors (charitable or philanthropic organizations), (v) international 
capital markets with notable issuances of international sovereign bonds, and (vi) new 
multilateral institutions and/or development banks. The paper further stresses that the 
supply side will change drastically with a proliferation of these new financiers.  
 
2. IED proposes a number of detailed assessments that will help in assessing the 
feasibility of different source-based options for financial leveraging and syndication, the 
implications of these relative to ADB’s own capital base, possible new lending modalities 
and staffing consequences.  
 
3. Leverage and syndication. Initiate studies of the alternate sources of financing 
highlighted in the paper, and indicate leveraging and/or syndicating opportunities with 
these financing players. For example, what are their target investment areas and 
investment criteria (including return expectations, risk appetite, tenor of lending, and 
exit flexibility)? Once ADB understands the complementary nature of these financing 
players, it will be able to strategically assess the scope for partnering with relevant 
financiers for project financing. Unlike most of these players, it should be emphasized 
that ADB provides (i) stable financial access to developing member countries; (ii) 
resources that can be relied upon even at times of crisis or disasters; and (iii) long-term 
financing without pressing needs for a high internal rate of return from project cash 
flows. With these advantages, ADB can position itself with these financial players on a 
case by case basis.  

 
4. Alternate sources of financing. Analyze data on the level of financing (by 
alternate sources of financing) in emerging markets and provide a better understanding 
of their (i) location; (ii) trend, including volatility of investment (subject to crisis in the 
country of investors, country of investment, and better yield or currency opportunities 
elsewhere); and (iii) sectors. Information provided by Bloomberg shows that the private 
flow of foreign investments (equity and bond) is highly opportunistic in nature. Over the 
last 15 years, the net inflow of some countries has risen more than others. Foreign 
pension funds are not actively investing in emerging markets. The overall asset allocation 
of pension funds to infrastructure is still small (globally about 1%–2% of assets, and it 
appears even lower in Asia). The asset allocation to infrastructure of the largest 100 Asian 
investors is about $65 billion; that is, only 0.3% of total assets of about $20.0 trillion. 
This investor base in Asia and the Pacific is spread widely across investor types, with 
insurance companies and banks being the largest. Pension funds, foundations, and 
endowments are less prominent in Asia and the Pacific compared with other regions. The 
asset allocation is particularly lower in unlisted infrastructure equity or debt investments. 
Domestic resources (private capital such as corporates and multinationals, capital 
market-stock and bond investments, government and/or corporate debt both local and 
global, and budgets) also need to be examined in detail on infrastructure (listed or 
unlisted) financing. For example: the stock of US dollar debt issuance of the Philippines 
is about $27 billion, Indonesia’s is about $40 billion, and Viet Nam’s is only $2 billion. 
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5. Implications of leveraging and syndication of financial resources. The 
Implications of leveraging and syndication on ADB’s financial resources (income, capital 
growth, and risk capital) need to be assessed to determine the viability and sustainability 
of the business proposition. ADB should not syndicate or leverage or undertake risk 
transfers at a loss to itself. These activities should result in ADB’s capital growth and free 
up economic capital in the long-term.   
 


