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ABBREVIATIONS 
 

 ADB – Asian Development Bank 
 ADF – Asian Development Fund 
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– 
– 
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GLOSSARY 
 
Concessional resources  Asian Development Fund grant resources and 

concessional ordinary capital resources. 
   
Initial country allocation  The sum of the base allocation, performance-based 

allocation, formula-based allocations, and a portion of post-
conflict or reengaging premium, as applicable.  

   
Final country allocation  The initial country allocation adjusted for grant share and 

volume discount under the Asian Development Fund grant 
framework. 
 

Soft cap  A cap on the concessional resources allocated to a group B 
country, e.g., developing member country whose per capita 
gross national income exceeds the threshold of $1,215 per 
year, when its performance-based allocation share exceeds 
14% of the total concessional resources allocated to the 
recipients. In such cases, the allocation is reduced by half 
of the amount exceeding 14%. 

   
Volume of concessional 
assistance 

 Volume of concessional resources to be delivered over the 
next 4-year replenishment period. 
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I. INTRODUCTION 

1. This paper proposes a concessional assistance policy that defines the principles and 
criteria to guide allocations of concessional resources to eligible countries that have access to 
Asian Development Fund (ADF) grant resources and concessional ordinary capital resources 
(OCR). The concessional assistance policy encompasses the performance-based allocation 
(PBA) policy of the Asian Development Bank (ADB) and the ADF grant framework, and 
determines the country allocations of ADF grants and concessional OCR loans. Appendix 
1 provides information on the evolution of the PBA policy and the grant framework. Appendix 
2 provides a list of the related policy papers for reference. 
 
2. The policy was prepared following ADB’s approval to combine ADF lending operations 
with the OCR balance sheet, 1 which will require revisions or adaptations of some existing 
operational policies applicable to ADF resources to include concessional OCR lending (COL). 
Appendix 3 provides background information on the concessional assistance policy under the 
approved ADF–OCR combination. 
 
3. This paper seeks the Board of Directors’ approval of the proposed concessional 
assistance policy. Upon approval, the policy will supersede existing PBA-related policies and 
the 2007 revised ADF grant framework listed in Appendix 2.  
 
4. The combination of ADF lending operations with the OCR balance sheet will also require 
terminology changes in various ADB policies to reflect the provision of concessional lending 
from OCR instead of the ADF, as well as other consequential changes in terminology. The 
following terminology changes are proposed in these policies starting 1 January 2017:  

(i) “ADF countries,” which currently refers to countries that have access to the ADF, 
will be replaced with “concessional assistance countries” with access to ADF 
grants, COL, and regular OCR lending.  

(ii) “ADF-only countries,” which currently refers to countries that have access only to 
ADF grants and ADF loans, will be replaced with “concessional assistance-only 
countries” with access only to ADF grants and COL.  

(iii) “100% grant countries,” which currently refers to countries that have access only 
to ADF grants, will be replaced with “grants-only countries” with access only to 
ADF grants. 

(iv) “50% grant countries,” which currently refers to countries that have access to 
both ADF grants and ADF loans, will be replaced with “ADF blend countries” with 
access to both ADF grants and COL. 

(v) “0% grant countries,” which currently refers to countries that have access to only 
ADF loans, will be replaced with “concessional OCR-only countries” with access 
only to COL. 

(vi) “Blend countries,” which currently refers to countries that have access to the ADF 
and OCR, will be replaced with “OCR blend countries” with access to COL and 
regular OCR lending. 

(vii) “OCR-only countries,” which currently refers to countries that have access to 
OCR, will be replaced with “regular OCR-only countries” with access to regular 
OCR lending. 
 

5. Table 1 provides an overview of the new terminology. This paper seeks the approval of 
the ADB Board of Directors to revise the current terminology to the new terminology with effect 

                                                
1  ADB. 2015. Enhancing ADB’s Financial Capacity for Reducing Poverty in Asia and the Pacific. Manila. 
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from 1 January 2017 in ADB’s existing policies that refer to the current terminology. For 
illustration purposes, a list of some of the key polices affected is in Appendix 4.  
 

Table 1: Changes in Terminology 
Current Terminology  

(before 1 January 2017) 
New Terminology  

(from 1 January 2017) 
ADF countries Concessional assistance countries 
ADF-only countries Concessional assistance-only countries 

100% grant countries Grants-only countries 
50% grant countries ADF blend countries 
0% grant countries Concessional OCR-only countries 

Blend countries OCR blend countries 
OCR-only countries Regular OCR-only countries 
ADF = Asian Development Fund, OCR = ordinary capital resources. 
Source: Asian Development Bank. 
 

II. CONCESSIONAL ASSISTANCE POLICY 

6. The concessional assistance policy consolidates the PBA policy and the ADF grant 
framework.2 It applies to both ADF grant resources and concessional OCR, which together are 
referred to as concessional resources. Appendix 5 illustrates the PBA under the concessional 
assistance policy. 
 
7. Eligibility. Eligibility for concessional resources is guided by ADB’s Graduation Policy3 
and the concessional assistance policy. Under the Graduation Policy, group A developing 
member countries (DMCs) are eligible for COL and ADF grants;4 group B DMCs5 are eligible for 
COL and have access to regular OCR lending, but are not eligible for ADF grants;6 and group C 
DMCs have access to regular OCR lending, but are not eligible for ADF grants or COL. Under 
the concessional assistance policy, the debt distress classification of group A DMCs determines 
the proportion of grants in a country’s PBA.  
 
8. Volume of concessional assistance. Before a replenishment period begins, ADB 
seeks consensus among donors on the volume of concessional resources to be delivered over 
the next 4-year replenishment period based on country eligibility for concessional resources, 
demand from eligible countries, and ADB’s financial capacity. ADB shall maintain in real terms, 
taking into account possible graduations from concessional assistance, and leaving open the 
possibility of increasing, loans on concessional terms from ADB’s ordinary operations using the 
transferred ADF assets.7 
 
9. Concessional resources are allocated based on the PBA system. The concessional 
resources have earmarks for a regional pool, portions of premiums for post-conflict and 

                                                
2  This concessional assistance policy also takes into account the endorsed revisions to the PBA system and 

measures for disaster risk reduction and regional health security referred in ADB. 2016. Asian Development Fund 
12 Donors’ Report: Scaling Up for Inclusive and Sustainable Development in Asia and the Pacific. Manila. 

3  ADB. 1998. A Graduation Policy for the Bank’s DMCs. Manila. 
4 Under the Graduation Policy, ADB lending on regular OCR terms and ADB guarantees with counter-guarantees 

from a sovereign can be considered on a case-by-case basis for group A DMCs for revenue-earning projects that 
generate net foreign exchange above the foreign debt service requirements and meet other ADB lending criteria. 

5  India is a group B DMC. It currently does not have access to concessional assistance resources.  
6  All concessional assistance countries are eligible for regional health security grants.  
7  Resolution No. 372 of the ADB Board of Governors. 
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reengaging countries, and a base allocation pool. Of the grants, 10% is set aside for a disaster 
response facility (DRF). Since grant demand can be volatile because of changes in DMCs’ debt 
distress classification, two reserves will be established—one for grants, initially at 20% of grant 
resources; 8  and another for COL, 9  initially at 5% of concessional OCR—to help ensure 
adequate assistance throughout the replenishment period. 10  The use of these reserves is 
reviewed at the midterm review of each ADF replenishment. The unused balances of these 
reserves at the end of each ADF replenishment are used as part of the financing for the 
subsequent replenishment.  
 
10. Even with the ADF grant reserve, the indicative ADF grant allocations could exceed the 
amount of available ADF grant resources. In that event, ADB would need to proportionally 
reduce country allocations to grant-recipient countries so that ADF grant allocations could be 
met by available ADF grant resources. This adjustment would also allow ADB to maintain the 
volume of ADF‒OCR concessional assistance, as well as to follow the ADF grant framework 
and the debt distress classification of countries. At the same time, ADB would need to allocate 
additional concessional OCR to COL-recipient countries proportionally in order to maintain the 
given level of volume.11 
 
A. Performance-Based Allocation System 

11. The purpose of the concessional resources is to provide “resources on concessional 
terms for the economic and social development of the DMCs of ADB, having due regard to the 
economic situation of such countries and to the needs of the less developed members.”12 For 
eligible countries that have access to concessional resources, the concessional assistance 
policy specifies how PBAs are to be adapted to country needs, as measured by per capita 
income and population size. In principle, lower per capita income and a larger population result 
in additional resources.13  
 
12. While the PBAs link performance and allocation, such allocations may need to be 
modified to meet the needs of less developed members more effectively. Modifications include 
special considerations for smaller DMCs, post-conflict and reengaging countries, disaster risk 
reduction and response, emergencies, and fragile and conflict-affected situations (FCAS). In 
addition, allocations to group B DMCs are soft capped to ensure that sufficient concessional 
funds are available for other eligible countries that lack access to other financing sources (para. 
16). The concessional assistance policy also provides eligibility and priority criteria for the 
allocation of the regional pool of concessional assistance resources to support regional projects. 
 

1. Performance-Based Allocation Formula 

13. The PBA formula is a weighted geometric function of the composite country performance 
rating (CCPR), per capita income, and population. The formula is calibrated to ensure that total 
allocations equal total available resources. For each country (i), the share of the allocated 

                                                
8  Includes country allocations and regional pool, and excludes disaster risk reduction grant allocation. 
9  A portion of the COL reserve will be used to fund the DRF. 
10  The size of the grant and COL reserves may be adjusted following consultations with donors in replenishments 

after the 11th replenishment of the Asian Development Fund and 6th regularized replenishment of the Technical 
Assistance Special Fund (ADF 12). 

11  Subject to availability of concessional OCR. 
12 ADB. 2013. Regulations of the Asian Development Fund. Section 1.01. Manila. 
13 A cap may be applied to countries that are being considered for graduation. Management would determine the cap 

level on a case-by-case basis. 
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concessional resources (Si) is determined by the following formula (wherein CCPR denotes the 
composite country performance rating, PCI denotes per capita income, and POP denotes 
population): 
 

Si = CCPRi 
2.00 × PCIi -0.25 × POPi 

0.60 × C 
 
14. The scaling factor, C, is a constant term where 
 

C = 1 ÷ ∑i (CCPRi 
2.00 × PCIi -0.25 × POPi 

0.60) 
 
15. The effect of squaring the CCPR on its component parts highlights the importance of the 
governance rating in the overall country allocation and is as follows: 
 

CCPRi
2.00 = (policy and institutional rating)i 

1.40 × (governance rating)i 
2.00 × (portfolio 

performance rating)i 
0.60

 
 
16. The PBA shares of group B countries will be modified when they are above the 
14% threshold (or soft cap). A group B country with a PBA share greater than the threshold will 
retain half of the amount above the threshold. For example, a group B country with an initial 
PBA share of 16% would receive a 15% modified PBA share; a group B country with an initial 
PBA share of 20% would receive 17%. The freed-up resources would be redistributed, pro rata 
in accordance with the initial PBA shares, among the other countries that are not subject to the 
soft cap and have access to concessional resources. 
 
17. The resources distributed according to the PBA formula are equivalent to the projected 
volume of concessional resources less the funds earmarked for regional projects, portions of 
premiums to post-conflict and reengaging countries, and the base allocation pool. Each 
country’s indicative assistance level is derived by applying its PBA share to the resources 
distributed according to the PBA formula. The initial country allocation is the sum of PBA 
formula-based allocations, base allocation, and a portion of post-conflict or reengaging premium, 
as applicable. The final country allocation is the initial country allocation adjusted for grant share 
and volume discount under the ADF grant framework.  
 

2. Allocations of Earmarked Funds 

a. Base Allocation 

18. Starting with the 2017–2018 biennial allocations, all DMCs receiving concessional 
resources will be provided with a base allocation of $6 million per year. This will enhance 
support to small DMCs and improve the effectiveness and performance incentives of the PBA 
system. 
  

b. Exceptional Support to Post-Conflict and Reengaging Countries 

19. ADB’s concessional assistance policy recognizes the need for flexibility in concessional 
assistance allocations to post-conflict and reengaging countries. ADB’s exceptional support to 
such countries is aligned with the framework under the 16th replenishment of the International 
Development Association (IDA16).14  

                                                
14 IDA introduced an exceptional allocation regime for countries facing turnaround situations starting with IDA17, 

replacing the post-conflict and reengaging regimes under IDA16. “A turn-around situation is a critical juncture in a 
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20. The IDA16 framework provides exceptional post-conflict and reengaging assistance to 
eligible countries in three stages. For post-conflict countries, it provides an initial 1-year 
allocation followed by 3 years of exceptional allocations and then a 6-year phased return to 
regular PBA. For reengaging countries, it provides an initial 1-year allocation followed by 1 year 
of exceptional allocation and then a 3-year phased return to regular PBA. 15  Eligibility for 
exceptional post-conflict treatment depends on the duration and intensity of the conflict. 16 
Decisions on eligibility for post-conflict or reengaging assistance are made in consultation with 
international partners. A transitional support strategy, which includes staff assessments of 
immediate rehabilitation needs and the prospects for social and economic recovery, determines 
the initial allocation. The strategy with an action plan that can be monitored should identify the 
role of concessional assistance and the scope and nature of collaboration with international 
partners. 
 
21. ADB staff assessments of country performances and their particular circumstances will 
guide decisions on initial allocations and exceptional allocations to support post-conflict or 
reengaging needs. For a post-conflict or reengaging country, the country performance 
assessment (CPA) will be prepared to derive the country allocation. For the first year of the 
phaseout, a post-conflict country receives its PBA formula-based allocation plus six-sevenths of 
the annual post-conflict premium. A reengaging country receives its PBA formula-based 
allocation plus three-fourths of the annual reengaging premium in the first year of the phaseout. 
For the second year of the phaseout, the post-conflict country receives its PBA formula-based 
allocation plus five-sevenths of the annual post-conflict premium, while the reengaging country 
receives its PBA formula-based allocation plus two-fourths of the annual reengaging premium. 
The continuing phaseout years follow the same formula. The 3-year phaseout period for 
reengaging countries covers one and a half of biennial allocation periods, and the 6-year 
phaseout period for post-conflict countries covers three biennial allocation periods.17 

                                                                                                                                                       
 

country’s development trajectory providing a significant opportunity for building stability and resilience marked by: 
(i) the cessation of an ongoing conflict (e.g., interstate warfare, civil war or other cycles of violence that significantly 
disrupt a country's development prospects); or (ii) the commitment to a major change in the policy environment 
following a prolonged period of disengagement from Bank lending, or a major shift in a country’s policy priorities 
addressing critical elements of fragility” (IDA. 2013. Implementation Arrangements for Allocating IDA Resources to 
Countries Facing “Turn-Around” Situations. Washington, DC: World Bank Group).To provide assistance to the 
transition of such countries under the existing exceptional post-conflict and reengaging regimes, these countries 
will be subject to a case-by-case extension of their phaseout period for the duration of IDA17. ADB will carefully 
study the implementation experience of the exceptional allocation regime for countries facing turnaround under 
IDA17 with the aim of aligning its exceptional support regime with IDA’s new exceptional allocation regime. During 
ADF 12, ADB will provide exceptional support to post-conflict and reengaging countries under the existing policy 
provisions. 

 http://www.worldbank.org/ida/papers/IDA17_Replenishment/Implementation-Arrangements-for-Allocating-IDA-
Resources-to-Countries-Facing-Turn-around-Situations-Background-Note-September-2013.pdf 

15  Under IDA16 (FY2012–FY2014), IDA decided to take a flexible, case-by-case approach to the treatment of the 
phaseout for post-conflict assistance. Based on the agreed criteria, IDA extended the phaseout period of post-
conflict premiums to those countries judged eligible for extension. As such, IDA extended Afghanistan’s post-
conflict phaseout to FY2014 (the end of IDA16) from FY2013. 

16 The IDA16 framework had three types of eligible countries: (i) a country that has suffered from a severe and long-
lasting conflict that led to a substantially reduced or inactive support program from IDA, (ii) a country that has 
suffered a short but highly intensive conflict that led to a disruption in IDA involvement, or (iii) a newly sovereign 
state that emerged through the violent breakup of another sovereign entity. In addition, the intensity of the conflict 
is considered to determine whether exceptional assistance is needed. 

17 The phaseout of the exceptional post-conflict assistance to Afghanistan was over 6 years starting in 2009 as 
originally planned. With Afghanistan continuing to face strong development needs, ADB in 2010 suspended the 
post-conflict assistance phaseout for 2011–2012. In 2012, ADB revised the original phaseout plan of post-conflict 

http://www.worldbank.org/ida/papers/IDA17_Replenishment/Implementation-Arrangements-for-Allocating-IDA-Resources-to-Countries-Facing-Turn-around-Situations-Background-Note-September-2013.pdf
http://www.worldbank.org/ida/papers/IDA17_Replenishment/Implementation-Arrangements-for-Allocating-IDA-Resources-to-Countries-Facing-Turn-around-Situations-Background-Note-September-2013.pdf
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c. Regional Pool 
22. Regional pool resources will be allocated on a project basis rather than by country. The 
regional pool is capped at 10% of the concessional resources envelope. An important basis for 
allocation decisions will be assessments of regional strategies and their record in delivering 
results. The box summarizes eligibility and prioritization criteria that will guide allocations to 
support regional projects.  
 

Eligibility and Prioritization Criteria for Financing from the Regional Pool 
 

A. Eligibility Criteria for Regional Projects 
 
(i) The country of record (i.e., the borrower or grantee) must have access to concessional 

assistance resources.  
(ii) Projects must not have component activities in countries with payment arrears to the Asian 

Development Bank (ADB). 
(iii) The project concept must demonstrate consistency with ADB’s Regional Cooperation and 

Integration Strategy,a the Operations Manual section on regional cooperation,b national poverty 
reduction strategies, and relevant country partnership strategies and country operations 
business plans. 

(iv) Project beneficiaries must include more than one country.c The benefits may derive from 
complementary national components of a regional project, or a single project in a neighboring 
country, with costs allocable to individual beneficiary developing member countries. Where 
costs are not readily allocable, a prior agreement among participating countries on cost 
sharing is necessary for ADB participation. 

(v) To demonstrate country ownership, the project must be partially financed from participating 
countries’ performance-based allocations (PBAs). Of the total concessional financing, two-
thirds will come from the regional pool and one-third from PBAs. The required contributions 
from biennial PBAs will be subject to a 20% ceiling. The 20% ceiling refers to the maximum 
share of a country’s PBA that will be required to cover the cost of the country’s participation in 
regional projects. The biennial allocation to be considered for the purpose of setting the 
ceilings is the net final country allocation. 

 
B. Prioritization Criteria 
 
If eligible project requests exceed the volume of the regional pool, Management will prioritize projects according 
to the following criteria: 
 

(i) Distribution of project benefits. Projects covering more countries will be given higher priority. 
(ii) Leveraging of external resources. Projects with larger shares of external financing (e.g., 

concessional resources from the PBA beyond the required amount, official and other 
concessional cofinancing, regular OCR financing, or private financing) will be given higher 
priority. 

(iii) Supporting institutional and policy harmonization. Projects supporting deeper integration 
and lowering cross-border transaction costs will be given preference. 

(iv) Consolidating earlier gains. Projects that build on previous successful regional cooperation 
efforts will be given priority. 

(v) Geographical distribution. Consideration will be given to ensuring the wide geographical 
distribution of regional funds. 

_________________________ 
a ADB. 2006. Regional Cooperation and Integration Strategy. Manila. 
b ADB. 2010. Regional Cooperation and Integration. Operations Manual. OM B1/BP. Manila. 
c  Some regional projects might occur in just one country, and some might involve cooperation with other 

developing member countries without access to concessional assistance. 
Source: Asian Development Bank. 

 

                                                                                                                                                       
 

assistance to Afghanistan and extended the phaseout period until 2018. Exceptional allocations to Afghanistan and 
Myanmar under ADF 12 are presented in section III. 
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3. Special Considerations 

a. Disaster and Emergency Needs 

23. The Disaster and Emergency Assistance Policy,18 the Additional Financing Policy,19 and 
this concessional assistance policy will guide allocations of concessional resources to support 
disaster and emergency needs. The DRF will be funded from the DRF grants set-aside and the 
COL reserve (para. 9). In case of a disaster, a group A country with access to concessional 
resources can get up to 100% of their annual country allocation from the DRF. If these are 
insufficient, any additional country demands will be met, in exceptional cases, through 
reductions in other countries’ concessional resources allocations. The DRF will reduce—but will 
not eliminate—the need to reallocate resources within existing programs and to draw on loan 
cancellations and savings to respond to disasters and emergencies. ADB seeks to attract 
cofinancing, wherever possible, to complement DRF resources. Appendix 6 provides details on 
the DRF. 
 

b. Absorptive Capacity Considerations 

24. The policy adopts a broad interpretation of absorptive capacity that recognizes 
macroeconomic (fiscal and debt), sector, and service delivery dimensions. Each of these areas 
may have constraints to the absorption of external resources. These constraints may be 
institutional, physical, and human; or social, cultural, and political. The PBA may be reduced 
where constraints in any of these areas are identified. However, such analysis should also help 
guide assistance strategies that aim to relax constraints and expand absorptive capacity. This 
approach may be particularly useful for FCAS countries.20 Absorption constraints for the client 
should be carefully differentiated from institutional processing constraints. The resources 
released will be reallocated to other concessional assistance countries, prorated according to 
PBA shares. 
 
B. ADF Grant Framework 

1. Country Eligibility 

25. Eligibility for the grant framework is limited to concessional assistance-only countries 
except in the case of grants for regional health security (RHS), which all concessional 
assistance countries are eligible for grants. The IDA gap countries are ineligible for ADF 
grants.21 For the ADF 12 period, under a transition arrangement, Bhutan and the Lao People’s 
Democratic Republic will become ineligible for grants in 2019 instead of in 2017 (para. 42). 

                                                
18 ADB. 2004. Disaster and Emergency Assistance Policy. Manila. 
19  ADB. 2010. Additional Financing: Enhancing Development Effectiveness. Manila. 
20  ADB adopts the harmonized country policy and institutional assessment (CPIA)—that is, the average of World 

Bank’s CPIA and ADB’s CPA—quantitative cutoff of 3.2 for determining an FCAS country. A country is classified as 
FCAS if it has either (i) a 3-year average harmonized CPIA rating of 3.2 or less; or (ii) had during the previous 3 
years the presence of a United Nations and/or regional peace-keeping or peace-building mission (e.g., African 
Union, European Union, North Atlantic Treaty Organization), with the exclusion of border monitoring operations. In 
2014, ADB classified nine of its DMCs as FCAS countries: Afghanistan, Kiribati, Marshall Islands, Federated States 
of Micronesia, Myanmar, Nauru, Solomon Islands, Timor-Leste, and Tuvalu. 

21  Gap countries in IDA are countries with per capita gross national incomes above the operational cutoff for more 
than 2 consecutive years, but are not creditworthy for lending by the International Bank for Reconstruction and 
Development, except for small island economies.   
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Grant-recipient countries generally will be restricted from public or public-guaranteed, regular 
OCR borrowing until their debt indicators improve.22  
 

2. Debt Distress Classification 

26. The risk of debt distress will determine the proportion of grants in the country allocation 
according to the following debt-distress classification: (i) low risk of debt distress—no grants,  
(ii) moderate risk of debt distress—50% grants, and (iii) high risk of debt distress—100% grants.  
 
27. Country debt distress risk classifications will be reviewed annually. The classification will 
be determined by, when available, the outcome of the forward-looking, debt-sustainability 
analyses for which uses the debt-sustainability framework of the International Monetary Fund 
and the World Bank for low-income countries.  
 
28. When a debt-sustainability analysis is unavailable, ADB will conduct its own assessment. 
In this approach, a country’s latest available external debt indicators are compared with the 
policy performance-dependent debt-burden thresholds under the debt-sustainability framework 
to determine the risk category, as follows: 

(i) Percentage differences between debt burden indicators for the net present value 
(NPV) debt to gross domestic product, NPV debt to exports, and debt service to 
exports ratios and their respective policy performance-dependent thresholds are 
calculated. 

(ii) The percentage differences for the two NPV debt ratios are averaged, and the 
average is compared with the percentage difference for the debt-service ratio. 

(iii) The risk category is determined to be high risk if the higher percentage difference 
is more than 10% above the threshold, low risk if it is less than 10% below the 
threshold, or moderate risk if it is between the two. 
 

3. Volume Discount 

29. A 20% volume discount will be applied to the initial country allocation. A country with a 
high risk of debt distress will receive 80% of the initial country allocation in ADF grants. A 
country with a moderate risk of debt distress will receive 40% of the initial country allocation in 
ADF grants and 50% of the initial country allocation in concessional OCR loans. A country with 
a low risk of debt distress will receive 100% of the initial country allocation in concessional OCR 
loans. The volume discount is intended to offset the risk of moral hazard to borrow excessively 
in order to access more grants from concessional creditors, thus replacing loans with grants for 
countries with poor debt management. Allocations under exceptional support to post-conflict or 
reengaging countries will not be subject to the volume discount. The indicative resources 
generated from the volume discount will be part of concessional OCR and will be reallocated 
proportionally among group A DMCs with a low risk of debt distress.23 
 

4. Projects Financed from the Regional Pool  

30. For projects financed from the regional pool, the grant shares that correspond to the 
country’s debt distress classification will be applied. Countries at high risk of debt distress will 
receive these funds fully as grants, while countries at moderate risk of debt distress will receive 
                                                
22  Exceptions to this restriction could be considered in individual cases for high revenue-earning projects that 

generate more net foreign exchange than the foreign debt-service requirement. This is consistent with the 
approach in the Graduation Policy for regular OCR borrowing by Group A countries. 

23  A hard-term facility will be discontinued starting with ADF 12. 
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half of their financing as grants and half as concessional OCR loans. No volume discount will be 
applied to these allocations.  
 

5. Nonconcessional Borrowing by Grant Recipients 

31. The purpose of providing grants to a country is to help improve the external debt 
situation and to ensure its future sustainability. However, a country may use the borrowing 
headroom freed up by the switch from concessional loans to grants to contract debt on 
commercial terms. In effect, the ADF grant would be subsidizing such nonconcessional lenders 
by reducing the likelihood of the country’s default. IDA has introduced mechanisms to deter 
grant-eligible countries from acquiring or expanding their nonconcessional debt.24 Under these 
mechanisms, IDA allocations will be reduced or their terms hardened. ADB will adopt a similar 
approach if an ADF grant recipient begins accumulating nonconcessional debt. 
 

III. SPECIAL ARRANGEMENTS FOR ADF 12, 2017–2020 

A. Exceptional Post-Conflict Support to Afghanistan 

32. Under ADF XI (2013–2016), Afghanistan continued to receive exceptional post-conflict 
assistance, reflecting the need to sustain ADB operations and build on hard-won but still-
precarious progress in post-conflict reconstruction and recovery. This assistance would 
gradually phase out during 2017–2020.  
 
33. Afghanistan has made tremendous progress since the fall of the Taliban and ADB 
reengagement in 2002. However, the pace of progress has been uneven and significant 
challenges remain. Growth remained slow in 2015 as deteriorating security and continuing 
political uncertainty sapped consumer and investor confidence. Gross domestic product growth 
is provisionally estimated to have accelerated marginally to 1.5% from 1.3% in 2014. An 
economic update on Afghanistan is in Appendix 7. 
 
34. A continued strong ADB presence in Afghanistan is warranted. Sustained assistance will 
be crucial to improve political stability, enable the implementation of reforms and delivery of 
public services, and increase economic growth. This will help stabilize the security situation, 
leading to positive and reinforcing feedback across all these dimensions. As Afghanistan’s 
largest on-budget donor for infrastructure, which is essential to sustained economic growth, 
ADB’s assistance program is vital to achieving these objectives. 
 
35. Therefore, the phaseout of the post-conflict assistance to Afghanistan will be suspended 
for the ADF 12 period. Afghanistan will receive its PBA formula-based allocation plus 7/18 of the 
post-conflict premium in 2017–2018 and in 2019–2020. The post-conflict premium during the 
ADF 12 period will be calculated as follows: (Post-conflict premium) = ($847 million) – PBA 
formula-based allocation. The proportion of grant assistance to Afghanistan will continue to be 
based on its risk of debt distress, in accordance with the ADF grants framework. 
 

                                                
24  IDA. 2010. IDA’s Non-Concessional Borrowing Policy: Progress Update. Washington, DC; IDA. 2008; IDA’s Non-

Concessional Borrowing Policy: Review and Update. Washington, DC; and IDA. 2006. IDA Countries and Non-
Concessional Debt: Dealing with the ‘Free-Rider’ Problem in IDA14 Grant-Recipient and Post-MDRI Countries. 
Washington, DC. 
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B. Exceptional Support to Myanmar 

36. ADB provided exceptional support to Myanmar during ADF XI. The exceptional ADF 
allocations covered the initial 2 years of reengagement (2013–2014) and 3 years of the 
phaseout (2015–2017).  
 
37. Myanmar has growth potential of 7%‒8% per year, but reform and major investments in 
infrastructure, a market-friendly enabling environment, and relevant skills will be needed if the 
country is to realize this potential. Appendix 8 provides an economic update on Myanmar. ADB 
estimates that public investments in infrastructure and the social sectors would need to rise 
steadily from $4 billion–$5 billion per year to $10 billion–$15 billion per year by 2020 if the 
country is to tackle its transport, power, and skill bottlenecks, and sustain high rates of inclusive 
economic growth. 
 
38. Since reengagement, the government and ADB have made good progress in formulating 
and adopting an interim assistance strategy, launching a range of capacity building initiatives, 
initiating knowledge work, and developing the first generation of policy-based assistance and 
investment operations. ADB support for policy and capacity building has made important 
contributions to government reforms and helped shape national and sector plans and strategies. 
ADB has established operations, nurtured excellent high-level relations with the government 
and other development stakeholders, and built a robust assistance pipeline. ADB is cooperating 
closely with other development partners to deliver assistance in ways that are harmonized and 
closely aligned with government and ADB priorities. 
 
39. To help Myanmar maintain the reform momentum, reduce the high poverty rate, improve 
connectivity, overcome power shortages, and build the human capital the country urgently 
requires, the phaseout of reengaging assistance to Myanmar during 2017–2020 will be 
suspended. Myanmar will receive its annual PBA formula-based allocation plus 2/4 reengaging 
premium in 2017–2018 and 2019‒2020. The reengaging premium during the ADF 12 period will 
be calculated as follows: (Reengaging premium) = ($524 million) – annual PBA formula-based 
allocation. The proportion of grant assistance to Myanmar will continue to be based on its risk of 
debt distress, in accordance with the ADF grants framework. 
 
C. Disaster Risk Reduction 

40. Recognizing the growing vulnerability to natural hazards, ADB will allocate grant 
financing for the Disaster Risk Reduction (DRR) financing mechanism during the ADF 12 period. 
DRR financing will be mainstreamed within the main ADF framework and will be integrated into 
the PBA process, providing an additional allocation to each concessional assistance-only 
country for DRR purposes. The grant financing for DRR will initially be allocated across all 
concessional assistance-only countries in accordance with their pro-rata shares in the PBA, 
subject to a 50% portion of their pro-rata share in PBA for countries at low risk of debt distress 
and a cap of $20 million per country. The balance in grant resources will be redistributed to 
grant-eligible countries. To encourage countries to invest in and mainstream DRR into their 
broader expenditure, countries at low risk of debt distress will be (i) provided access to an 
amount of COL resources at a 2:1 ratio to their grant allocation; and (ii) required to use either 
COL, their own, or other resources on at least a matching 1:1 basis for every $1.00 of utilized 
grant financing. Countries at medium risk of debt distress will be (i) provided access to 
additional COL resources at a 1:1 ratio to their grant allocation; and (ii) required to use at least 
$0.50 in COL, their own, or other resources for every $1.00 of grant financing. Appendix 9 
provides additional details on the DRR financing mechanism. 
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D. Regional Health Security 

41. ADB will make grants available to support RHS for all concessional assistance countries 
on a pilot basis during the ADF 12 period. RHS grants will be used to help countries meet 
international standards for health security, secure broader regional cooperation, strengthen 
health systems for better preparedness for pandemics (including by strengthening rapid alert 
systems and communication on public health threats), and respond to outbreaks with the 
assistance of an emergency facility. The allocation of resources for RHS will follow the same 
principle as the existing regional set-aside, and will prioritize grant-eligible countries. For OCR 
blend countries, greater ownership, including through a larger contribution of resources from 
their PBA compared with concessional assistance-only countries, would be a necessary 
condition for the provision of grants.25 Appendix 10 provides the details on RHS grants. 
 
E. Transition Arrangements for Gap Countries 

42. Under the IDA grants framework, gap countries are not eligible for IDA grants.26 As a 
transitional arrangement during the ADF 12 period, Bhutan and the Lao People’s Democratic 
Republic will become ineligible for grants in 2019 instead of in 2017. 
 
F. Arrangement for Pacific Developing Member Countries with the Removal of the 

4.5% Pacific Set-Aside 

43. Because of their size and geography, Pacific DMCs face a number of well-known 
obstacles—their economies tend to have a narrow base and are highly dependent on external 
trade, they are extremely vulnerable to economic shocks, they generally have weak institutions, 
and they are prone to natural disasters. ADB’s concessional support to these countries has 
always been underpinned by these considerations. Pacific DMCs negatively affected by the 
removal of the 4.5% Pacific set-aside will receive their allocations under ADF 12 at the level of 
resources received during ADF XI in real terms. The additional grant resources will be obtained 
from the ADF grant reserves, while the COL resources will come from the COL reserves.   
 

IV. CONCESSIONAL ASSISTANCE POLICY IMPLEMENTATION 

A. Policy Focal Point 

44. The focal point for the concessional assistance policy, located in ADB’s Strategy and 
Policy Department, is responsible for its implementation. Management decisions on allocations 
of concessional resources will be made based on the recommendations of the Director General 
of the Strategy and Policy Department.  
 

                                                
25  To demonstrate country ownership, the project must be partially financed from participating DMCs’ PBAs. For 

concessional assistance-only countries, two-thirds of the total concessional financing will come from RHS grants 
and one-third from PBA. For OCR-blend countries, one-fourth will come from RHS grants and three-fourths from 
PBA 

26  IDA. 2011. IDA 16: Delivering Development Results. Washington, DC; IDA. 2005. Working Together to Achieve the 
Millennium Development Goals. Washington, DC. Gap countries are countries with gross national income per 
capita per year that exceeds the IDA operational cutoff for more than 2 years. The IDA eligibility cutoff is 
determined by the operational policy of the World Bank. The most recent cutoff is indicated in the Operational 
Policy 3.10, Annex D of July 2015, which provides that $1,215 in 2014 dollars is the operational cutoff for IDA 
eligibility. 
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45. The focal point will support and coordinate the review of country performance ratings. 
Since these ratings will be disclosed publicly, the focal point will provide independent advice to 
Management on the credibility of the ratings and of the rating process. The vice-presidents of 
operation departments and the vice-president for knowledge management and sustainable 
development will make the final decisions on the ratings.  
 
B. Country Performance Assessment Exercise 

46. CPAs will be conducted, in principle, every 2 years for all concessional assistance 
countries. If country conditions warrant, CPAs may be conducted more frequently on an 
exceptional basis. The integrity of the concessional assistance policy and the allocation process 
will require ADB to carry out independent assessments and determine its own ratings. The 
concessional assistance policy supports joint assessments with third parties for FCAS countries 
and eligible post-conflict and reengaging countries, and would not preclude joint performance 
assessments in other countries, provided they do not impair ownership of and accountability for 
the ratings. If ratings were to diverge from third party ratings, a deeper analysis—including 
potentially more intensive dialogue with country authorities—would be needed. 
 
47. The World Bank’s country policy and institutional assessment (CPIA) rating guidelines 
will be used. The use of common criteria would help reduce client costs, support improved 
performance assessments, and, by extension, lead to more effective use of scarce concessional 
resources. 
 
48. Final CPA ratings may be shared with country authorities during country program 
confirmation, and their strategic and operational implications should be discussed thoroughly 
during country programming.  
 
49. A report on the CPA will be produced every 2 years. The CPA report will present 
numerical ratings on all performance criteria for all countries that are eligible for and have 
access to concessional resources. A vehicle for clients to comment publicly on ratings will be 
provided. Consistent with the Public Communications Policy 2011, 27  internal documents, 
including CPA narratives, will remain confidential. 
 
C. Portfolio Performance 

50. The measurement of portfolio performance in the PBA system is based on the proportion 
of approved at risk projects that are financed with concessional resources.28  
 
51. The pooled CPA results from the previous 3 years will be used for the ratings 
distribution.29 Similarly, the pooled percentage of projects at risk from the previous 3 years will 
be used to determine the matching scale. By pooling multiple years, the revised scale should 
avoid the idiosyncrasies of any single year, providing a more robust conversion scale. The 
conversion scale is expected to be used for the 4-year ADF replenishment period. However, the 
scale will be assessed at the time of the midterm review to ensure it remains appropriate.  
 
                                                
27  ADB. 2011. Review of the Public Communications Policy of the Asian Development Bank: Disclosure and 

Exchange of Information. Manila. 
28  The link between project progress reports and the allocation system creates a disincentive to report problem 

projects. To remove this disincentive, the PBA system limits projects considered at risk to those projects that are 
experiencing problems. 

29 Subject to availability of comparable historical data. 
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D. Allocation Process of Concessional Resources 

1. Country Allocations 

52. To reduce administrative overhead, ease bunching, and provide greater operational 
flexibility in matching allocations to programs and projects, most country allocations will be done 
biennially. The following parameters will guide the use of the biennial allocations: 

(i) At the end of each biennial period, unused country allocations can be carried 
forward for 12 months. If still unused at the end of this carryover period, they will 
revert to the common pool. 

(ii) For countries with biennial allocations of $40 million or more, annual approvals 
are expected to be from 37.5% to 62.5% of the biennial volume, consistent with 
the ceiling on the biennial volume. 

(iii) For countries with biennial allocations of less than $40 million and populations of  
1 million or more, annual approvals may be from 0% to 100% of the biennial 
volume, consistent with the ceiling on the biennial volume.  

(iv) For countries with biennial allocations of less than $40 million and populations 
less than 1 million, the following parameters will be used: 
(a) Approvals within the biennial period may vary from 0% to 175% of the 

biennial volume. Within these limits, annual approvals are unconstrained. 
(b) Unused allocations within the biennial period may be carried forward to 

the next biennial period, but not beyond. 
(c) Any approvals exceeding allocations in one biennial period will be 

deducted from the following biennial allocation. 
(d) Unused allocations at the end of an ADF replenishment period can be 

carried forward for 12 months. If still unused at the end of this carryover 
period, they will revert to the common pool. 

 
53. The parameters in para. 52 attempt to balance the supply and use of concessional 
resources. Without compromising the critical performance characteristics of the system, they 
also create incentives for internal resource mobilization and, through the carryover provisions, 
support project quality at entry. All proceeds from loan savings and cancellations will be retained 
within the originating operations group. Savings and cancellations generated from ADF grant-
financed projects will be used for ADF grant financing; savings and cancellations generated 
from concessional OCR-financed projects will be used for COL. Unused proceeds from savings 
and cancellations will generally be retained within the originating operations groups. If, within 
the proposed parameters, demands exceed available concessional resources, priority will be 
given to projects with quick-disbursing tranches. Approvals for remaining projects will be on a 
first-come-first-served basis, subject to Management’s approval. 
 
54. Based on expected revisions to the concessional resources, significant changes in 
country circumstances or performance, and operational considerations, Management may 
approve midterm revisions to biennial PBAs. Such revisions will be reported to the Board of 
Directors in an information paper. Within the concerned operations group, increased allocations 
may also be funded from unused loan savings and cancellations. 
 

2. Regional Allocations 

55. Management will consider funding proposals for regional projects, including those to be 
funded by RHS grants, on a biennial basis, alongside decisions on country allocations. 
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Proposals consistent with the eligibility criteria for regional projects are submitted to the PBA 
focal point. 
 

3. ADF Grant Allocation Process 

56. After the concessional resources are allocated according to the PBA formula, the level of 
grant assistance will be set based on the debt distress classification. A 20% volume discount 
will be applied to the initial grant allocation (para. 29). 
 
E. Disclosure 

57. Greater disclosure of information about the PBA (i) promotes improved public 
accountability for the use of shareholders’ funds, (ii) deepens client involvement in the PBA 
process, and (iii) helps improve the quality of assessments through increased public scrutiny. 
From the perspective of clients, greater disclosure should help focus and improve the quality of 
dialogue, strategies, and operational assistance. More broadly, ratings disclosure serves the 
public interest in monitoring country results and progress toward internationally agreed 
development policy objectives. CPAs would also provide an important resource to the policy 
research community. 
 
58. Numerical performance ratings from the CPAs for all eligible countries with access to 
concessional resources will be disclosed in accordance with the requirements of the Public 
Communications Policy 2011 (footnote 27). 
 
59. This policy is subject to compliance review under ADB’s Accountability Mechanism.30 
 

V. RECOMMENDATION 

60. The President recommends that the ADB Board of Directors approve 
 

(i) subject to the adoption by the ADB Board of Governors of the proposed 
resolution for the eleventh replenishment of the Asian Development Fund and 
sixth regularized replenishment of the Technical Assistance Special Fund (ADF 
12): 
 
(a) the concessional assistance policy as set out in Section II of this paper, 

which policy shall take effect on 1 January 2017 and supersede the 
existing performance-based allocation policy and ADF grant framework 
as set out in the policy papers listed in Appendix 2 of this paper on such 
date; and 

(b) the special arrangements for ADF 12 as set out in Section III of this 
paper; and 

 
(ii) the revision of the current terminology to the new terminology as set out in 

paragraph 5 of this paper with effect from 1 January 2017 for ADB’s existing 
policies that refer to the current terminology. 
 

                                                
30 ADB. 2012. Accountability Mechanism Policy 2012. Manila. 
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EVOLUTION OF ADB’S PERFORMANCE-BASED ALLOCATION POLICY 
AND GRANT FRAMEWORK 

1. The Asian Development Bank (ADB) approved the performance-based allocation (PBA) 
policy of Asian Development Fund (ADF) resources in March 2001. Before approval of the 
policy, the link between ADF allocations and performance had not been transparent or 
concerted.1 The policy explicitly recognized that ADF resources would be best directed to good 
performers in order to reduce poverty, and sought to create incentives for improved 
performance. Beyond the performance measurement and allocation framework, the policy 
provided Management with an important tool to strengthen development effectiveness through 
more focused policy dialogue, better country planning processes, and improved operations. The 
policy has led to more resources being allocated to better performing countries. 
 
2. ADB reviewed the PBA policy in 2004.2 This review largely formed the basis for the 
current PBA system. To help improve the quality of country performance assessments (CPAs), 
the review proposed using the World Bank performance criteria and performance assessment 
guidelines. The weight of governance in the measurement of country performance was raised 
from 30% to 50% to give that dimension a more central role in the allocation process. To 
strengthen the link among performance, allocation, and incentives, the allocation formula was 
recalibrated so that changes in the performance exercise led to a more powerful impact on 
allocations. The review also recalibrated the population weight to arrest excessive allocation of 
limited concessional resources to countries with large populations. 
 
3. Determining allocations for special needs is not possible on a formula basis. The review 
provided eligibility and allocation criteria for subregional projects and reiterated the commitment 
to adopt the International Development Association (IDA) framework implemented in its 13th 
replenishment (IDA13) to guide post-conflict allocations. The policy recognized that even though 
allocations to weakly performing countries should be limited, close engagement was still 
needed.3 

 
4. The review advocated deeper client involvement in the PBA and closer consultations on 
country performance ratings during the CPA exercise. Starting from 2005, ADB made CPA 
ratings public, an important step toward more transparency and stronger accountability for the 
policy.  
 
5. The responsibility for ADF allocations was moved from the operational departments to a 
PBA focal point in the Office of the Director General, Strategy and Policy Department. 
Allocations were made on a biennial cycle rather than on an annual cycle to provide greater 
operational flexibility in the use of allocations.  
 
6. ADB introduced ADF grants in ADF IX (2005–2008). The grant framework was aligned 
to that of IDA13. ADB revised the ADF grant framework in 2007,4 limiting grant eligibility to 
group A countries. The proportion of the ADF to be provided as grants became contingent on 

                                                
1  ADB. 2001. Policy on Performance-Based Allocation for Asian Development Fund Resources. Manila. 
2  ADB. 2004. Review of the Asian Development Bank’s Policy on the Performance-based Allocation of Asian 

Development Fund Resources. Manila. 
3  An ADB steering committee responsible for guiding the implementation of the 2007 approach agreed in June 2008 

to replace the use of the phrase “weakly performing countries” with “fragile and conflict-affected situations.” ADB. 
2007. Achieving Development Effectiveness in Weakly Performing Countries: The Asian Development Bank’s 
Approach to Engaging with Weakly Performing Countries. Manila. 

4  ADB. 2007. Revising the Framework for Asian Development Fund Grants. Manila. 
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the country’s debt distress classification. Countries with a high risk of debt distress receive 
100% of their PBAs as grants; countries with a moderate risk receive 50% as grants; and 
countries with a low risk receive 0% as grants. To avoid rewarding poor performance and 
creating an incentive for overborrowing to access more grants from concessional creditors, a 
20% volume discount is applied to the grant portion of a country’s performance-based ADF 
allocation. Projects financed from the subregional ADF pool or that use reallocated loan savings 
and cancellations are also subject to the same grant shares. The revised grant framework was 
substantially aligned with that under the IDA14 framework. 
 
7. The risk of debt distress is based on a debt-sustainability analysis using the joint 
International Monetary Fund–World Bank debt-sustainability framework for low-income 
countries. 5 The debt-burden thresholds under this framework are contingent on a country’s 
policy and institutional performance assessment, since better-performing countries can manage 
higher levels of debt without risking debt distress. ADB uses CPA results to determine a 
country’s policy performance. 
 
8. In 2008, ADB refined the revised PBA policy,6 modifying the country allocation shares of 
group B borrowers to ensure an appropriate level of financing for poorer countries. A threshold 
of 14% was set to determine which group B countries’ PBAs would be subject to modification. 
Group B countries with PBAs greater than the threshold retain half of the amount above the 
threshold. The freed-up resources are redistributed among other ADF-eligible countries outside 
of the Pacific according to their PBA shares. 
 
9. The 2008 paper adopted a new conversion scale for portfolio performance ratings 
matched to the CPA rating distribution to reduce the volatility of portfolio performance ratings, 
because implementation of the PBA has shown that portfolio performance ratings tend to be the 
most volatile element in the PBA formula. 
 
10. ADB also extended the phaseout period of exceptional assistance to post-conflict 
countries and began the phaseout for Afghanistan and Timor-Leste with their 2009–2010 
allocations. The phaseout approach was tailored to the specific needs of the two countries. 
 
11. To enhance country ownership of subregional projects, the 2008 paper revised the 
project eligibility and prioritization criteria for funding from the subregional pool. ADF financing 
for eligible projects would include one-third from the country allocation and two-thirds from the 
subregional pool. To ensure that this does not place unnecessary pressure on countries with 
small ADF allocations, the required contribution from countries would be limited to 20% of their 
country allocations. The country ownership criteria would apply whether or not the country is 
eligible for ADF loan or grant financing. A prioritization criterion promoting wider geographical 
distribution of the subregional funds was included. 
 
12. With Afghanistan continuing to need strong development assistance, ADB in 2010 
suspended the post-conflict assistance phaseout for 2011–2012. 7  Under IDA16 (FY2012–
FY2014), IDA decided to take a flexible case-by-case approach to the treatment of the phaseout 
for post-conflict assistance and extended Afghanistan’s post-conflict phaseout from FY2013 to 

                                                
5  IDA and International Monetary Fund. 2012. Revisiting the Debt Sustainability Framework for Low-Income 

Countries. Washington. DC. 
6  ADB. 2008. Refining the Performance-Based Allocation of Asian Development Fund Resources. Manila. 
7  ADB. 2010. Afghanistan: Proposed Suspension of the Post-Conflict Assistance Phaseout. Manila. 
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FY2014. In 2012, ADB revised the original phaseout plan of post-conflict assistance to 
Afghanistan.8 
 
13. During the ADF XI period (2013–2016), ADB piloted a Disaster Response Facility to 
provide timely and effective assistance to ADF countries to cover the costs of emergency 
assistance, restoration, and rehabilitation and reconstruction that arise after a disaster.9 ADB 
provided special allocations to Myanmar, following IDA’s framework for reengaging countries, to 
support ADB’s reengagement with the country. 10  Starting from 2015, ADB introduced a 
minimum allocation of $3 million per year to help meet the increasing development needs of 
small ADF developing member countries.11 

                                                
8  ADB. 2012. Afghanistan: Proposed Revision of Post-Conflict Assistance Phaseout. Manila. 
9  ADB. 2012. Piloting a Disaster Response Facility. Manila. 
10  ADB. 2013. Financing Asian Development Fund Operations in Myanmar. Manila. 
11  ADB. 2014. Introducing a Minimum Allocation in ADF’s Performance Based Allocation System. Manila. 
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PERFORMANCE-BASED ALLOCATION AND GRANT FRAMEWORK DOCUMENTS  

 
ADB. 2014. Introducing a Minimum Allocation in ADF’s Performance Based Allocation System. 
Manila. 
 
ADB. 2013. Financing Asian Development Fund Operations in Myanmar. Manila. 
 
ADB. 2012. Piloting a Disaster Response Facility. Manila. 
 
ADB. 2012. Afghanistan: Proposed Revision of Post-Conflict Assistance Phaseout. Manila. 
 
ADB. 2010. Afghanistan: Proposed Suspension of the Post-Conflict Assistance Phaseout. 
Manila. 
 
ADB. 2008. Refining the Performance-Based Allocation of Asian Development Fund Resources. 
Manila. 
 
ADB. 2007. Revising the Framework for Asian Development Fund Grants. Manila. 
 
ADB. 2004. Review of the Asian Development Bank’s Policy on the Performance-Based 
Allocation of ADF Resources. Manila. 
 
ADB. 2001. Policy on Performance-Based Allocation for Asian Development Fund Resources. 
Manila. 
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BACKGROUND INFORMATION FOR THE CONCESSIONAL ASSISTANCE POLICY 

1. The Board of Governors of the Asian Development Bank (ADB) approved the proposal 
to combine the Asian Development Fund (ADF) lending operations with the ordinary capital 
resources (OCR) balance sheet with effect from 1 January 2017. ADB will continue to follow the 
general principles governing concessional assistance—including replenishment negotiations (4-
year cycle), eligibility criteria (for ADF grants and concessional OCR loans), terms and 
conditions for concessional loans, and the performance-based assessment policy—that 
currently govern the ADF and ADF resources, as agreed with donors over the course of various 
replenishment cycles. ADB will seek a consensus among donors regarding any change of these 
principles before seeking consideration and approval by the ADB Board of Directors.  
 
2. After the approval of the proposal, ADB will continue to follow the performance-based 
allocation policy that governs the allocation of ADF grants and concessional OCR lending. 
Under the proposal, ADB will have a concessional assistance policy that consolidates and 
adapts the relevant operational policies applicable to ADF resources to cover concessional 
OCR lending. The proposal also indicated that ADB will present enhancements to strengthen 
concessional support for donors’ consideration during the ADF 12 replenishment negotiations. 
The concessional assistance policy will also incorporate the proposed enhancements if these 
are endorsed by ADF donors.  
 
3. The proposal indicated that ADF grant eligibility will be limited to group A developing 
member countries. 1  The level of debt distress will continue to be determined by debt-
sustainability analyses, which are conducted regularly in collaboration with the International 
Monetary Fund and the World Bank, using the debt-sustainability framework for low-income 
countries. The proportion of grants in country allocations will be determined by the debt distress 
classifications. Countries at high risk of debt distress will receive 100% grants, while countries at 
moderate risk will receive 50% grants.  
 
4. To smooth out grant allocations over the course of the replenishment period, a grant 
reserve will be established as part of the ADF–OCR combination proposal. This reserve will not 
be allocated initially but will be used to provide grant resources to countries that become eligible 
for grants during the course of the replenishment. This will avoid a situation where the resources 
allocated to other grant recipients are affected. To optimize the use of resources, the utilization 
of the reserve and its potential alternative use will be reviewed during the ADF 12 midterm 
review. The unused balance of this reserve at the end of each replenishment will be used as 
part of financing for the subsequent replenishment.  
 
5. Eligibility for concessional OCR will follow the current practice based on ADB’s 
Graduation Policy.2 Group A countries may access both ADF grants and concessional OCR, 
while group B countries may access both concessional and regular OCR. Group C countries 
may only access regular OCR loans. 
 
6. The proposal also stated that ADB would seek a consensus among donors on the level 
and use of concessional OCR to be delivered over the next 4-year replenishment period, based 
on country eligibility for concessional resources, demand from eligible countries, and ADB’s 
financial capacity. 

                                                
1  Except in the case of regional health security grants where all concessional assistance countries are eligible. 
2  ADB. 1998. A Graduation Policy for the Bank’s DMCs. Manila. 
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LIST OF KEY POLICIES APPLYING CURRENT TERMINOLOGY  

 
 
COUNTRY CLASSIFICATION AND COUNTRY FOCUS 

R71-08. Review of the 1998 Graduation Policy of the Asian Development Bank. 
 
BUSINESS PRODUCTS AND INSTRUMENTS 

R179-13. Enhancing ADB’s Lending Capacity. 
R45-13. Review of the Asian Development Bank’s Allocation of 2012 Net Income. 
R240-11. Review of the Asian Development Bank’s Loan Changes and Allocation of 

2011 Net Income. 
R221-06. Enhancement for the Asian Development Bank’s Loan and Debt Management 

Products. 
R195-05. Introducing the Local Currency Loan Product. 
Ordinary Operations Loan Regulations (Applicable to LIBOR-Based Loans Made from 

ADB’s Ordinary Capital Resources), 1 July 2001. 
R29-13. Blanket Waiver of Member Country Procurement Eligibility Restriction in Cases 

of Cofinancing for Operations Financed from Asian Development Fund. 
Regulations of the Asian Development Fund. 27 April 2009. 
R59-09. Establishing the Legal Framework for the Use of Asian Development Fund 

Resources for Grants. 
IN181-99. Review of Bank’s sector Lending Policies. 
Review of ADB’s Policy-Based Lending. 2011. 
Enhancing ADB’s Response to the Global Economic Crisis – Establishing the 

Countercyclical Support Facility. 2009. 
Program Lending Policy: Clarification. 2009. 
R210-99. Policy-Based Lending. 
R106-00. Finance for the Poor Microfinance Development Strategy. 
R78-00. Private Sector Development Strategy. 
R27-87. Review of the ADB Policies on Credit Lines to Development Finance Institutions. 
R71-04. Disaster and Emergency Assistance Policy. 
R192-12. Piloting a Disaster Response Facility. 
R168-06. Review of ADB’s Credit Enhancement Operations. 
R133-11. Maintaining Nonsovereign Public Sector Financing.2011 
IN.87-09. Private Sector Development and Nonsovereign Operations—A Model for 
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PERFORMANCE-BASED ALLOCATION SYSTEM 

 

 

 
ADF = Asian Development Fund, COL = concessional ordinary capital resources lending, DSA = debt-sustainability 
analysis, DRF = Disaster Response Facility, DRR = disaster risk reduction, PBA = performance-based allocation, 
RHS = regional health security.  
a The financing mechanism would provide financing to concessional assistance-only countries for DRR purposes.  
b Equivalent to 20% of the total ADF grant allocation for reserves and 10% of the total ADF grant allocation for DRF   
c Equivalent to 5% of the total COL allocation. 
d Represents additional financing, on a voluntary basis, from ADF donors, for regional health security. 
e Premiums for post-conflict support to Afghanistan and reengagement support to Myanmar.  
f The DRF is regularized under ADF 12.   
g Indicative resources generated from the volume discount will be part of concessional OCR and will be reallocated 

proportionally among group A DMCs with a low risk of debt distress.  
Source: Asian Development Bank. 
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DISASTER RESPONSE FACILITY 

A. Introduction  
 

1. The purpose of the Disaster Response Facility (DRF)1 is to reduce resource constraints 
that hinder the capacity of the Asian Development Bank (ADB) to assist group A countries in 
responding to disasters triggered by natural hazards, rather than dealing with policy or 
procedural constraints. Thus, the DRF will follow the existing policy frameworks on disaster 
management.2 
 
2. The Disaster and Emergency Assistance Policy (DEAP) 3 provides a comprehensive 
framework for determining the design, eligibility criteria, and business processes for emergency 
assistance loans. These loans provide short-term assistance to help rebuild high-priority 
physical assets and restore economic, social, and governance activities. If DRF assistance is 
designed under the DEAP, it will follow DEAP procedures. 
 
3. ADB’s Additional Financing Policy4 permits the use of ongoing projects as channels for 
emergency assistance. The DRF will follow the Additional Financing Policy’s procedures if the 
DRF-funded project is designed under the Additional Financing Policy. When ADB uses other 
modalities for disaster responses, the DRF assistance will comply with the respective policies 
and procedures as appropriate under such modalities. 
 
B. Disaster Response Facility  

 
4. The DRF is for disasters triggered by natural hazards. 5  It will support emergency 
assistance, restoration, and rehabilitation and reconstruction needs. The DRF will be funded 
from the DRF grants set-aside, as well as from the concessional OCR reserve for loan 
financing. In the case of a disaster, a group A country can get up to 100% of its annual final 
country allocation from the DRF. ADB coordinates with the World Bank’s Crisis Response 
Window (CRW) and other relevant development agencies in carrying out DRF operations as 
appropriate. This can include information sharing or deciding on the nature of support for a 
disaster.  
 
C. Objective  

 
5. The objective of the DRF is to provide timely and effective assistance to group A 
countries to cover the costs of emergency assistance, restoration, and rehabilitation and 
reconstruction that arise after a disaster. This objective is realized by providing a more 
predictable financing source.  
 
6. The DRF complements the disaster risk reduction activities mandated in the DEAP. It 
does not lessen the need for, or the importance of, ADB’s role in assisting developing member 
countries (DMCs) on disaster risk reduction and management.  
  

                                                
1  ADB. 2012. Piloting a Disaster Response Facility. Manila. 
2  This means that the business processes and other related aspects of the DRF may also change if the relevant 

existing policies and/or procedures change.  
3  ADB. 2004. Disaster and Emergency Assistance Policy. Manila. 
4  ADB. 2011. Additional Financing. Operations Manual. OM H5/BP. Manila.  
5  Disasters that are caused by multiple factors, for example natural events and human factors, will also be eligible for 

accessing the DRF.  
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D. Resources  
 

7. The DRF will be funded from the DRF grants set-aside, as well as the concessional 
OCR reserve for loan financing. 
 
8. In the event of a qualifying disaster, a group A country can get up to 100% of its annual 
final country allocation from the DRF to respond to the disaster. The risk of debt distress will 
determine the proportion of grants in the country’s DRF allocation. 
 
9. Because of its limited size, the DRF will reduce but will not eliminate the need for using 
portfolio restructuring and savings and cancellations for disaster response. Reprogramming or 
other means are likely to be used in parallel in most cases.6 Access to the DRF does not 
disqualify group A countries from accessing other ADB resources, such as the Asia Pacific 
Disaster Response Fund. ADB seeks to attract cofinancing wherever possible to complement 
DRF resources.  
 
10. In allocating DRF resources for a disaster, ADB will consider the need to spread the 
resources across a 2-year span and between countries with access to concessional resources. 
Because the timing of an occurrence and scale of disasters cannot be predicted, and the 
availability of resources at any given time is uncertain, ADB will exercise sound judgment in 
allocating DRF resources. 
 
E. Terms and Conditions  

 
11. The terms (e.g., loan, grant, grace period, interest rate, repayment terms, and maturity) 
follow the terms for ADF grants7 and concessional OCR and/or other relevant provisions (such 
as the DEAP) for applicable lending terms, as appropriate. 
 
F. Eligibility Criterion  

 
12. The criterion for accessing the DRF is the severity of a disaster.8 Only severe disasters 
will be considered for DRF assistance. Parametric data on disaster impact, if available, may be 
used to corroborate the intensity of an event as appropriate but would not be the only basis for 
eligibility.9 Disaster impact assessments may look at aspects such as the immediate economic 

                                                
6  During project implementation, surplus proceeds occur when ADB-funded components are canceled and/or when 

the cost or bidding price is lower than that estimated during processing, leading to savings and a subsequent 
reallocation of the savings within or between projects. At the country level, some countries cannot use up their 
allocated resources, leading to the need for reallocation between countries.  

7  ADB. 2005. Special Operations Grant Regulations. Manila (as amended from time to time). 
8  This includes loss and damages caused by the disaster, as appropriate.  
9  This is also the approach adopted under the World Bank’s CRW. As stated in the World Bank’s technical note, 

parametric data (e.g., the magnitude of an earthquake on the Richter scale) may not always adequately reflect the 
severity of a disaster. In the case of an earthquake, for example, disaster preparedness and proximity to human 
settlements are just as important factors in determining the severity of a disaster. While the 1965 Rat Islands 
earthquake was the 10th largest in human history with a magnitude of 8.7, it had little impact (no deaths and 
damage less than $10,000). The 2010 earthquake in Haiti, in contrast, had a magnitude of 7.0 but its low depth and 
proximity to the capital city of Port-au-Prince, compounded by limited disaster preparedness, made it one of the 
deadliest earthquakes on record (220,000 dead and 1.5 million injured) with damages estimated at $7.9 billion or 
120% of Haiti’s 2009 gross domestic product. International Development Association. 2010. Technical Note on the 
Establishment of a Crisis Response Window in IDA16. Washington, DC. 

  http://www.worldbank.org/ida/papers/CRW_September_2010.pdf. footnote 19. 

http://www.worldbank.org/ida/papers/CRW_September_2010.pdf
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damage, loss of lives and people affected,10 or issuance of a United Nations (UN) flash appeal, 
as appropriate.11 
 
13. Using the severity of a disaster as the criterion for accessing the DRF—and drawing on 
parametric data, a UN flash appeal, and other means to assess the severity, as appropriate—is 
harmonized with the approach of the World Bank’s CRW.  
 
14. Low-intensity impacts caused by frequent natural hazards should be systematically 
considered in country programs, and disaster risk reduction measures should be incorporated in 
project design and implementation. The expenditures for these should be financed from regular 
developmental resources or follow established reprogramming and/or other procedures. 
 
15. In determining whether DRF resources should be allocated to respond to a particular 
disaster, as well as the size of any allocation, ADB may also consider (i) ADB’s delivery 
capacity, including its presence and/or expertise in the country; (ii) the availability of resources, 
including the DRF, ADB’s headroom, domestic resources, and other external financing; and (iii) 
the country’s needs and response capacity.  
 
G. Processing Disaster Response Facility Assistance 

 
16. The DRF can cover all relevant aspects of emergency assistance, restoration, and 
rehabilitation and reconstruction costs that arise after a disaster that is determined to be eligible 
for the DRF.12 
 
17. Immediately after a severe disaster, ADB staff will review available impact information to 
form an early assessment regarding its severity and the need to access the DRF. As immediate 
post-disaster impact data are likely to be limited and evolving, the assessment may also take 
into account information such as whether the affected country has issued a declaration of state 
of emergency and requested ADB support.  
 
18. If initial information indicates a sufficiently severe impact and the concerned regional 
department determines that accessing the DRF is necessary, the regional department, in 
consultation with other relevant departments, will process and implement the DRF assistance in 
accordance with established business processes, as defined by relevant policies such as the 
DEAP, Additional Financing Policy, or policy-based lending, depending on the modality to be 
used to deliver the disaster-related assistance.  
 
19. Since disasters may highlight weaknesses in a country’s development projects that did 
not include sufficient risk-prevention measures, disasters provide an opportunity to build back 

                                                
10  This information may be drawn from the government or other sources, taking into consideration that information 

immediately after a disaster may only be preliminary or may not be readily available.  
11  As noted by the World Bank, the issuance of a UN flash appeal can be useful in determining the impact of a 

disaster. However, flash appeals are not suitable as an initial (and/or sole) trigger for accessing CRW resources for 
several reasons. First, flash appeals can be issued for disasters that would not necessarily qualify for CRW 
funding, e.g., a humanitarian crisis where the need for reconstruction support is limited. Second, flash appeals are 
often issued with a substantial delay. In the Haiti earthquake, for instance, the flash appeal was issued almost 1 
month later. In contrast, the World Bank announced its intention to provide exceptional International Development 
Association resources the day after the earthquake (after its Board had been briefed). Third, explicitly linking 
resources to flash appeals may create the expectation that resources would be used every time one is issued. This 
could lead to the misallocation of resources as well as institutional duplication, as high humanitarian needs may not 
always correspond to high needs for the reconstruction and recovery assistance that the CRW provides. IDA. 
2010. Technical Note on the Establishment of a Crisis Response Window in IDA16. Washington, DC. 

   http://www.worldbank.org/ida/papers/CRW_September_2010.pdf. para. 30. 
12  For example, the DRF can be used to support post-disaster technical assistance. 

http://www.worldbank.org/ida/papers/CRW_September_2010.pdf


26 Appendix 6 

 

safer. The DRF will support operations to build back safer and take measures to reduce risks 
from future disasters.  
 
H. Development Coordination  

 
20. As in other emergency and disaster response operations, ADB will coordinate with the 
DMCs and other development partners. The DRF support to group A countries will be limited to 
areas where ADB has a comparative advantage (e.g., areas where it has an established role or 
expertise, or can add significant value). ADB will also involve the civil society and bring in 
private sector partners where it sees suitable opportunities. ADB will share its assessments with 
other partners, undertake joint assessments with them, or make use of assessments by other 
agencies, as appropriate.  
 
21. Effective development coordination helps to augment resources. Equally important, it 
helps reduce duplication or conflicting assistance from different development agencies, and 
improves the efficiency and effectiveness of resource utilization. Consistent with the DEAP and 
ADB’s established practices, ADB will proactively coordinate with other development partners to 
enhance disaster risk management, including disaster risk reduction, as well as post-disaster 
responses. Such coordination is especially important in DMCs with high disaster risks.  
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AFGHANISTAN: ECONOMIC UPDATE 

1. Economic performance. In 2015, Afghanistan’s economic growth remained slow as 
deteriorating security and continued political instability subdued consumer and investor 
confidence. Real gross domestic product (GDP) growth is estimated to have slightly increased 
to 1.5% from 1.3% in 2014. On the supply side, output in the agriculture sector is estimated to 
have declined by 2%. Growth in the services sector, the largest contributor to GDP, rose to 
2.8%, driven by high demand. Expansion in industry declined to 1.4% because of lower investor 
and consumer spending. Opium production decreased by 48% in 2015 because of a reduction 
in area under cultivation. While opium is omitted from official GDP estimates, its earnings boost 
domestic demand and are a significant source of foreign exchange. 
 
2. On the demand side, private consumption remained weak but continued to be the main 
driver of growth, albeit at a slower pace because of uncertainty and income lost in the 
retrenchment of spending by security forces, whose numbers were significantly decreased in 
2014. Investment activities remained below the 2013 level.  
 
3. Consumer prices on average fell by 1.5% in 2015 because of lower global commodity 
prices and weak domestic demand. Food prices declined 1.9%, while nonfood prices dropped 
1.2%. However, prices have been steadily increasing since August 2015. The consumer price 
index (CPI) increased to 3.8% in March 2016 from –0.7% in March 2015. The nonfood CPI rose 
to 3.7% in March 2016 from –0.8% in March 2015, primarily because of increases in the prices 
of tobacco, clothing, furnishings and household goods, and health services. Food prices 
increased by 4.0% in March 2016 from –0.6% in March 2015 on the back of rising prices of 
sugar, spices, nonalcoholic beverages, vegetables, bread, and cereals.  
 
4. The government kept fiscal policy tight in 2015 by reducing civilian expenditures from the 
2014 level and slashing discretionary development budget by almost half. The tight fiscal stance 
was because of missed revenue targets, an accumulation of arrears, and a drawdown of cash 
reserves in 2014. On the positive side, domestic revenues increased by 22% in 2015 as a result 
of levying new taxes and improved compliance. The revenue collections exceeded the 
benchmark target agreed upon with the International Monetary Fund (IMF), but slightly lower 
than the budget target. The national budget continued to be heavily dependent on donor support. 
Grants financed 67% of budget—81% of development expenditures and 62% of the recurrent 
budget. As a result of controlled expenditures and higher revenue collections, the budget turned 
to a surplus of 0.7% of GDP in 2015 from deficit –1.9% of GDP in 2014.  
 
5. Growth in reserve money, the nominal anchor for monetary policy in Afghanistan, slowed 
to 7.0% in December 2015 from 13.3% in December 2014. Growth in broad money, known as 
M2, also slowed to 5.7% in December 2015 from 8.3% in 2014. In 2015, the exchange rate 
continued to be managed using a floating exchange rate regime, largely through biweekly 
foreign exchange auctions. Deteriorating security and the uncertain political situation led to 
weak demand for local currency and high demand for foreign currency. Because of declining 
foreign aid inflow and rising outflow of foreign exchange, the Afghani depreciated by 19% in 
2015.   
 
6. The current account, including grants, is estimated to have had a surplus equal to 4.5% 
of GDP in 2015, down from 6.4% in 2014. The decline was driven by a 26.5% drop in exports of 
services, mainly provided to foreign security forces. The withdrawal of international security 
forces led to loss of many local jobs that significantly reduced national personal income. 
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Excluding grants, the current account is estimated to have been in deficit equal to 41.7% of 
GDP, compared with 37.8% in 2014. 
 
7. Economic prospects. Economic growth is projected by ADB to accelerate slightly to 2.0% 
in 2016 and 3.0% in 2017, assuming security and political situations remain unchanged, donor 
support remains constant, and the current positive trend of policy- and governance-related 
reforms continues. To restore investor confidence, the business environment has to be 
improved, especially in the mining sector, and governance and rule of law need to be 
strengthened. If the government implements these governance improvements, moderate growth 
in the industry and services sectors is projected in the outlook period. Growth in the agriculture 
sector is forecast to remain flat in 2016 because of unfavorable climatic conditions, but will likely 
improve in 2017.  
 
8. Fiscal policy will continue to focus on improving revenue collection by at least 1% of 
GDP per year, as well as increasing the execution of the development budget through policy, 
governance, and capacity building reforms. The overall fiscal balance (including grants) is 
forecast to remain balanced in the outlook period with no borrowing in the forecast period as the 
donors will continue to fund the recurrent and development expenditures. The ratio of domestic 
revenues to recurrent spending is projected to improve to 45.0% in 2017 from 43.8% in 2015. 
 
9. Headline inflation is forecast to be 3.0% in 2016 and 3.5% in 2017, assuming constant 
agriculture production, stable international commodity prices, and pursuit of prudent fiscal and 
monetary policies by the government. The government will continue with a managed floating 
exchange rate regime to keep prices and the exchange rate stable, particularly preventing 
further depreciation of the Afghani, which is expected to remain under downward pressure 
because of the uncertain political and security situations in the medium term. 
 
10. Including grants, the current account is projected to decline to surplus of 2.0% of GDP in 
2016 and a deficit of 0.7% of GDP in 2017. The trend towards less favorable outcomes is due to 
growth in imports exceeding exports due to higher imports of mining related capital goods for 
mineral extraction. It underscores the need to pass the extractive industry law and adopt 
reforms to create a more friendly business environment. Excluding grants, the current account 
deficit is projected to be 42.0% of GDP in 2016 and 41.4% in 2017.   
 
11. Debt sustainability and fiscal outlook. The last IMF–World Bank joint debt 
sustainability analysis report was published in November 2015. Afghanistan’s external public 
and publicly guaranteed debt was $1.3 billion, equal to 6.4% of GDP in 2014, mostly to 
multilateral creditors. It is about 22% of exports and 40% of government revenues. Under the 
baseline scenario, total public debt is projected to be 18.3% of GDP in 2031‒2035; of this 
amount, total public external debt is estimated to be about 6.4% of GDP. These levels are still 
below the indicative debt-burden threshold applicable to an underdeveloped country like 
Afghanistan. Consequently, the country’s debt is sustainable by the end of the projection period 
under the baseline scenario.  
 
12. The baseline macroeconomic scenario assumes a steady security and political situation, 
with some improvements in the future, along with constant donor support and successful 
implementation of policy reforms. In the baseline scenario, growth is projected to recover 
steadily during 2014‒2020 and stabilize at about 5% in the long term (2019‒2035), supported 
by a recovery of confidence in investment and production, especially in the mining sector. The 
external account, excluding grants, is projected to improve gradually in the long term. Exports 
are projected to expand steadily and imports are projected to stabilize as donor-financed 
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imports slow. Therefore, the current account deficit (before grants) is projected to improve from 
37% of GDP in 2014 to 10% of GDP by the end of the projection period.   
 
13. Public expenditures are projected to decline marginally in 2016–2025. Security sector 
spending is projected to make up a large share of the budget, reaching 17% of GDP by 2020 
before declining to 13% of GDP by 2025, and stabilizing between 7%‒8% in the years beyond. 
Other fiscal pressures are expected to arise from an expansion of civil service, especially in the 
social sectors; an increase in pension costs; and an increase in operations and maintenance 
costs from donor- and government-built assets since 2002. Domestic revenues are expected to 
increase noticeably in the projection period. The ratio of domestic revenues to GDP is projected 
to reach 17% of GDP by 2025 and 20% of GDP by 2035. These projections are based on 
implementing the following tax policy reforms: (i) the adopting a value-added tax in 2019, which 
is expected to yield 1%‒2% of GDP in the medium to long term; (ii) increasing tax rates and 
coverage, including excise and property taxes; (iii) minimizing tax exemptions and stemming 
leaks by improving compliance and enforcement; and (iv) substantially improving tax and 
customs administration.   
 
14. Given these expenditure and revenue trends, the financing needs are expected to 
remain large. In the long run, the total budget deficit (excluding grants) will remain above 12% 
GDP. Only a small share could be financed through external loans based on concessional terms. 
The scope for domestic financing such as sukuk bonds, which are planned to be introduced in 
2018 mainly for liquidity purposes, will be limited. As a result, a financing gap of more than 10% 
of GDP is projected by 2020 and beyond.   
 
15. In the alternative scenario of potential risks, Afghanistan may be at high risk of debt 
distress. These risks include (i) a rapid decline in grants assistance combined with higher debt 
financing; and (ii) a deterioration in political and security situation, reversing revenue growth and 
increasing expenditures, particularly for security. These factors would put Afghanistan’s debt 
burden on an unsustainable path in the projection horizon.  
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MYANMAR ECONOMIC UPDATE 

1. Economic performance. Economic growth eased to about 7.2% in FY20151 because of 
(i) severe floods and landslides that damaged agriculture; and (ii) slower growth in the People’s 
Republic of China (PRC), which constrained trade and investment. In July–August 2015, a 
cyclone and intense monsoon rains caused widespread flooding and landslides that displaced 
more than 1.6 million people, killed 132, and devastated one-fifth of all cultivated land. The 
economic cost was estimated at $1.5 billion, equal to 3% of gross domestic product (GDP). It 
was a disaster for agriculture, which accounts for 30% of GDP and more than 60% of 
employment. International partners joined the reconstruction and rehabilitation efforts. 
 
2. Construction, manufacturing, and services nevertheless continued to expand. The 
government pushed ahead with structural reforms to raise investment in social and physical 
infrastructure and improve the business climate. Growth in services was spurred by further 
increases in tourist arrivals to 4.7 million in 2015, about 70% entering over land. Spending by 
tourists rose by 19% to $2.1 billion in 2015. Garment manufacturing maintained solid growth 
with new foreign-owned garment factories in Pathein, Bago, and Thilawa. Exports of garments 
rose by 28% to about $2 billion. Exports of natural gas increased by about 2.9% by volume, 
slower than in the previous year, but fell by about 18% by value to $3.5 billion. 
 
3. Indicating that business confidence remained robust despite the floods and political 
uncertainty ahead of national elections in November 2015, the number of business registrations 
in the first 9 months of FY2015 was comparable to that in the same period of FY2014 at 4,825. 
Approvals of foreign direct investment (FDI) totaled about $9 billion in FY2015, up from $8 
billion a year earlier, largely because of a $3 billion petrochemical project that was approved in 
late March 2016. Most of the FDI was channeled into telecommunications, oil and gas, and 
manufacturing, primarily garments. None went into agriculture. FDI disbursements in FY2015 
likely eased as well. 
 
4. Hikes in food prices after the floods and depreciation of the Myanmar kyat propelled 
inflation to 16.2% in October 2015. For FY2015 the average inflation rate was estimated at 
11.0%. A widening current account deficit contributed to the kyat depreciating by 26% against 
the United States dollar from April 2014 to January 2016.2 Rapid growth in credit to the private 
sector, estimated at 45% year on year, and 17.9% growth in the monetary base added to 
inflationary pressures. 
 
5. Higher government spending during the election year widened the consolidated fiscal 
deficit to about 4.8% of GDP in FY2015 from 2.9% in FY2014. Treasury bill auctions introduced 
in January 2015 broadened options for funding the deficit, but the auctions have not raised the 
amounts targeted. When fully implemented, the auction system should end the inflationary 
practice of monetizing the deficit through the sale of government debt to the central bank. The 
government is also addressing the fiscal gap through tax reforms that aim to raise the ratio of 
tax revenues to GDP from its current low level of about 8%. A new tax law approved by 
Parliament is the centerpiece of wider reforms that include income tax, commercial tax, and 
stamp duty. 
 

                                                
1  The fiscal year of the Government of Myanmar begins on 1 April and ends on 31 March. “FY” before a calendar 

year denotes the year in which the fiscal year starts, e.g., FY2015 begins on 1 April 2015 and ends on 31 March 
2016. 

2  As of 13 April 2016, $1.00 = MK1,181. 
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6. Merchandise exports increased only marginally in FY2015 because of softer demand for 
gems and minerals from the PRC, lower gas prices, and a decline in rice exports after the floods. 
Imports decelerated from the previous year but still grew at a double-digit rate as vigorous 
economic growth spurred demand for consumer and capital goods. Consequently, the trade 
deficit jumped by almost half, and the current account deficit widened to about 8.9% of GDP. 
Official reserves are estimated at 2.5 months of imports, down from 2.8 months in FY2014. 
Declining foreign reserves likely prompted the central bank’s move in mid-2015 to intensify 
measures to curb the use of United States dollars. 
 
7. Reforms for finance and business. In January 2016, Parliament passed the amended 
Financial Institutions Law, which lays the foundation for more efficient licensing of financial 
institutions and a modern finance sector with enhanced supervision. The law sets guidelines for 
domestic and foreign banks, including more stringent rules on paid-up capital and reserve 
requirements. Four foreign banks received licenses in March 2016, adding to the nine that were 
licensed in 2014. 
 
8. An important reform for the business environment will be the ratification expected in 
2016 of a new company law that incorporates international standards of corporate governance. 
The law will define a foreign company according to a threshold of investment from overseas, 
which will allow foreign equity investment in Myanmar companies that are not joint ventures, as 
well as enable foreign firms to participate in capital markets. The new Yangon Stock Exchange 
started trading in March 2016, initially with one company listed. Five more have been approved 
for listing and others have applied. 
 
9. Medium-term economic prospects. GDP growth is forecast to recover to 8.4% in 
FY2016 and a similar pace in FY2017. The successful completion of national elections is 
expected to boost FDI. Additional FDI is seen flowing into newly established special economic 
zones and the rapidly expanding transport and energy industries. Government policy makers 
who took office in April 2016 have committed to continuing reform, which is necessary for 
Myanmar to achieve its growth potential, estimated at 8.0% annually. Cross-border economic 
integration will be an important driver of growth. 
 
10. The FY2016 budget passed by Parliament in February 2016 calls for a modest reduction 
in the fiscal deficit. Revenue and expenditure are expected to fall in FY2016. The government 
has laid out an ambitious fiscal plan that includes raising tax revenue, spending more efficiently, 
and restructuring state economic enterprises. 
 
11. Inflation will moderate as the agricultural recovery from the floods lowers food prices, but 
it is projected to remain high at 9.5% in FY2016 and 8.5% in FY2017. To manage the rapid 
growth in credit, the central bank is preparing to strengthen bank supervision and prudential 
controls, as well as to improve the functioning of the interbank money market to provide 
benchmarks for short-term lending rates. Maintaining exchange rate flexibility will be crucial, as 
measures to resist depreciation have been largely counterproductive and led to a reduction of 
reserves. 
 
12. The current account deficit is expected to narrow to 8.3% of GDP in FY2016. Stronger 
economic growth will drive up imports, but this will be partially offset by lower prices for imported 
oil. Exports of agricultural products will rebound, while those of manufactured products will 
continue to grow. However, gas export prices will remain under downward pressure. Stronger 
efforts are needed to build up official reserves to more comfortable levels to address 
vulnerabilities in the fiscal and external accounts. 
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13. Despite significant economic reforms, Myanmar still faces daunting challenges. One key 
challenge is to maintain stability on the macroeconomic front and in regions affected by conflict. 
Another is to address deficits in infrastructure and in human resources and capacity that 
constrain social and economic development. A third challenge is to maintain and advance 
progress on reforms to improve governance and strengthen public sector management, private 
sector development, and regional cooperation and integration. Intensified efforts are needed to 
improve the business environment through legal and regulatory reforms, better access to 
finance, and targeted trade and investment promotion and facilitation. 
 
14. Thin external and fiscal buffers, ethnic and sectarian tensions, the limited capacity of the 
new government to maintain reform momentum, and vulnerability to bad weather pose risks to 
the economic outlook. El Niño is expected to bring drought to the dry zone in central Myanmar 
and unseasonable rainstorms to lower Myanmar. 
 
15. Debt sustainability. External debt increased to about $9.7 billion in FY2015, equal to 
14.7% of GDP. The International Monetary Fund and the World Bank have assessed Myanmar 
as being at low risk of debt distress. External and domestic public debt management has been 
strengthened through a new public debt law ratified by Parliament in early 2016 and a recently 
established debt management office. External debt is projected to rise to $11.2 billion in FY2016, 
equal to 15.7% of GDP. However, Myanmar’s risk of debt distress is expected to remain low as 
most debt is on concessional terms and the government has been cutting commercial borrowing. 
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DISASTER RISK REDUCTION 

A. Introduction 
 

1. Rising disaster losses reflect increases in exposure and vulnerability to natural hazards 
as countries expand and develop with insufficient regard to disaster risk. Asia and the Pacific is 
subject to all major types of natural hazards and experiences a disproportionately high share of 
global disaster impacts relative to its economic and demographic size. Climate change 
threatens to accelerate the pace of growth in losses further, increasing the intensity and, in 
some areas, frequency of extreme climatic events. 
 
2. Disasters undermine progress in poverty reduction, disrupt development plans, and 
hinder the achievement of economic goals and targets. Urgent action is required to reduce 
disaster losses, tackling the root causes of disaster risk. However, many countries in Asia and 
the Pacific and around the world have yet to take substantive practical steps to reduce physical 
disaster risk or stem the continuing year-on-year rise in risk for several reasons. In particular, 
governments typically favor using their limited resources for projects that address short-term 
development priorities, yield assured near-term benefits, and generate positive streams of direct 
or indirect income. While disaster risk reduction (DRR) has potentially high rates of return, most 
of the benefits are realized in terms of reduced disaster losses that are not easily observed—
and benefits may not be realized for many years. In addition, the nature and scale of disaster 
risk, opportunities to strengthen resilience, and related net benefits are insufficiently understood. 
There is a common misperception that investments in resilience are necessarily expensive  
 
B. Objective 

 
3. The objective of DRR grants is to help spur investment in DRR in resource-constrained 
concessional assistance-only countries, strengthening disaster resilience, encouraging further 
investment in this area, and contributing to sustainable, inclusive development. The grants 
would strengthen knowledge and understanding of the scale of disaster risk and the need for 
greater investment in this area, and would support practical measures to reduce disaster risk.  
Furthermore, the grants would directly demonstrate the benefits of DRR in project areas that 
subsequently experience a disaster.   
 
4. The DRR financing mechanism would focus solely on disaster risk linked to natural 
hazards, including both climate-related hazards such as floods, tropical cyclones, and droughts 
and geophysical hazards such as earthquakes, tsunamis, and volcanic eruptions. Supported 
projects would use a multi-hazard approach, taking into account and addressing as appropriate 
all major types of natural hazards faced in the project area.  
 
C. Resources 

 
5. Funds will be made available from within the concessional resources framework for DRR.  
 
D. Terms and Conditions 

 
6. The DRR financing mechanism would be mainstreamed within the main ADF framework 
and integrated into the PBA process, providing an additional allocation to each concessional 
assistance-only country specifically for DRR. The grant financing for DRR will initially be 
allocated across all concessional assistance-only countries in accordance with their pro-rata 
shares in the PBA, subject to a 50% portion of their pro-rata share in PBA for countries at low 



34 Appendix 9 

 

risk of debt distress and a cap of $20 million per country. The balance in grant resources will be 
redistributed to grant-eligible countries. To encourage countries to invest in disaster risk 
reduction and mainstream it into their broader expenditure, countries at low risk of debt distress 
will be provided access to an amount of concessional ordinary capital resources lending (COL) 
at 2:1 ratio and will be required to utilize either COL, their own, or other resources on at least a 
matching 1:1 basis for every $1.00 of utilized grant financing. Countries at medium risk of debt 
distress will be provided access to additional COL resources at a 1:1 ratio to their grant 
allocation and will be required to utilize at least $0.50 in COL, their own, or other resources for 
every $1.00 of grant financing. The terms of the DRR grant will be subject to the applicable ADF 
grant regulations1.  
 
E. Eligibility criterion 

 
7. The DRR financing mechanism could be used for both structural and nonstructural 
measures for  

(i) stand-alone DRR projects,  
(ii) discrete DRR components of other grant and loan projects, and 
(iii) the incremental cost in strengthening the disaster resilience of infrastructure 

investments.  
 

8. Structural measures entail physical constructions and the application of engineering 
techniques to strengthen disaster resilience.  
 
9. Nonstructural measures embrace any measures not involving physical construction that 
use knowledge, practice, or agreement to reduce risks and impacts, particularly through policies 
and laws, disaster risk assessments, ecosystem-based solutions, public awareness raising, 
training, and education.2   
 
10. Countries can pool their DRR allocations to undertake regional DRR projects. Regional 
DRR projects would be eligible for assistance, for instance to support (i) disaster risk 
assessments and mapping across continuous borders, (ii) flood protection works and flood 
monitoring and early warning systems along shared water networks, (iii) regional 
hydrometeorological services and data sharing, and (iv) glacial lake outburst flood risk 
management.   
 

                                                
1   ADB. 2005. Special Operations Grant Regulations. Manila (as amended from time to time). 
2 United Nations Office for Disaster Risk Reduction. 2009. Terminology on Disaster Risk Reduction. Geneva. 
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REGIONAL HEALTH SECURITY GRANTS 

A. Introduction 
 

1. Regional health security (RHS) is a vital regional public good (RPG) with several drivers 
including the following: (i) increasing mobile populations—and subsequent vulnerability to 
climate change and natural disasters—that amplify the chances of spreading infectious 
diseases across developing member countries (DMCs); and (ii) the costly nature of recurring 
and emerging of new infectious diseases are most likely to originate, from animals and vector-
borne diseases.1  
 
2. The development community widely acknowledges that critical gaps in the region’s 
capacity and preparedness for large-scale public health threats remain. These include 
(i)  human resource constraints to cope with health threats; (ii) substandard surveillance 
systems across countries; (iii) gaps in research and development of real-time tools and methods 
for assessing the risks of disease emergence; (iv) insufficient capacity to forecast emerging 
diseases through a shift from reactive to preventive measures; (v) inadequate increased surge 
capacity of medical goods to respond quickly to outbreaks and pandemics; and (vi) lack of 
rigorous methods for timely collation, synthesis, and dissemination of regionally relevant data to 
inform prompt, evidence-based, policy response. 
 
3. DMCs tend not to prioritize their own financing for RPG promotion, mainly because of 
their limited resources, the non-rival nature of regional health security, and difficulties in 
attributing the costs of benefits. Hence, grant assistance can create incentives for DMCs to 
increase their focus and investment in RPGs, capture the positive externalities, and mitigate 
negative externalities and market failure associated with RPGs. 

 
B. Objective 

 
4. The objective of the RHS grant is to provide support to DMCs to (i) meet international 
standards for health security, (ii) secure broader regional cooperation, (iii) strengthen health 
systems for better preparedness for pandemics (including by strengthening rapid alert systems 
and communication on public health threats), and (iv) respond to outbreaks with assistance of 
an emergency facility. This financing will also enable the use of innovative financing approaches 
to incentivize the DMCs to use support from the Asian Development Bank (ADB) to strengthen 
their health sector budgets and sustain programs on vaccine-preventable diseases, malaria, 
tuberculosis, and HIV/AIDS. 

 
C. Resources 

 
5. RHS grants will be funded on a voluntary and pilot basis for the period of Asian 
Development Fund (ADF) 12. The allocation of resources for regional health security will follow 
the same principle as the existing regional set-aside. 

  

                                                
1  Emerging infectious diseases are defined as diseases in humans and animals that have recently increased in 

severity, incidence, or geographic range; moved into new populations; or are caused by newly evolved pathogens. 
Vectors are living organisms that can transmit infectious diseases between humans or from animals to humans. 
Many of these vectors are bloodsucking insects, such as mosquitoes, flies, fleas and ticks. World Health 
Organization.  Vector-borne Diseases. http://www.who.int/mediacentre/factsheets/fs387/en/ 

http://www.who.int/mediacentre/factsheets/fs387/en/
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D. Terms and Conditions 
 

6. The terms of the RHS grant will follow the applicable ADF grant regulations.2  
 
E. Eligibility Criterion 

 
7. All concessional assistance countries will be eligible to receive RHS grants with two 
caveats: (i) priority and a large share of the financing will be given to grant-eligible DMCs; and 
(ii) for ordinary capital resources (OCR) blend countries, greater ownership—including through a 
larger contribution of resources from their performance-based allocation (PBA)—of envisioned 
interventions would be a necessary condition for the provision of grants.   
 
8. To demonstrate country ownership, the project must be partially financed from a 
participating DMC’s PBA. For concessional assistance-only countries, two-thirds of the total 
concessional financing will come from RHS grants and one-third from the PBA. For OCR-blend 
countries, one-fourth will come from RHS grants and three-fourths from the PBA.  
 
9. RHS grant financing will be considered in accordance with the following allocation 
criteria: 

(i) Benefits for a broad constituency of DMCs and consistency with ADB’s 
development mandate and its relative strengths.  

(ii) Prioritization of eligible DMCs with an ongoing and planned ADB health sector 
portfolio for a strong leveraging effect.    

(iii) Strong government commitment, financial management and fiscal responsibility, 
and assessment of measurable outcomes and impacts. 

(iv) Focus on sustainable projects or programs that strengthen health systems for 
RHS while reinforcing development partner coordination. 

(v) Support for regional components that can build on existing mechanisms for 
regional cooperation and integration; components must also take into account 
the shared interest of that region.3 

(vi) Support for structuring innovative blended lending products for DMCs.  
(vii) Support to strengthen regional capacity development, regional development 

partner coordination, knowledge sharing, policy harmonization, and data sharing 
for health security. 

(viii) Presence of a clear institutional and financial gap, i.e., appropriate mechanisms 
do not exist or are insufficient to address the particular issue. ADB should fully 
account for the mandates and strengths of other relevant development partners. 

(ix) ADB capabilities in operational experience and instruments at the country level. 
 
 

                                                
2  ADB. 2005. Special Operations Grant Regulations. Manila (as amended from time to time). 
3  For example Greater Mekong Subregion countries have a joint human development strategy with defined health 

regional cooperation activities, including communicable diseases control. ADB. 2013. Strategic Framework and 
Action Plan for Human Resource Development in the Greater Mekong Subregion. Manila. 
http://www.adb.org/sites/default/files/institutional-document/33966/files/gms-sfap-hrd-2013-2017.pdf  

http://www.adb.org/sites/default/files/institutional-document/33966/files/gms-sfap-hrd-2013-2017.pdf
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