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Discussion Highlights 
 

A. Rigorous Impact Evaluation: Low-Income Housing Finance in Sri Lanka 
 
1. IED staff explained that the impact evaluation was conducted on the housing finance component 
of the urban development and low-income housing (sector) project in Sri Lanka.  The project provided 
small housing loans to households with income levels below the 55th percentile of the income 
distribution. The evaluation was based on household surveys conducted by IED, with a sample of 2,022 
households, looking at the socioeconomic impact in six areas: physical condition of housing, housing 
income and expenditure, housing completeness, labor force participation, school-age children’s 
education, and health indicators. The project’s housing finance component had three objectives: (i) to 
promote access to housing loans for low-income persons; (ii) to promote banks’ interest in providing 
housing loans to low-income households; and (iii) to improve housing conditions and quality of life for 
borrowers. IED concluded that the project was successful for objectives (i) and (ii) but not for objective 
(iii), particularly in terms of social welfare improvement. 
 
2. IED’s findings showed that only about 1 per cent of the project beneficiaries were in the lowest 
10 per cent income group while about 85 per cent were middle-income or near middle-income groups. 
IED noted only marginal social impact to the beneficiaries because the majority of the borrowers were 
already in the middle or near middle-income groups who already had quite good education with children 
in school and relatively good health indicators. A lesson drawn was that the project could have better 
selected its target group.  
 
3. Another finding related to the housing loan design: loans had small average amounts, about 4.5 
per cent of the present value of a house which allowed borrowers to be able to make only marginal 
improvements in their houses rather than major renovations. Many project households therefore 
borrowed additionally from other sources to improve their houses and thus added immediate payment 
pressures. In addition, nearly 80 per cent of the beneficiaries borrowed with short-term loans of less than 
five years. Repayment pressures made the borrowers less attentive to activities to improve welfare 
measures such as education and health. The project therefore had lower impact in terms of longer-term 
welfare indicators.  
 
4. SARD staff highlighted the effectiveness of the project in delivering on its objectives in targeting 
the low-income housing market segment. She clarified that while the project was designed to serve the 
bottom of the pyramid of the low income market, it was not specifically designed to serve the base of the 
bottom of the pyramid. The project tested the extent to which support could be provided on market-
based financing terms for income levels below the 55th income percentile. The project relied on 
specialized financial institutions with a mandate to support housing development in this market. The 
majority of funding for this low-income housing segment was provided by the Housing Development 
Finance Corporation representing 69 per cent of all disbursements, with only 3.5 per cent of 
disbursements provided by commercial banks and 28 per cent from regional development banks. These 
financial institutions were required by the Central Bank of Sri Lanka to meet strict eligibility criteria, 
including tests of financial soundness and creditworthiness. At the same time, participating institutions 
had to contribute their own capital to the program (which represented 26 per cent of total funding).  
 
5. DEC requested clarification from staff on the relatively high interest rate charged by the 
participating financial institutions. SARD staff indicated that financial institutions subscribed to the 
prevailing market rate, and those were the conditions under which support had to be provided under 
very strict eligibility requirements provided by the Central Bank.  
 
Attainment of project objectives 
 
6. In reference to the third objective of the project’s housing finance component of facilitating 



improvements of housing conditions and quality of life, SARD staff opined that given the size of the 
loans provided, with hindsight, there may have been a possible lack of congruence between the size of 
the loan amounts provided and the component’s stated objective.  Most of the loans supported housing 
renovations while housing purchases comprised a very small part of the total loans. At the same time, 
however, she emphasized that the project delivered in terms of providing low income households with 
access to market-based loans and demonstrated that financial institutions were prepared to provide 
market-based financing to the bottom of the pyramid. An important questions was whether the financial 
institutions involved continued to serve the lower income market segments after the project was 
completed in 2006. IED staff indicated that it had looked at how the ADB housing loan had served to 
leverage other sources, including from commercial banks. The impact evaluation found the project to be 
successful in facilitating access to finance. 
 
7. In terms of the sustainability of the housing finance component, SARD staff indicated that it 
would be useful to measure to what extent the government’s own alternative program for low-income 
housing which it had established in 2003 had specifically targeted and effectively served the base of the 
bottom of the pyramid which the ADB project did not purposely target. Had the government’s own 
program resulted in financial institutions further expanding their outreach and support to the lowest 
income segments, there would have been little need for and value addition from a housing revolving 
fund.  
 
8. A DEC member asked about the capacity of the housing finance sector in general. IED staff 
explained that the project provided loans through several participating institutions, such as Housing 
Development Finance Corporation, Hatton National Bank, Regional Development Bank and Bank of 
Ceylon. IED staff noted that while it did not evaluate the capacity of these institutions because it was not 
part of the impact evaluation, but databases of financial institutions were reviewed during the household 
surveys. It was observed that only about 55 per cent of loan records were available.  Furthermore, some 
inconsistencies were found in the household records relating to household income and location.  This 
indicated the relatively weak capacity of the information systems. However, in staff’s view, there did not 
appear to be any major problems with regard to loan performance. In terms of governance, IED staff 
noted that these are well established banking institutions. 
 
9. IED staff noted that the evaluation suggested that the project did not really reach the very poor 
on socioeconomic aspects while international experience in other countries, such as Mexico, showed 
that the poorest could indeed be reached. IED staff noted that given the average loan sizes, health 
conditions were unlikely to be improved.  Socioeconomic benefits could therefore have been targeted 
differently. It was also noted by IED that if further development of the financial sector was envisaged, 
one housing loan was not enough and a follow-up phased approach would be needed. 
 
10. A DEC member indicated that it was clear from the objective of the project that the aim was not 
to finance the poorest people but to promote and develop housing financing through the formal financial/ 
banking sector. If the project had been targeting the poorest households, a different approach and 
project design would have been adopted.  
 
11. SARD staff reinforced that the project comprised multiple components of intervention and 
therefore multiple objectives, outputs and outcomes. The project had a substantial urban infrastructure 
component, comprising 62 per cent of total project cost with the housing loan component comprising 
only 26 per cent of total cost. With respect to the objective of improving access of low income 
households to market based housing finance, the project was implemented as designed. IED staff 
clarified that the objective of the impact evaluation study was to evaluate if the project assisted in terms 
of the socioeconomic impacts of the housing finance component.  
 
12. A DEC member opined that longer loan terms with lighter repayment burdens could have 
increased household welfare and the poverty impact. He welcomed the fact that women’s average labor 
force participation was significantly improved, although only in households with higher education levels, 
and suggested these lessons be considered for designing future projects.  
 
13. DEC members noted that the overall effect of housing loans on poverty reduction was limited 



because the households that couldn borrow money from banks were not so poor and tended to have 
some savings as well as jobs. Thus, the estimated welfare impact of the housing loans on employment, 
education and health was limited and indirect. Some DEC members recommended that given ADB’s 
limited resources and in line with the Millennium Development Goals, ADB consider targeting  support at 
the poorest households in a more efficient and effective way. One DEC member noted, however, that 
the poorest households do not have collateral to provide against loans, and cannot afford to repay the 
loan installments in short periods.  
 
14. SARD staff referred to the project’s framework which clarified that health and other 
socioeconomic benefits were to be delivered by other components of the project. According to this 
framework, the low-income housing component did not specifically indicate the objective of improving 
health conditions, but that of ensuring that participating credit institutions support low-income 
households with housing finance. The objective of improving environmental and health conditions was 
expected to be delivered through the urban infrastructure component which provide infrastructure to 
improve storm water drainage, solid waste management and sanitation facilities, among others. IED 
staff pointed out that the third objective of the low-income housing finance component related to 
improving housing conditions and quality of life for the beneficiaries. The latter included education and 
health outcome indicators studied in the impact evaluation. 
 
Absence of baseline data 
 
15. Absence of baseline data was highlighted as a problem in undertaking impact evaluation studies. 
A DEC member noted that IED recommended that sufficient resources, both funding and staff skills, 
need to be provided to produce baseline surveys. He asked if there were alternatives to conduct impact 
evaluations without having to rely on expensive baseline surveys.  
 
16. SARD staff indicated that regional departments were fully committed to ensuring the availability 
of credible baseline data for impact evaluations given their importance on credibly assessing 
development outcomes and effectiveness. She added that regional departments were carefully 
prioritizing projects for impact evaluation which corresponded to the leading priorities of client DMCs.  
Simultaneously, they were mindful of the time intensiveness and the costs involved. IED indicated that it 
was useful to have data development incorporated into project operations. This would be cheaper than 
creating surveys to generate the data after the project is completed. He noted that surveys were only 
done for selected projects amenable for impact development. 
 

B. User Perception Survey of IED 
 
17. IED staff made a presentation on the user perception survey of IED conducted by Towers 
Watson (Report dated 8 June 2011). Towers Watson implemented and analyzed the results drawn from 
a questionnaire and a series of interviews with ADB staff and Board members. The survey covered staff 
perception on: (i) readership, quality and usage of information services and evaluation products , (ii) 
IED’s role in promoting self evaluation, capacity development, impact evaluations, and other 
evaluations, and (iii) IED’s independence, accountability and behavioral characteristics. The overall 
response rate was 50 per cent comprising of operations and non operations staff both in the 
headquarters and field offices. Survey responses by demographic groups were generally positive 
ranging from 68 per cent to 90 per cent with favorable responses. 
 
18. Survey respondents perceived IED highly favorable on: (i) disclosure, (ii) improving the quality of 
project completion reports, (iii) accountability, (iv) relevance to ADB’s work and, (v) organizational 
learning. IED scored less favorably on (i) innovation, (ii) providing solutions, (iii) fostering a learning 
culture, and, (iv) collaboration. IED staff also noted that IED viewed itself more favorably than the survey 
respondents perceived of IED in innovation and providing solutions. DEC members also stressed the 
importance of (i) improving evaluation capacity of DMCs, (ii) conducting studies which were in-depth but 
fewer in number, and (iii) maintaining independence while improving collaboration with operational 
departments. IED staff emphasized that IED’s independence was contingent on (i) Management’s 
openness to IED’s findings, (ii) the Board’s vigilance in following-up recurring issues, and (iii) IED’s 
efforts to avoid conflicts of interest.     



 
C. IED Work Program 2012–2014 and Proposed IED Budget for 2012 

 
19. DEC members endorsed the work program and budget with minor revisions. Some of the issues 
raised included: (i) the size and scope of evaluation capacity development in DMCs, (ii) IED’s capacity to 
do evaluation work for private sector operations, (iii) the reason behind high staff turn-over, (iv) the focus 
on agriculture and rural development despite not being a core area of operations under Strategy 2020, 
(v) the possibility of conducting an earlier evaluation on social protection policy in light of Management’s 
proposal to prepare an operational plan, and (vi) the need to dedicate a specific section on the poverty 
reduction impact of proposed projects.   
 
20. IED staff noted DEC’s recommendations and provided clarifications. On evaluation capacity 
development in DMCs, it was agreed that in-house trainings would be conducted for ADB staff and 
instead of launching missions for DMC capacity building, other means would be sought. With regard to 
the focus on agriculture and rural development, DEC members requested IED to revise the study to 
emphasize aspects aligned with ADB’s Strategy such as food security, rapid urbanization, rural 
infrastructure, financial inclusion, cost and benefits of safeguards implementation, and examine the 
efficiency of ADB’s policy for trust funds including evaluating the carbon trust funds. On staff turn-over, 
IED mentioned that it was caused partly by some retirements while some IED staff moved to operations 
as part of their career development. It was agreed that IED would send a revised budget to BPMSD and 
the Budget Review Committee (BRC), with the DEC’s endorsement. IED’s work program would be 
finalized after the discussion and presented to the Board.  
 

D. Conclusion  
 
21. DEC welcomed the impact evaluation study of ADB’s assistance for low-income housing finance 
in Sri Lanka. The matching estimation method used for studying the welfare impact of the housing loans 
provided useful insights into the development effectiveness of housing finance loans. Of the $102.99 
million loan to Sri Lanka approved in 1998, a little over a quarter was meant for low-income housing. 
There were important benefits from the project including an improved access to finance on a continued 
basis for those households which were beneficiaries of the housing finance project and higher labor 
force participation of women for those households which availed of the housing finance loans. However, 
some DEC members saw scope for improvement in increasing the welfare impact of such loans by 
improved targeting of the poor. DEC encouraged staff to monitor the rates of interest at which loans 
were on-lend by the participating financial institutions and also to devise terms which would be useful for 
the poor, particularly in terms of appropriate maturity.  
 
22. DEC considered the draft IED Work Program for 2012-2014 and the 2012 Budget. It broadly 
endorsed the program subject to some minor revisions on the proposed Annual Evaluation Review and 
emphasis on food security, and slowing down the migration rate to the optimal level for appropriate 
speed of developing urban infrastructure. It encouraged IED to contribute to evaluation capacity 
development for developing member countries by allowing officials to participate in its in-house program. 
It urged IED to look at financial inclusion in its proposed evaluation of microfinance development 
strategy, and the cost and benefits of ADB’s safeguards implementation. The DEC also endorsed IED’s 
2012 budget.  
 


