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EXECUTIVE SUMMARY 

This discussion paper seeks the endorsement of Asian Development Fund (ADF) donors 
for the proposed revisions to the performance-based allocation system to better address future 
development needs of the region. The following revisions are proposed: 
 

(i) To support small developing member countries (DMCs), introduce a base 
allocation of $6.0 million per year for all DMCs with access to ADF grant 
resources and concessional ordinary capital resources (OCR) lending, and 
discontinue the 4.5% set-aside for the Pacific DMCs. This will simplify the 
performance-based allocation system.  

 
(ii) Provide exceptional post-conflict support to Afghanistan in ADF 12 at about the 

same level as in ADF XI. This will sustain the Asian Development Bank’s (ADB) 
program in Afghanistan, help enhance political stability, enable reforms to be 
implemented and public services to be delivered, and increase economic growth. 

 
(iii) Increase exceptional support to Myanmar during ADF 12 by about 40% from 

ADF XI, to provide needed support for the Asian Development Bank’s Myanmar 
program to support economic, social, and political transitions in the country.  

 
(iv) Regularize the Disaster Response Facility (DRF) for concessional assistance-

only countries only, starting with the ADF 12 period, with a revision that the DRF 
will be funded from DRF grants included in the ADF grants contingency and from 
the contingency set-aside of concessional OCR for loan financing. This will help 
provide additional resources when development needs of countries suddenly 
increase after a disaster or emergency. 

 
(v) Fully adopt the joint International Monetary Fund–World Bank debt sustainability 

framework for low-income countries for debt-sustainability analyses to help 
ensure a consistent policy message to the countries and equal opportunities for 
the development partners. International Development Association gap countries 
would not be eligible for ADF grants. 

 
(vi) Undertake country performance assessments every 2 years, instead of annually, 

to support more efficient use of resources. 
 
(vii) Establish two contingencies—one for grant resources, including the DRF grants, 

at 30% of grant allocations; and another for concessional OCR at 5% of COL 
allocations, to help ensure adequate assistance throughout the ADF 12 period.  



 

I. INTRODUCTION 

1. In April 2015, 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. It will become effective on  
1 January 2017.1 After the proposal is effective, ADB will continue to follow the performance-
based allocation (PBA) policy, which governs the allocation of ADF grants and concessional 
OCR lending (COL). ADB will develop a concessional assistance policy2 that consolidates and 
adapts relevant policies for operations applicable to ADF resources to cover their application to 
include the COL. The proposal includes the provision that ADB present revisions to strengthen 
concessional support for consideration by ADF donors during the ADF 12 replenishment 
negotiations. The concessional assistance policy will incorporate any proposed revisions 
endorsed by ADF donors. A flow chart illustrating the PBA under the concessional assistance 
policy, including the proposed revisions, is presented in Appendix 1.  
 
2. This discussion paper describes and seeks the endorsement of ADF donors on the 
proposed revisions to the PBA system to enable ADB to better address the development needs 
of Asia and the Pacific. 
 

II. THE PROPOSALS 

A. Support for Small ADF Developing Member Countries 

1. Providing Meaningful Support 

3. Proposal 1. Replace the current $3 million per year minimum allocation with a $6 million 
per year base allocation for all developing member countries (DMCs) with access to ADF grants 
and COL. 
 

a. Existing Policy Provisions 

4. During ADF XI, ADB introduced a minimum allocation3 of $3 million per year in the PBA 
system for concessional assistance (CA) countries.4 The goal was to provide a meaningful 
amount of assistance to small DMCs in the Pacific and to ensure minimal implications of ADF 
operation in other CA countries. 5  Six Pacific DMCs—Kiribati, the Marshall Islands, the 
Federated States of Micronesia, Nauru, Palau, and Tuvalu—received additional allocations in 

                                                
1
  ADB. 2015. Enhancing ADB’s Financial Capacity for Reducing Poverty in Asia and the Pacific. Manila. 

2
  ADB. 2015. Draft Concessional Assistance Policy. Paper prepared for the First ADF 12 Replenishment Meeting in 

Manila, Philippines, 28–30 October. 
3
  As compared with scenarios of base allocations, the $3 million per year minimum allocation has the smallest effect 

on other CA countries. Under the base allocation, final country allocation is the base allocation plus PBA formula-
based allocation (and a portion of post-conflict or reengaging premium as applicable). Under the minimum 
allocation, any country whose allocation has fallen below the minimum will have its allocation topped up to the 
minimum amount. 

4
  CA countries are defined as countries that have access to ADF grant and/or concessional OCR lending. In ADF 12, 

17 CA-only countries have access to concessional assistance only (Afghanistan, Bhutan, Cambodia, Kiribati, 
Kyrgyz Republic, Lao People's Democratic Republic, Maldives, Marshall Islands, Myanmar, Nauru, Nepal, Samoa, 
Solomon Islands, Tajikistan, Tonga, Tuvalu, and Vanuatu); and 10 OCR blend countries have access to both 
concessional and market-based OCR loans (Bangladesh, Federated States of Micronesia, Mongolia, Pakistan, 
Palau, Papua New Guinea, Sri Lanka, Timor-Leste, Uzbekistan, and Viet Nam). 

5
  ADB. 2014. Introducing a Minimum Allocation in ADF’s Performance-Based Allocation System. Manila. 
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2015‒2016 through this arrangement. ADB classifies five of them as fragile and conflict-affected 
situations (FCAS).6 
 

b. Needs and Absorption Capacities of Pacific Developing Member 
Countries 

5. Demand for concessional resources in the Pacific is projected to be strong. The 
financing needs of the Pacific DMCs for concessional assistance for 2017–2018 exceed 
projected allocations of $279 million (see Appendix 1, Table A1). Building on the experience of 
operations in the Pacific, meaningful allocations of ADF grants and COL will allow ADB to scale 
up efforts to ensure key infrastructure is more climate-resilient and environmentally sustainable, 
and to improve maritime links through new investments in wharves and jetties. They will also 
allow ADB to support education and health projects in the pipelines and invest in improving 
water supply and sanitation and public sector management.  
 
6. Greater support from ADB brings significant benefits to Pacific island clients, although 
ADB needs to ensure that programs in the smallest Pacific island countries recognize capacity 
limitations. ADB will focus on replicating success elsewhere in the Pacific, on regional solutions, 
and on strong coordination with partners. Still, financing of ADF grants and COL for the smaller 
Pacific island states, even with the newly introduced minimum allocations, will not exceed 5% of 
resources available for PBA to the CA countries. After expanding assistance to the Pacific 
countries, the International Development Association (IDA) reports that increased financing can 
be absorbed, even in the smaller Pacific island countries. 
 

c. Rationale 

7. Given the projected larger combined resource envelope in ADF 12, ADB could enhance 
its support to small DMCs to meet their development needs in partnership with other 
development partners in Asia and the Pacific. ADB’s experience shows that ensuring a 
meaningful amount of support in the smaller Pacific island countries to address unmet country 
needs has contributed to development in the region. With demand for investment continuing to 
increase, particularly in infrastructure and transport, from small Pacific DMCs, ADB considers 
that the introduction of a base allocation of $6 million per year to all CA countries would provide 
adequate increase in concessional resources to small CA countries, while reflecting their 
absorptive capacity. 
 
8. ADB introduced a $3 million per year minimum allocation in 2015, no lessons are yet 
available from the ongoing operations. Nevertheless, the new minimum allocation per year was 
well received by the six small Pacific DMCs and has made longer-term planning possible with 
country authorities aligned with the national development plans. This has enhanced their 
engagement and ownership of ADB assistance. In particular, it has facilitated planning for larger 
investments with longer-term implementation (e.g., infrastructure investment in information 
technology), and hence also expanded absorption capacity and prepared the necessary 
foundation for ADB assistance to catalyze. The 2015–2016 pipelines of five of the six Pacific 
DMCs benefiting from the $3 million per year minimum allocation exceed a $6 million biennial 
allocation. The exception is the Marshall Islands with a pipeline for 2015–2016 of $5 million, yet 
a very strong pipeline in 2017.  

                                                
6
  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. 
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9. Under the minimum allocation, any country whose allocation has fallen below the 
minimum will have its allocation topped up to the minimum, regardless of the results of the 
country performance assessments (CPAs). A review of the current allocation system indicates 
that the link between performance and the allocation incentive of the system could be improved, 
while ensuring meaningful support to small DMCs. If ADB introduces a base allocation in 
ADF 12, the country allocation will be the base allocation plus a PBA formula-based allocation 
(and a portion of post-conflict or reengaging premium as applicable). The results of CPAs for 
even the smaller CA countries will then impact the country allocation. This helps preserve the 
performance incentive in the PBA system. 
 
10. IDA quadrupled its annual base allocations to SDR4 million during IDA 17 (FY2015–
FY2017) from SDR1 million in IDA 13 for all countries with IDA access.7 The World Bank’s 
experience in the smaller Pacific island countries has shown that they need more assistance to 
address unmet needs. Since 2009, the World Bank has scaled up its engagement in the Pacific 
(excluding the larger Papua New Guinea and Timor-Leste): during FY2010FY2014, total IDA 
approvals exceeded $250 million.8  
 
11. To enhance its support to small DMCs, and improve the effectiveness and performance 
incentives of the allocation system, ADB proposes replacing the current $3 million per year 
minimum allocation with a $6 million per year base allocation for all CA countries. This change 
would align ADB’s approach with that of IDA.  
 

2. Simplifying the PBA System 

12. Proposal 2. Subject to the endorsement of proposal 1 (para. 3), discontinue the 4.5% 
set-aside for the Pacific DMCs. 
 

a. Existing Policy Provisions 

13. Since ADF VIII (20012004), the PBA system has set aside 4.5% of ADF resources, 
allocated according to the PBA, for Pacific DMCs. This unique feature of ADB’s PBA system 
responds to the mandate in the Agreement Establishing the Asian Development Bank (the 
Charter), that ADB should have special regard for the needs of smaller or less-developed 
member countries in the region. 
 

b. Rationale 

14. If proposal 1, introduction of the $6 million per year base allocation, is endorsed, then 
projected allocations to all CA countries, except for Papua New Guinea, will be increased from 
their respective country allocations in 2015–2016, and will exceed the current 4.5% set-aside for 
the Pacific DMCs.9 The Pacific share would reach 4.8% of the PBA pool even without the Pacific 
set-aside. 
 
15. Discontinuing the 4.5% Pacific set-aside in the new ADF–OCR setup will simplify the 
PBA system and reduce the distortion of the Pacific set-aside to the system, while ensuring 

                                                
7
  The African Development Bank under the 13th replenishment of the African Development Fund (2014–2016) 

provided a minimum allocation (equivalent to SDR5 million per year) under its PBA system. 
8
  IDA’s fiscal year ends on 30 June. 

9
  Papua New Guinea is an OCR blend country and receives support from market-based OCR, which can be 

increased to compensate for the reduction of COL. 
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smaller CA countries receive larger allocations. In addition, this is expected to help reduce the 
complexity of operations, and remove the potential need to adjust the size of the Pacific set-
aside in the event a large Pacific country graduates from eligibility for concessional assistance. 
Illustrations of the impact from the minimum and base allocation with and without the Pacific set-
aside are given in Appendix 2. 
 
16. This proposal is in line with ADB’s Independent Evaluation Department (IED) 
recommendation to remove the 4.5% set-aside for Pacific island countries as it became 
redundant with the increase in minimum country allocation to $3 million under ADF XI. 10   
 
B. Exceptional Support Regimes under the Performance-Based Allocation System 

1. Existing Policy Provisions 

17. The PBA policy recognizes the need for flexibility in allocating concessional resources to 
post-conflict and reengaging countries. ADB’s approach to exceptional allocations to such 
countries aligns with the IDA 16 framework, which provides exceptional post-conflict and 
reengaging assistance to eligible countries.11 
 
18. IDA introduced an exceptional allocation regime for countries facing "turn-around" 
situations for IDA 17.12 The regime would cover future post-conflict and reengaging countries, 
as well as other countries experiencing significant new opportunities for change. Allocations to 
eligible countries would be based on performance and needs, reflected in notional maximum 
per-capita allocations as under the existing post-conflict and reengaging regimes. To smooth 
the transition of countries currently under existing exceptional post-conflict and reengaging 
regimes, either to the regular PBA system or to the new exceptional “turn-around” regime (at the 
latest by the end of IDA 17), these countries would be subject to a case-by-case extension of 
their phasing out period for the duration of IDA 17. 
 
19. ADB will carefully study the implementation experience of the exceptional allocation 
regime for countries facing "turn-around" under IDA 17, with the aim of aligning its exceptional 
support regime with the new exceptional allocation regime of IDA going forward. During ADF 12, 
ADB would provide exceptional support to post-conflict and reengaging countries under the 
existing policy provisions. 
 

2. Exceptional Support to Afghanistan 

20. Proposal 3. Maintain ADF grant allocations to Afghanistan during ADF 12 at about $858 
million in ADF XI. 

                                                
10

 IED. 2015. Corporate Evaluation Study on Asian Development Fund X and XI Operations: Opportunity Amid 
Growing Challenges. Manila: ADB.  

11
 The exceptional post-conflict and reengaging assistance is provided in three stages: an initial allocation, followed 
by exceptional allocations linked to performance norms, and then a phased return to regular PBA. 

12
 A “turn-around” situation is defined as a critical juncture in a country’s development trajectory marked by (i) the 
cessation of an ongoing conflict (e.g., interstate warfare, civil war or other cycles of violence, and/or partial state 
collapse that significantly disrupt a country's development prospects); or (ii) the commitment to a major change in 
the policy environment either following a prolonged period of disengagement from IDA lending (i.e., reengaging 
countries) or a major shift in a country’s policy priorities. See International Development Association. 2013. 
Implementation Arrangements for Allocating IDA Resources to Countries Facing “Turn-Around” Situations. 

 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
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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a. Post-Conflict Allocations to Afghanistan under ADF XI 

21. 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 in the country. Following the 
framework of exceptional post-conflict assistance to Afghanistan as defined in ADF X, ADB 
revised the original phaseout plan and extended the phaseout period to 2018. ADF provisions to 
Afghanistan in ADF XI were greater than those envisaged under the original phaseout plan 
during ADF X, and an additional 3/18 of the post-conflict premium is to be provided to 
Afghanistan in 2017–2018. 
 

b. Need for Continued Exceptional Support to Afghanistan 

22. 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. The political instability that followed the presidential election in 2014 and the 
withdrawal of international security forces at the end of 2014 greatly affected the economy. The 
gross domestic product (GDP) dropped to 1.7% in 2014 from 3.4% in 2013. The sharp drop in 
growth in the past 2 years contrasts with the annual average of 9.2% growth during 2003‒2012. 
An economic update of Afghanistan is presented in Appendix 3. 
 
23. While conditions in Afghanistan are complex and challenging, ADB has been making 
notable contributions to the country’s economic growth and development through ADF financing. 
ADB has focused on transport, energy, and agriculture and natural resources. ADF financing 
has promoted inclusive economic growth by providing vital infrastructure to urban and rural 
areas, creating and expanding economic opportunities, ensuring broader participation in these 
opportunities, and supporting greater benefit sharing.  
 
24. A continued strong ADB presence in Afghanistan is warranted. Sustained assistance will 
be crucial to enhance 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. ADB’s assistance 
program is central to this as ADB has been the largest on-budget donor for infrastructure, which 
is essential to sustained economic growth.  
 
25. Afghanistan’s demand for concessional resources is strong. The indicative 2017–2018 
operational pipelines amount to $252 million for firm projects with scope for expansion plus 
$646 million in standby projects, if additional funding becomes available. 13  The planned 
transport network connectivity investment program will support investments in railways and the 
east–west corridor prioritized by the government for economic development. The planned 
Salang corridor project will provide a new alignment for the Salang pass, which is vital to help 
improve connectivity between Central and South Asia. While these interventions are critical 
pieces of infrastructure to secure Afghanistan’s economic growth and eventual fiscal 
sustainability, they will require significant concessional resources to realize their execution and 
prevent debt distress.14 

                                                
13

  ADB. Forthcoming. Draft Country Operations Business Plan: Afghanistan, 2016–2018. Manila. 
14

  ADB will not be able to execute all of these projects with its own resources. The Afghanistan Infrastructure Trust 
Fund, administered by ADB, can leverage cofinancing to support these investments. However, a critical mass of 
ADB financing is required to attract cofinancing and ensure the viability of the fund.  
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26. However, under the current phaseout of the post-conflict premium in 2018, only 3/18 of 
the post-conflict premium will be provided to Afghanistan in 2017–2018, and assistance in 
2019–2020 will be based solely on the PBA formula. ADF provisions to Afghanistan are 
expected to reduce drastically from $858 million during 2013–2016 to only $453 million during 
2017‒2020; this would significantly impact ADB operations in Afghanistan. 
 

c. Exceptional Support to Afghanistan during ADF 12 

27. ADB proposes suspension of the phaseout of post-conflict assistance to Afghanistan for 
4 years, during 2017–2020. Afghanistan would receive its PBA formula-based allocation plus 
7/18 of the post-conflict premium in 2017‒2018 as well as in 2019‒2020 (Figure 1). The post-
conflict premium during the ADF 12 period will be calculated as follows: 
 

(Post-conflict premium) = ($847 million)15 – PBA formula-based allocation 
 

Figure 1: Percentage of Post-Conflict Premiums  
in the Proposed and Existing Plans 

 
ADF = Asian Development Fund. 
a
 Under the current phaseout scheme, only 3/18 (or 16.67%) of the post-conflict premium would be provided to 

Afghanistan. ADB proposes to provide 7/18 (or 38.89%) in 2017–2018 and 2019–2020. 
Source: Asian Development Bank. 

                                                
15

 The exceptional biennial allocation of $734 million in ADF XI was a proportional scale-up from that in ADF X. With 
the approved ADF–OCR combination and the projected larger combined resource envelope in ADF 12, the 
exceptional biennial allocation of $847 million could not follow the approach of ADF XI and was recalibrated to 
enable ADB to provide exceptional support to Afghanistan in ADF 12 at about the same level of post-conflict 
assistance. 
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28. This change would enable ADB to provide about the same amount of exceptional 
support to Afghanistan during ADF 12 as during ADF XI, i.e., $858 million of post-conflict 
assistance.  
 
29. 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. As stipulated in the framework, no 
volume discount will be applied because of the country’s post-conflict status. 
 

3. Exceptional Support to Myanmar 

30. Proposal 4. Increase reengagement assistance to Myanmar to approximately $1,403 
million of COL during ADF 12 from $993 million in ADF XI. 
 

a. Exceptional Support to Myanmar under ADF XI 

31. ADB followed IDA’s allocation framework for reengaging countries and 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). The 
framework was proposed for determining the ceiling of the special ADF allocations to Myanmar 
during ADF XI. To avoid impacting other CA countries, the actual financing of the special ADF 
allocations in ADF XI was to depend on available additional ADF resources. 
 

b. Need for Exceptional Support to Myanmar 

32. Myanmar has high 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 4 provides an economic update of 
Myanmar). ADB estimates that public investments in infrastructure and the social sectors would 
need to rise steadily from $4 billion–$5 billion per annum to $10 billion–$15 billion per annum by 
2020 if the country is to tackle its transport, power, and skill bottlenecks, and sustain high rates 
of inclusive economic growth. Domestic investment increased to 30% of GDP in 2012 from 19% 
in 2009, of which 9.8% was in the form of public (i.e., government and state-owned enterprise) 
investment. In 2012, the latest year for which complete figures are available, public 
infrastructure investment reached $4.6 billion. Infrastructure investment alone needs to triple in 
real terms over the next decade if Myanmar is to overcome decades of isolation and neglect. 
But for this to happen, a substantial increase in external assistance will be required to (i) provide 
positive incentives and support for continued reform, (ii) meet critical public investment 
requirements, and (iii) build on the positive results to date in bringing essential services and 
access to markets across the country. 
 
33. The indicative 2017–2018 operational pipeline for Myanmar totals $770 million of 
needed concessional resources.16  ADB will support transport sector modernization and the 
power network development program to meet crucial infrastructure investment requirements. 
ADB will also promote private sector development, and support the climate-friendly agribusiness 
value chain and Greater Mekong Subregion corridors town development in Myanmar. However, 
under the current phaseout of the reengaging premium in 2017, assistance in 2018‒2020 will be 
based solely on the PBA formula. COL allocations to Myanmar during 2017‒2020 are expected 

                                                
16

 ADB. Forthcoming. Draft Country Operations Business Plan: Myanmar, 2016–2018. Manila. 
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to reduce significantly to $777 million from $993 million during 2013–2016, which would be 
inadequate to support ADB operations in the country. 
 
34. ADB has a historic opportunity to take on a major role in supporting Myanmar’s 
economic, social, and political transitions and its integration into regional and global markets, 
through focused long-term programmatic approaches to address bottlenecks and policy reforms 
in transport, energy, and education and skills. 
 
35. 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 policy and capacity building support have made important 
contributions to government reforms and to the shaping of national and sector plans and 
strategies. ADB has established operations on the ground, 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. 
 
36. Along with the clear need, country ownership and aspirations are strong to build on the 
positive results and solid partnership that has emerged between the government and ADB. 
Additional concessional resources will be required if ADB is to assist Myanmar in maintaining 
the reform momentum, reducing the high poverty rate, improving connectivity, overcoming 
power shortages, and building the human capital the country urgently requires.  
 

c. Exceptional Support to Myanmar in ADF 12 

37. ADB proposes that the phaseout of reengaging assistance to Myanmar during 2017–
2020 be suspended. Myanmar would receive its annual PBA formula-based allocation plus 2/4 
reengaging premium in 2017 and 2018. The same will apply during 2019‒2020 (Figure 2). The 
reengaging premium during the ADF 12 period will be calculated as follows: 
 

(Reengaging premium) = ($524 million)17 – annual PBA formula-based allocation 
 
38. Endorsement of this proposal would enable ADB to increase exceptional support to 
Myanmar during ADF 12 to about $1,403 million, compared with $993 million in ADF XI. This 
increase will help build a solid partnership and provide needed assistance for ADB’s program in 
Myanmar in supporting the country’s economic, social, and political transitions and its 
integration into regional and global markets. 

 
 
 
 
 
 
 
 

                                                
17

 Similar to the case of Afghanistan, with the approved ADF–OCR combination and the projected larger combined 
resource envelope in ADF 12, the exceptional annual allocation of $524 million was recalibrated to enable ADB to 
increase exceptional support to Myanmar in ADF 12 to around $1,403 million. 



9 
 

 

 
Figure 2: Percentage of Reengaging Premiums in the 

Proposed and Original Plans 

 
ADF = Asian Development Fund. 
Source: Asian Development Bank. 

 
C. Disaster Response Facility 

39. Proposal 5. Regularize the piloted Disaster Response Facility (DRF) for CA-only 
countries, starting with the ADF 12 period. ADB proposes funding the DRF from DRF grants 
included in the ADF grant contingency, while the DRF for concessional lending countries will be 
financed from a contingency set-aside of 5% of the COL under the COL resource pool. 
 

1. Existing Policy Provision 

40. ADB piloted the DRF during 2013–2016.18 The DRF is ADB’s first dedicated financing for 
early recovery and reconstruction operations, offering a more flexible, predictable, and timely 
source of financing for this purpose. The DRF also provides additional funding and therefore 
has reduced interruptions to ongoing programs. Under the pilot, the DRF has the following key 
features:  
 

(i) provides funding for natural disasters;19 

                                                
18

  ADB. 2012. Piloting a Disaster Response Facility. Manila. 
19

  Disasters that are caused by compounded factors, e.g., natural events and human factors, will also be eligible to 
access the DRF.  
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(ii) supports emergency assistance, restoration, rehabilitation, and reconstruction 
needs;  

(iii) comprises 3% of the PBA;  
(iv) in case of a disaster, provides a CA-only country with up to 100% of its annual 

PBA, or $3 million per disaster, whichever is higher;  
(v) provides an OCR blend country affected by a disaster with up to 3% of its annual 

PBA;20 and 
(vi) is coordinated by ADB with the World Bank’s Crisis Response Window and other 

relevant development agencies in carrying out the DRF operations as 
appropriate, e.g., in information sharing or deciding on the nature of support for a 
disaster.  

 
41. The objective of the DRF has been to provide timely and effective assistance to CA 
countries to cover the costs of emergency assistance, restoration, rehabilitation, and 
reconstruction that arise after a disaster. 21  ADB’s experience in implementing the DRF is 
described in the Box. 
 
42. CA countries are particularly vulnerable to disasters. During 2005–2014, 147,000 people 
died and 21 million were affected by disasters in CA countries. Direct physical losses totaled  
$7.1 billion.22 These disasters included large-scale events such as Cyclone Nargis in 2008 in 
Myanmar, which resulted in 138,366 deaths. They also included numerous events in the nine 
ADF small island developing states, in some cases causing significant losses relative to 
economic size. More recently, the April and May 2015 earthquakes in Nepal resulted in more 
than 8,970 casualties, affected about 8 million people, and caused total damage and losses of 
$7 billion, equivalent to one-third of the country’s GDP for FY2013/14. 
 

ADB’s Experience with the Disaster Response Facility during ADF XI 
 

The Disaster Response Facility (DRF) has allowed the Asian Development Bank (ADB) to provide 
timely response to disasters in Asia and the Pacific. During 2013‒2014, in the aftermath of Cyclone 
Evan in Samoa, flooding in Cambodia, Cyclone Ian in Tonga, and Cyclone Ita in the Solomon Islands, 
ADB approved four projects and allocated $57 million from the DRF in 2013–2014.

a
 In response to 

the April and May 2015 earthquakes in in Nepal, ADB allocated $120 million from the DRF for the 
reconstruction of roads, schools, and other public buildings damaged by the earthquakes. ADB also 
allocated $3 million to Tuvalu and $5.6 million to Vanuatu for assistance in recovery from Tropical 
Cyclone Pam. The strong demand for DRF assistance has reduced the balance of unallocated DRF 
for 2015‒2016 to only $14 million. 
 
Samoa: Renewable Energy Development and Power Sector Rehabilitation Project. Approved in 
November 2013, the project supports the government’s policy to increase power generation from 
renewable sources, rehabilitate damage to the power sector caused by a major cyclone, and increase 
the power sector’s resilience to future natural disasters. The project will result in greater energy 
security and sustainability for Samoa.

b
 

 

                                                
20

  This equals the annual contribution of a blend country to the DRF.  
21

  ADB also provides quick-disbursing grants under the Asia Pacific Disaster Response Fund to assist DMCs in 
meeting immediate expenses to restore life-saving services to affected populations following a declared disaster, 
and in augmenting aid provided by other donors in times of natural crisis. 

22
  The statistics on disaster losses are based on data extracted from the Emergency Events Database (EM-DAT): 
The OFDA/CRED International Disaster Database (www.emdat.be) which is maintained by the Centre for 
Research on the Epidemiology of Disasters (CRED) at the School of Public Health of the Université Catholique de 
Louvain located in Brussels, Belgium.  

http://www.emdat.be/
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Cambodia: Flood Damage Emergency Reconstruction Project (additional financing). Approved 
in April 2014, the project was mobilized quickly using implementing arrangements applied to an 
earlier humanitarian assistance project. It benefited from the institutional memory and experiences 
from the earlier project, which enabled quick project startup and implementation. The project will 
improve access and connectivity, and help meet the needs of infrastructure recovery damaged by 
serious flooding.

c
 

 
Tonga: Cyclone Ian Recovery Project. Approved in May 2014, the project supports government 
efforts to reconstruct and climate proof the main electricity network; reconstruct and climate proof 
damaged school facilities; and support the removal of asbestos from damaged buildings on the 
Ha’apai Island Group, which were damaged by Cyclone Ian in January 2014.d

 
 
Solomon Islands: Transport Sector Flood Recovery Project. Approved in August 2014, the 
project supports government efforts to reconstruct, and climate- and disaster-proof priority transport 
sector infrastructure damaged by flash floods in April 2014.

e
 

 
Nepal: Earthquake Emergency Assistance Project. Approved in June 2015, the project supports 
(i) reconstruction of 700 damaged public schools, (ii) reconstruction and/or rehabilitation of  
135 kilometers of strategic roads and about 450 kilometers of rural roads, (iii) reconstruction of 300 
damaged district public buildings, and (iv) capacity building for disaster risk management and 
resilience to future disasters.

f 

__________________________ 
a  

The balance of $85.76 million in the DRF for 2013–2014 was returned to the ADF pool. 
b  

ADB. 2013. Report and Recommendation of the President to the Board of Directors: Proposed to the 
Independent State of Samoa for the Renewable Energy Development and Power Sector Rehabilitation 
Project. Manila. 

c
   ADB. 2014. Report and Recommendation of the President to the Board of Directors: Proposed to the Kingdom 

of Cambodia Flood Damage Emergency Reconstruction Project (additional financing). Manila. 
d
   ADB. 2014. Report and Recommendation of the President to the Board of Directors: Proposed to the Kingdom 

of Tonga for the Cyclone Ian Recovery Project. Manila. 
e
   ADB. 2014. Report and Recommendation of the President to the Board of Directors: Proposed to the Solomon 

Islands for the Transport Sector Flood Recovery Project. Manila. 
f     

ADB. 2015. Report and Recommendation of the President to the Board of Directors: Proposed to Nepal for the 
Earthquake Emergency Assistance Project. Manila. 

Source: Asian Development Bank. 

 
2. Rationale 

43. Disasters affect Asia and the Pacific more than any other part of the world. They can 
cause major economic and social damage, undo development gains, and threaten a country’s 
ability to reduce poverty. Disasters triggered by a natural hazard disproportionately harm poor 
countries and people.  
 
44. Disaster losses are expected to continue following an upward trend over the next few 
decades as demographic and economic expansion continues in hazard-prone areas with little 
regard for disaster risk. The predicted increase in the intensity and, in some areas, frequency of 
extreme climate events as a consequence of climate change is expected to fuel this trend. Even 
with renewed action immediately to reduce disaster risk, higher disaster losses can be 
anticipated reflecting the considerable disaster risk accumulated over recent years. 
 
45. ADB attaches significant importance to disaster risk management (DRM). As the 
disaster–poverty nexus demonstrates, supporting DMC disaster responses is an integral part of 
the poverty reduction missions of ADB and other multilateral development banks. Strategy 2020 
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explicitly recognizes ADB’s key role in providing priority post-disaster assistance. 23  It also 
emphasizes the need to mainstream DRM, and to provide early and medium-term disaster 
responses. The Midterm Review of Strategy 2020 re-emphasizes the importance of 
strengthened disaster resilience.24  
 
46. The Disaster and Emergency Assistance Policy (DEAP) provides a comprehensive 
framework for determining the needs, design, eligibility criteria, business processes, and 
technical assistance for emergency assistance loans. 25 The DEAP framework covers disaster 
risk reduction and response, with three key objectives: (i) to strengthen support for disaster risk 
reduction in the DMCs, (ii) to provide rehabilitation and reconstruction assistance following a 
disaster, and (iii) to leverage ADB’s DRM activities by developing partnerships. The DEAP 
recognizes that significant action needs to be taken to reduce disaster risk. However, it also 
recognizes that disaster risk cannot be eliminated and that ADB therefore needs to strengthen 
its capacity to support post-disaster response and assist DMCs in returning to their development 
paths. DRF initiatives will be designed following DEAP procedures.  
 
47. Financing requested for the grant DRF is estimated at $218 million, or 10% of ADF 
grants for the ADF 12 period. This is based on the assumption that one-sixth of grant countries 
would be affected every year during the 4 years, and would call on the DRF to finance disaster 
response needs. The probability that two countries per year may need emergency disaster 
support would be a reasonable estimate considering experience during the DRF’s pilot period. 
While highly unpredictable, a simulation of these projections is given in Appendix 5. 
 

3. Enhancing the Disaster Response Facility 

48. ADB will need to have ready and regularized resources to reduce disaster risk and 
support the post-disaster response. ADB’s experience with the pilot DRF (paras. 41–42) shows 
that the DRF provides the needed resources for early recovery and reconstruction operations, 
offering a more flexible, predictable, and timely source of financing for this purpose. The DRF 
also provided additional funding and therefore reduced interruptions to ongoing programs. 
 
49. In this context, ADB proposes to regularize the piloted DRF for CA-only countries, 
starting from the ADF 12 period, with a revision that the DRF will be funded from DRF grants 
included in the ADF contingency for grant financing and from the contingency set-aside of COL 
for loan financing (para. 62). ADB will no longer set aside 3% of the PBA for the DRF under 
ADF 12. This will simplify implementation arrangements, reduce allocation of set-asides, and 
ensure greater availability of resources for countries in greatest need. 
 
50. Regularizing the DRF is in line with the recommendation of ADB’s Independent 
Evaluation Department (IED) to institutionalize and expand the DRF, following its evaluation of 
ADF X and XI operations (footnote 10). IED consultations resulted in overall positive views on 
the effectiveness of the DRF in serving its main objectives. IED’s corporate evaluation study on 
ADF X and XI operations recognizes that the DRF set-aside of 3% will not likely be sufficient if 
the ADF is to help countries build-back-better, and to enhance DRM capabilities. The study 
notes that CA countries are also at risk from, and least able to deal with, other economic crisis 
and pandemics. The study recommends that the DRF continue under ADF 12 and be 
                                                
23

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

24
  ADB. 2014. Midterm Review of Strategy 2020: Meeting the Challenges of a Transforming Asia and Pacific. Manila 

25
  ADB. 2004. Disaster and Emergency Assistance Policy. Manila 
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regularized. ADB is also committed to addressing other IED recommendations to (i) streamline, 
where possible, DRF and ADB processes to ensure expedited processing and disbursements; 
and (ii) deepen operationalization of the build-back-better principle for DRF-supported projects. 
 
51. Eligibility for the DRF grants will be limited to grant-recipient countries (eligible for 50% 
and 100% grant funding). Allocation rules established for the pilot DRF will continue to apply 
(para. 40). Because the occurrence and scale of natural disasters cannot be predicted, and the 
availability of resources at any given time is uncertain, ADB will use sound judgment in 
allocating DRF resources to a disaster. 
 
D. Update for the ADF Grants Framework 

52. Proposal 6. Fully adopt the joint International Monetary Fund (IMF)–-World Bank debt 
sustainability framework (DSF) for low-income countries for debt-sustainability analyses (DSAs) 
by ADB; and make IDA gap countries ineligible for ADF grants. 
 

1. Existing Policy Provisions 

53. Eligibility of ADF grants is limited to CA-only countries. ADB determines the proportion of 
grants in country allocations using the debt distress classifications based on results of DSAs, 
using the DSF for low-income countries. ADB collaborates with the IMF and the World Bank on 
DSAs. A DMC classified at low risk of debt distress will have a grant share of 0%; a DMC 
classified at moderate risk of debt distress will have a grant share of 50%; and a DMC classified 
at high risk of debt distress will have a grant share of 100%. 
 
54. The DSA uses policy-dependent external debt-burden indicators because the debt that 
countries can carry is influenced by the quality of their policies and institutions. The policy 
performance category will be used to determine the debt-burden thresholds. The policy 
performance score is based on the 3-year average of the most recent country performance 
assessment (CPA) ratings and will be the unweighted average of the four performance indicator 
clusters—economic management, structural policies, policies for social inclusion and equity, 
and governance.26 
 
55. A 20% volume discount is applied to the grant portion of the PBA.27 This is to offset the 
risk of moral hazard to replace loans with grants for countries with poor debt management. 
Grant allocations of post-conflict countries are not subject to the volume discount. 
 

2. Rationale 

56. The ADF grants framework aligns with the IDA grants framework in principle and 
purpose. However, the debt-burden thresholds in the joint IMF–World Bank DSF for low-income 

                                                
26

  An average CPA score at or above 3.75 corresponds with strong performance; an average CPA score higher than 
3.25 and less than 3.75 reflects medium performance; and an average CPA score at or below 3.25 corresponds 
with poor policy performance. 

27
  As indicated in the draft concessional assistance policy, the 20% volume discount will be part of the concessional 
OCR lending and will be reallocated proportionally among non-grant recipient CA countries. Therefore the hard-
term facility established under the 2010 Revising Grants Framework Policy will cease to exist under ADF 12. 
Rather, a 20% volume discount will be reallocated to concessional loans for concessional assistance countries. 
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countries are dependent on the policy performance category based on the 3-year average of the 
country policy and institutional staff at the time of the 2012 review of the DSF. 28 
 
57. Under the current grants framework,29 ADB deviates from the DSF in that it applies its 
own CPA ratings in place of the World Bank’s country policy and institutional assessment (CPIA) 
ratings as determinants of the indicative debt burden thresholds.30 While the CPA and CPIA 
ratings are based on a harmonized criteria and questionnaire, the use of CPA scores may result 
in a shift in debt burden thresholds in view of variances between CPA and CPIA scores, and 
may not be supported by empirical data. This result is not surprising considering that ADB’s 
CPA ratings are prepared with a significantly smaller pool of CA countries, and the process for 
CPA preparation varies from the CPIA process. As a result, ADB’s assessment of risk of debt 
distress in recent years differs from the assessment of the IMF–World Bank joint DSA in a few 
cases. To help ensure a consistent policy messages to the countries and equal opportunities for 
the development partners, ADB must fully adopt the joint IMF–World Bank DSF for low-income 
countries for DSAs.31 
 
58. Under the IDA grants framework, gap countries are not eligible for IDA grants.32 IDA 
defines gap countries as countries with per capita gross national incomes above the operational 
cutoff for more than 2 consecutive years, but not creditworthy for borrowing from the 
International Bank for Reconstruction and Development, except for small island economies. 
This has resulted in a case, where a DMC received ADF grants from ADB, while receiving credit 
in blend terms from IDA. Therefore, ADB proposes aligning the ADF grants framework with that 
of IDA in this aspect so that financing terms to a country will be more consistent.33 
 
E. Streamline Implementation of the Performance-Based Allocation System 

59. Proposal 7. Undertake CPAs every 2 years. 
 

                                                
28

  International Development Association and International Monetary Fund. 2012. Revisiting the Debt Sustainability 
Framework for Low-Income Countries. Washington, DC. 

29
  ADB. 2007. Revising the Framework for Asian Development Fund Grants. Manila. 

30
  The CPIA assesses the quality of a country’s present policy and institutional framework. Quality refers to how 
conducive that framework is to fostering poverty reduction, sustainable growth, and the effective use of 
development assistance. The CPIA includes a set of criteria representing the policy and institutional dimensions of 
an effective poverty reduction and growth strategy. The criteria have evolved over time, reflecting lessons and the 
evolution of the development paradigm. ADB approved the PBA policy of ADF resources in March 2001. In the 
2004 review, ADB aligned its PBA policy with World Bank performance criteria and guidelines. ADB introduced 
ADF grants in ADF IX (2005–2008) in alignment with IDA 13. In 2007, with the revision of the grants framework, 
the proportion of ADF grants became contingent on the country’s debt distress classification. The risk of debt 
distress is based on a DSA using the joint IMF–World Bank DSF for low-income countries. The debt-burden 
thresholds under the DSF are contingent on a country’s policy and institutional performance assessment, since 
better-performing countries can manage more debt without risking debt distress. ADB, in turn, uses results of CPAs 
to determine a country’s policy performance. See World Bank. 2014. CPIA 2014 Criteria. http://www-
wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2015/06/24/090224b082f84519/1_0/Rendered/P
DF/CPIA020140criteria.pdf 

31
 With respect to future revisions of the joint IMF–World Bank DSF for low-income countries, ADB will consult with 
donors on adopting the revisions. 

32
 International Development Association. 2011. IDA 16: Delivering Development Results. Washington, DC; 
International Development Association. 2005. Working Together to Achieve the Millennium Development Goals. 
Washington, DC. 

33
 In FY2016, Bhutan and the Lao People’s Democratic Republic are IDA gap countries in Asia and the Pacific. 

http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2015/06/24/090224b082f84519/1_0/Rendered/PDF/CPIA020140criteria.pdf
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2015/06/24/090224b082f84519/1_0/Rendered/PDF/CPIA020140criteria.pdf
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2015/06/24/090224b082f84519/1_0/Rendered/PDF/CPIA020140criteria.pdf
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1. Existing Policy Provisions 

60. Under the prevailing PBA policy, CPAs are conducted annually for all countries with a 
population greater than 1 million. For countries with a population less than 1 million, CPAs may 
be conducted every 2 years, except if they are considered eligible post-conflict countries or 
FCAS countries.34 
   

2. Rationale 

61. The CPA exercise is resource intensive, and CPA scores are relatively stable over  
2 years. The annual CPA exercise adds little value to the PBA of concessional resources as 
ADB allocates concessional resources on a biennial basis. To be more efficient in the use of its 
resources, ADB proposes to undertake CPAs every 2 years. 
 
F. Contingencies to Help Ensure Adequate Assistance during the ADF 12 Period 

62. Proposal 8. Establish two contingencies—one for grant resources, including DRF grants, 
at 30% of grant allocations; and another for the concessional lending resources at 5% of COL 
allocations. 
 

1. Existing Policy Provisions 

63. Under the prevailing PBA policy, additional demand for grants from countries that 
experience debt distress and subsequently become eligible for grants during the ADF period is 
accommodated by increasing the share of grants in the ADF. The total volume of assistance 
was adjusted accordingly. In addition, where commitment authority was affected by donor 
currency fluctuations, the downward implications both for ADF grants and loans were 
transferred to the biennial allocations without capacity to restore these to their indicated levels.  
  

2. Rationale 

64. With the combination of ADF lending operations with the OCR balance sheet, two 
contingency funds will be established: one under ADF grants and another under the COL. They 
are to provide a needed buffer to balance the fluctuation of demand for ADF grants and COL.  
 
65. For ADF 12, no flexibility is provided to accommodate the needs of countries 
experiencing debt distress, which may increase demand for grants. The volume of grants is 
constrained by the volume of the total donor contributions to the replenishment. To respond to 
additional demand, ADB proposes the establishment of a 30% contingency for grants including 
resources for DRF grants (paras. 40–51). This would provide additional grant resources in 
response to changes in a country’s debt distress risk and fluctuations in the donor currencies. At 
the end of each replenishment, the unused balance of the contingency will be used as part of 
financing for the subsequent replenishment. If the grant contingency funds fall short of the 
required financing needs, the shortfall in resources will be provided from the proposed 
supplementary ADF window. Total ADF grant requirements, including the contingency set-aside, 
amount to $2.8 billion. While the occurrence of countries falling into debt distress cannot be 
forecast over the 4 years of ADF 12, an illustration of potential additional demand for grants is 
provided in Appendix 6.  

                                                
34

  Footnote 6. 
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66. In addition, as the donor-funded commitment authority can affected by donor currency 
fluctuations, the grant contingency can be used to help restore grant allocations to their 
indicated levels. ADB’s country operations business plans define ADB’s programs of assistance 
in terms of dollars for concessional assistance countries, including for grant eligible countries, 
for rolling 3-year periods. However, commitment authority for the grants in ADF 12 is 
determined annually based on the donors’ contributions in donor currencies. This creates a 
currency mismatch, which may result in a reduced commitment authority as opposed to the 
indicative level of grant assistance incorporated in the country operations business plans. For 
example, during ADF XI, additional resources from savings, arrears clearance, and additional 
contributions would have raised the available commitment authority by as much as 24% if 
changes in foreign exchange rates were not taken into account. However, the effect of the 
difference in Board resolution rates as of 26 July 2012 and foreign exchange rates as of 31 July 
2015 reduced the available commitment authority by 9%. An untimely and substantial reduction 
in commitment authority could lead to delays and challenges, as the financing gap would require 
a review of the DMCs’ counterpart funding and cofinancing possibilities. The grant contingency 
is thus proposed to provide a buffer against possible future reductions in the grant resources.  
 
67. In addition, ADB proposes the establishment of a contingency of 5% for the 
concessional lending resources. This will finance the DRF for concessional lending countries, 
increased demand for COL as countries’ debt distress situation improves, and reductions in 
allocations resulting from currency fluctuations.  
 

III. ISSUES FOR DONORS’ ENDORSEMENT 

68. ADB would seek donors’ endorsement of the following proposals: 
 

(i) Introduce a base allocation of $6 million per year to the CA countries. 
(ii) Discontinue the 4.5% set-aside for the Pacific DMCs starting from ADF 12, if the 

proposal to introduce the $6 million per year base allocation is endorsed. 
(iii) Provide exceptional support to Afghanistan in ADF 12 at about the same level as 

in ADF XI (para. 27). 
(iv) Increase exceptional support to Myanmar in ADF 12 by about 40% from ADF XI 

(para. 37). 
(v) Regularize the piloted DRF for CA-only countries, starting with the ADF 12 

period, with a revision that the DRF be funded from DRF grants included in the 
grant contingency and the contingency fund under COL. 

(vi) Fully adopt the joint IMF–World Bank DSF for low-income countries for DSAs 
and make IDA gap countries ineligible for ADF grants.  

(vii) Undertake CPAs every 2 years. 
(viii) Establish two contingencies—one for grant resources, including the DRF grants, 

at 30% of grant allocations; and another for concessional lending resources at 
5% of COL allocations. 
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ILLUSTRATION OF PERFORMANCE-BASED ALLOCATION  

A. Performance-Based Allocation Mechanism 

1. The example below provides the detailed steps in allocating the combined resource 
envelope, which comprises Asian Development Fund (ADF) grants and concessional ordinary 
capital resources (OCR) lending (COL). For illustration purposes, a $7.7 billion resource 
envelope is used for 2017–2018. A flow chart on allocation steps is included (Figure A1). 
 
2. Subsequent to extracting the 30% contingency fund for the first biennial 2017–2018, the 
$7.7 billion of combined resources will be allocated as follows.  
 

(i) Step 1. The Asian Development Bank (ADB) will set aside 10% of the $7.7 
billion, or $769 million, for regional projects. 1  The regional projects will be 
selected according to the criteria under the draft concessional assistance policy. 
 

(ii) Step 2. A portion of the post-conflict premium, amounting to $266 million,2 for 
Afghanistan and a portion of the premium for reengagement with Myanmar, 
amounting to $362 million,3 will be set aside. These premiums are dependent on 
performance-based allocations (PBAs).4  
 

(iii) Step 3. A base allocation pool of $324 million will also be set aside. The PBA 
pool will be the difference of $7.7 billion, minus regional set-aside, portions of 
premiums for Afghanistan and Myanmar, and the base allocation pool. The PBA 
pool will be allocated to developing member countries with access to 
concessional resources, pro rata, using the PBA formula. The PBA formula takes 
into account population size, gross national income per capita, and country 
performance. 
 

(iv) Step 4. Initial country allocation is the sum of the base allocation, PBA formula-
based allocation, and a portion of post-conflict or reengaging premium as 
applicable. 
 

(v) Step 5. The debt distress classifications will determine the proportion of grants in 
initial country allocations, as per the draft concessional assistance policy. After 
application of the volume discount, a country at high risk of debt distress will 
receive 80% of the country allocation in ADF grants. A country at moderate risk 
will receive 40% of the country allocation in ADF grants and 50% of the country 
allocation in COL. A country at low risk will receive 100% of the country allocation 
in COL. Allocations under exceptional support to post-conflict or reengaging 
countries will not be subject to the volume discount. 
 

(vi) Step 6. The resources generated from the volume discount will be part of COL 
and will be reallocated proportionally among concessional assistance-only 

                                                
1
 In the base-case scenario, ADF grants are assumed to make up 50% of the regional set-aside . 

2
  The amount of $266 million = 38.89% x ($847 million – PBA formula-based allocation). 

3
  The amount of $362 million = 50% x ($524 million – annual PBA formula-based allocation) x 2. 

4
 A change in the premiums will affect the size of the PBA pool, which, in turn, will affect the country allocations. A 

change in country allocation for Afghanistan or Myanmar will affect the premium for the country. This is a circular 
process that can be solved through an iteration process to find the equilibrium. 
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countries with a low risk of debt distress.5 No hard-term facility will be available 
starting with ADF 12. Table A1 provides the illustrative allocations for 2017–
2018. 

 
3. For the second biennial of 2019–2020, the $7.7 billion of combined resources will be 
allocated following the steps in para. 2, and the projected allocations will be the same as that in 
2017–2018. 
 

                                                
5
  Currently $69.35 million is reallocated proportionally to Cambodia, Lao People’s Democratic Republic, Myanmar, 

and Nepal. 



 Appendix 1 19 

 

Table A1: ADF 12 Projected Allocations 
2017–2018 Base Case ($ million) 

Developing Member Country  % Sharea PBA Grant Loan Total

Pacific 302.59      94.62        184.32      278.93      

Kiribati 100 15.88        12.70        12.70        

Marshall Islands 100 14.61        11.69        11.69        

Micronesia, Federated States of 15.47        15.47        15.47        

Nauru 100 12.71        10.17        10.17        

Palau 13.86        13.86        13.86        

Papua New Guinea 78.56        78.56        78.56        

Samoa 100 25.63        20.51        20.51        

Solomon Islands 50 31.00        12.40        15.50        27.90        

Timor-Leste 0 39.97        39.97        39.97        

Tonga 50 19.40        7.76          9.70          17.46        

Tuvalu 100 12.98        10.38        10.38        

Vanuatu 50 22.51        9.00          11.25        20.26        

Non-Pacific 5,991.96   346.18      5,669.43   6,015.61   

Afghanistan 100 163.38      163.38      163.38      

Bangladesh 1,078.89   1,078.89   1,078.89   

Bhutan 0 96.76        96.76        96.76        

Cambodiab 0 370.27      387.67      387.67      

Kyrgyz Republic 50 197.25      78.90        98.62        177.52      

Lao PDRb 0 197.03      206.02      206.02      

Maldivesc 100 31.06        24.85        24.85        

Mongolia 97.84        97.84        97.84        

Myanmarb 0 324.62      339.80      339.80      

Nepalb 0 583.81      611.59      611.59      

Pakistan 900.78      900.78      900.78      

Sri Lanka 359.50      359.50      359.50      

Tajikistan 50 197.62      79.05        98.81        177.85      

Uzbekistan 447.01      447.01      447.01      

Viet Nam 946.14      946.14      946.14      

PBA Total 6,294.55   440.79      5,853.75   6,294.55   

Special Allocations 627.54      265.85      361.69      627.54      

Afghanistan 100 265.85      265.85      265.85      

Myanmar 0 361.69      361.69      361.69      

Subregional 769.12      384.56      384.56      769.12      

Total 7,691.21   1,091.21   6,600.00   7,691.21   

ADF = Asian Development Fund, Lao PDR = Lao People’s Democratic Republic, PBA = performance-based 
allocation. 
Note: Parameters include $7.7 billion available resources for the biennial period, annual base allocation of $6 million, 
and 50% grant share under subregional pool. 
a
  Grant shares are based on the latest joint International Monetary Fund–World Bank debt sustainability framework 

for low-income countries. 
b
 The resources freed up from the 20% volume discount were reallocated proportionally among concessional 

assistance-only countries with a low risk of debt distress.  
c
 The Maldives’ and Samoa’s latest debt distress classification is moderate; maintaining a conservative approach is 

considered prudent, hence the latest debt distress classification for Maldives and Samoa is retained as high. 
Source: Asian Development Bank.  



20   Appendix 1 

 

 

Figure A1: Concessional Assistance Allocation Mechanism 
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ADF = Asian Development Fund, COL = concessional ordinary capital resources lending, DSA = debt-sustainability analysis, 
DRF = Disaster Response Facility, PBA = performance-based allocation. 
a 

Equivalent to 30% of the total ADF grant allocation, including subregional set-aside, for contingency and DRF grants (Proposals 
5 and 8). 

b  
Equivalent to 5% of the total COL allocation, including subregional set-aside (Proposal 8). 

c  
Premiums for post-conflict support to Afghanistan and reengagement support to Myanmar.  

d  
The DRF is proposed to be regularized under ADF 12 (Proposal 5).  

e   
The ADF grant resources from the volume discount will be reallocated proportionally among concessional assistance-only 
countries with a low risk of debt distress.  

Source: Asian Development Bank. 
 



 Appendix 2 21 

 

ILLUSTRATION OF IMPACT OF THE MINIMUM AND BASE ALLOCATION WITH AND 
WITHOUT THE PACIFIC SET-ASIDE 

1. Table A2 presents illustrations of the impact of the minimum and base allocation with 
and without the Pacific set-aside. 
 

(i) Illustration 1: The minimum allocation of $3 million per year is maintained, with 

the 4.5% Pacific set-aside. 

 

(ii) Illustration 2: A $6 million per year base allocation is introduced to replace the 

current $3 million per year minimum allocation, without the 4.5% Pacific set-

aside. 

(iii) Illustration 3: A $6 million per year base allocation is introduced to replace the 
current $3 million per year minimum allocation, with the 4.5% Pacific set-aside. 

 
2. The computation of performance-based allocations under the three illustrations includes 
the enhanced exceptional post-conflict and reengaging assistance to Afghanistan and Myanmar. 
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Table A2: Illustration of Impact of the Minimum and Base Allocation  
With and Without the Pacific Set-Aside, 2017–2018 

($ million) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
DMC = developing member country, PBA = performance-based allocation. 
Notes: 
1. Illustration 1: maintain the minimum allocation of $3 million per year, and keep the 4.5% Pacific set-aside. 
2. Illustration 2: introduce a $6 million per year base allocation instead of the existing $3 million per year minimum allocation, but 

without the 4.5% Pacific set-aside.  
3. Illustration 3: introduce a $6 million per year base allocation instead of the existing $3 million per year minimum 

allocation, and keep the 4.5% Pacific set-aside. 
Source: Asian Development Bank.

DMC Grant Loan Total Grant Loan Total Grant Loan Total

Pacific 199.38     69.40        211.96      281.37      94.62        184.32      278.93      117.04      266.68      383.72      

Kiribati 5.82         6.00          6.00          12.70        12.70        14.86        14.86        

Marshall Islands, Rep. of 5.82         6.00          6.00          11.69        11.69        13.14        13.14        

Micronesia, Fed. States of 5.82         6.14          6.14          15.47        15.47        -            17.89        17.89        

Nauru 5.82         6.00          6.00          10.17        10.17        10.57        10.57        

Palau, Rep. of 5.82         6.00          6.00          13.86        13.86        15.16        15.16        

Papua New Guinea 78.94       117.71      117.71      78.56        78.56        124.89      124.89      

Samoa 12.94       19.29        19.29        20.51        20.51        28.10        28.10        

Solomon Islands 20.28       13.44        16.80        30.24        12.40        15.50        27.90        17.69        22.11        39.80        

T imor-Leste 33.18       49.48        49.48        39.97        39.97        59.45        59.45        

Tonga 7.90         5.24          6.55          11.78        7.76          9.70          17.46        9.82          12.28        22.10        

Tuvalu 5.82         6.00          6.00          10.38        10.38        10.92        10.92        

Vanuatu 11.22       7.43          9.29          16.73        9.00          11.25        20.26        11.93        14.91        26.84        

Non-Pacific 3,946.42 322.59      5,641.96  5,964.55  346.18      5,669.43  6,015.61  340.57      5,577.10  5,917.66  

Afghanistan 87.98       155.04      155.04      163.38      163.38      160.68      160.68      

Armenia 88.30       

Bangladesh 709.97     1,092.66  1,092.66  1,078.89  1,078.89  1,059.88  1,059.88  

Bhutan 48.07       86.80        86.80        96.76        96.76        99.40        99.40        

Cambodia 225.77     380.50      380.50      387.67      387.67      381.47      381.47      

Georgia 135.00     

Kyrgyz Republic 105.06     75.89        94.86        170.75      78.90        98.62        177.52      77.58        96.97        174.55      

Lao PDR 116.60     196.51      196.51      206.02      206.02      202.81      202.81      

Maldives 9.61         15.62        -            15.62        24.85        24.85        24.58        -            24.58        

Mongolia 54.09       87.91        87.91        97.84        97.84        96.31        96.31        

Myanmar 190.08     332.01      332.01      339.80      339.80      334.39      334.39      

Nepal 360.34     607.29      607.29      611.59      611.59      601.69      601.69      

Pakistan 593.79     910.25      910.25      900.78      900.78      884.94      884.94      

Sri Lanka 218.98     355.89      355.89      359.50      359.50      353.31      353.31      

Tajikistan 105.27     76.04        95.05        171.09      79.05        98.81        177.85      77.72        97.15        174.88      

Uzbekistan 274.13     445.52      445.52      447.01      447.01      439.26      439.26      

Viet Nam 623.38     956.71      956.71      946.14      946.14      929.50      929.50      

PBA Total 4,145.80 391.99      5,853.92  6,245.91  440.79      5,853.75  6,294.55  457.61      5,843.78  6,301.38  

Special Allocations 477.77     269.10      363.92      633.01      265.85      361.69      627.54      271.57      370.48      642.04      

Afghanistan 247.20     269.10      269.10      265.85      265.85      271.57      271.57      

Myanmar 230.57     363.92      363.92      361.69      361.69      370.48      370.48      

Funds to be Allocated 716.98     382.16      382.16      764.33      384.56      384.56      769.12      385.75      385.75      771.49      

Subregional 534.05     382.16      382.16      764.33      384.56      384.56      769.12      385.75      385.75      771.49      

Disaster Response Facility 143.00     

Hard-term 39.92       

Total 5,340.54 1,043.25  6,600.00  7,643.25  1,091.21  6,600.00  7,691.21  1,114.92  6,600.00  7,714.92  

Original 

PBA

Illustration 1 Illustration 2 Illustration 3
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AFGHANISTAN: ECONOMIC UPDATE 

1. Economic performance. In 2014, economic growth was sharply curtailed by political 
uncertainty before parties agreed to share power in a unity government and worsening security. 
Growth is estimated to have fallen to 1.7% from 3.4% in 2013. On the supply side, expansion in 
industry and services decreased by 50%, and agriculture remained flat at about 1.0%. Opium 
production rose by 17%, although its farm-gate value of $850 million was 10% less than in 
2013. While opium is omitted from official gross domestic product (GDP) estimates, its earnings 
boost domestic demand and are a significant source of foreign exchange. 
 
2. On the demand side, private consumption continued to be the main driver of growth, but 
at a much slower pace because of uncertainty and income lost in the retrenchment of spending 
by security forces, whose numbers were significantly decreased in 2014. Investment decreased, 
with the number of newly registered firms falling to 2,086 from 3,895 in 2013. These figures 
include registrations of foreign firms, which halved to 98 from 193. 
 
3. Inflation fell markedly in the second half of 2014. Food inflation dropped to 2.9% in 
December 2014 from 9.7% a year earlier as prices for vegetables, oil, and fats fell because of 
ample supply and lower international prices. Nonfood inflation has been declining since 2012, 
mainly because of falling property rents. Average inflation was 5.0%, down from 7.4% in 2013. 
 
4. Fiscal policy came under immense pressure in 2014 when domestic revenue fell short of 
target by a large margin equal to $527 million. Revenues amounted to only AF99.3 billion, far 
below the budgeted target of AF128.8 billion. 1  Asked to fill the gap, development partners 
provided only $118 million, leaving the government to finance the difference by drawing down 
Treasury cash reserves. Domestic revenue financed only 43.9% of the operating expenditures, 
11.6% less than in 2013. Weak revenue collection was partly due to the economic slowdown, 
but deteriorating revenue performance since 2012 is also due to weak governance in tax and 
customs administration. 
 
5. Central bank monetary policy continued to be conducted through biweekly foreign 
exchange auctions. Fluctuation in foreign exchange reserves in mid-2014 reflected inconsistent 
foreign grant inflows and capital outflows in response to political and security concerns, but 
reserves stabilized toward the end of the year. Gross international reserves stood at $7.4 billion 
at the end of December 2014, up slightly from $7.1 billion a year earlier. The value of the 
afghani has trended downward since 2011, but was broadly stable in 2014, depreciating by less 
than 1% against the dollar to AF58.0. 
 
6. Broad money (M2) growth slowed to 8.3% from 9.4% a year earlier, as expansion in 
demand deposits was only 3.7%. Preference for holding cash reflects continued distrust and 
weak financial intermediation in banking since the failure of Kabul Bank in 2010. 
 
7. The current account, including grants, is estimated to have had a surplus equal to 3.8% 
of GDP in 2014, up from 3.6% in 2013. This reflected increased earnings from transporting the 
military equipment of departing international security forces, as well as higher on-budget grants. 
Excluding grants, the current account is estimated to have been in deficit equal to 36.6% of 
GDP, improving on 40.4% in 2013 mainly because imports for grant-supported projects 
decreased. 

                                                
1
  As of 31 August 2015, $1.00 = AF67.76. 
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8. Fiscal situation. Afghanistan is currently experiencing a large fiscal challenge, which 
began in 2014. Revenues are declining because of the economic slowdown and lower tax and 
customs revenue collection. Domestic revenues peaked in 2011 at 11.6% of GDP, but have 
declined in subsequent years and falling to only 8.6% of GDP in 2014. The revenue fall 
occurred in nominal terms as well, from AF109.4 billion in 2013 to AF100.0 billion in 2014 (8.5% 
decline). The government faced a financial shortfall from its target in 2014, leading to sharp cuts 
in operation and maintenance, and discretionary development expenditures. To address the 
shortfall the government had to draw down its cash reserves, accumulate arrears, and request 
additional aid from development partners. Total arrears at the end of 2014 were estimated at 
$205 million. 
 
9. Even with the fiscal revenue shortfall, expenditures are escalating because of higher 
security and mandated social benefit outlays. Total expenditures increased from AF278 billion in 
2013 to AF311 billion in 2014. The World Bank forecasts Afghanistan will have a fiscal gap of 
$136 million in 2015, but expects it could end up being larger as the target for domestic 
revenues may be considered optimistic.2 However, the government recorded a fiscal surplus for 
the budget during the first quarter of 2015; it is uncertain whether these were pending one-off 
collections or a long-term trend.3  
 
10. Due to the fiscal position and the government’s desire to reform Afghanistan’s financial 
situation, the National Unity Government agreed to a 9-month International Monetary Fund (IMF) 
staff monitored program in March 2015 to support the government’s macroeconomic policy and 
reform agenda by helping to mobilize revenue, strengthen the finance sector, and improve 
economic governance.4  
 
11. Medium-term economic outlook. The economic outlook for 2015 and the medium-term 
appear modest at best. In 2015, growth is expected to reach 2.5%–3.5%.5 The World Bank 
estimates that growth will be around 5% annually during 2016‒2018, while the IMF projects 
growth to range from 4.9% to 6.0% annually during 2016‒2019. These slower growth rates 
compared with 2003‒2012 reflect the transition away from increasing foreign aid and rising 
security spending that drove growth in the decade following the fall of the Taliban regime. 
 
12. Political uncertainty could extend beyond 2015 with the Parliamentary elections, which 
are still unscheduled, although the President has appointed the Electoral System Reform 
Commission to facilitate elections in 2016. The security environment remains highly unstable 
and antigovernment elements have made gains in territory previously considered stable. The 
political and security risks are expected to continue to pose major constraints to investment, 
private consumption, and economic growth in the near and medium terms. Corruption and weak 
governance will likely persist and add to the difficult economic environment. However, the new 
unity government has shown its commitment to address these issues though reforms such as 
creation of the National Procurement Agency. 
 

                                                
2
  World Bank. 2015. Afghanistan Economic Update. Washington, DC. 

3
  International Monetary Fund. 2015. Islamic Republic of Afghanistan. Staff Monitored Program: Press Release and 

Staff Report. Washington, DC. 
4
  A staff monitored program is an informal agreement between country authorities and IMF staff to monitor 

implementation of the authorities’ economic program. Staff monitored programs do not entail financial assistance or 
endorsement by the IMF Executive Board. 

5
  Based on ADB. 2015. Asian Development Outlook. Manila; and 2015 projections by the IMF and the World Bank . 
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13. Various reforms to tax and customs administration are expected, and new taxes such as 
the value-added tax (VAT) should help the country improve its revenue collection over the 
medium term.6 In addition, extractive industries could contribute to government revenue over the 
medium term, assuming that the needed legal and regulatory framework requirements are put in 
place and the associated infrastructure can be financed. ADB’s continued assistance at current 
or higher levels is essential to realize the extractives potential since energy and transport are 
prerequisites, and ADB is the largest on-budget infrastructure donor.7 
 
14. The IMF projects revenue to increase from 8.6% of GDP in 2014 to 12.6% in 2019. 
However, total expenditures are also expected to rise due to more security and development 
expenditures moving on to the government budget. (Currently many of these expenditures are 
off budget and administered by donors.) The IMF expects that total expenditures will rise to 33.5% 
of GDP by 2019, from 25.8% in 2014. Afghanistan will continue to rely heavily on donor grants 
to meet its fiscal gap. The World Bank expects that, in addition to the fiscal gap already financed 
by existing aid commitments until 2018, an additional unfinanced fiscal gap of 2% of GDP will 
emerge during 2015–2018. The total financing gap (on- and off-budget spending) is, according 
to the World Bank, projected to improve from 40% of GDP in 2012 to above 20% by 2025. The 
IMF expects the financing gap to average $7.7 billion annually, or 33% of GDP, through 2018, 
and then to improve to around 19% of GDP by 2025.  
 
15. Debt sustainability. The IMF reported on the most recent debt-sustainability analysis in 
the May 2014 Article IV Report.8 The IMF considered the $1.3 billion of external public and 
publicly guaranteed debt at the end of 2013 to be “modest” at 6.1% of GDP. Public external debt 
was equivalent to 3.1% of GDP in present value terms, about 20% of exports and 33% of 
government revenues. Under a baseline scenario, the IMF estimates that the present value of 
public and publicly guaranteed debt would amount to 3.4% of GDP by 2019 and 3.8% by 2033. 
While these and other debt estimates in the baseline scenario are below the indicative debt 
burden thresholds for a country like Afghanistan, the IMF considers Afghanistan to be at high 
risk of debt distress because of risks to grant financing or slower than expected economic 
growth. Based on the low grant and low growth scenarios, the debt burden thresholds would be 
breached, therefore giving Afghanistan a rating of high risk. 
 
16. The low grant scenario indicates a much worse situation for debt burden than the low 
growth scenario. Under the low grant scenario, foreign grants are assumed to drop starting in 
2017, with an eventual 50% decline in aid by 2021. The financing gap would have to be filled by 
nonconcessional external loans and domestic borrowing. This scenario breaches five of the 
debt threshold indicators by 2033, but none in 2019. Under the low growth scenario, 
governance and business environment reforms are assumed to stall, the political and security 
conditions remain uncertain, leading to lower confidence and investment, and thus lower GDP 
growth. It assumes that nominal GDP by 2033 would be two-thirds less than the baseline 
scenario. The low growth scenario indicates that three of the five threshold indicators would be 
breached in 2033 but none in 2019.  
 

                                                
6
  VAT implementation has been delayed due to weaknesses in tax administration. The impact of the VAT on 

revenue will be lower than initially expected as Parliament decided to reduce the VAT from 10% to 5%. 
7
  More than 30 bilateral donors are members of the Afghanistan Reconstruction Trust Fund, which supports 

recurrent costs to the government along with program and project support; few of these funds are used for large 
infrastructure.  

8
  International Monetary Fund. 2014. Islamic Republic of Afghanistan. 2014 Article IV Consultation: Staff Report. 

Washington, DC. The next Article IV report is due in September 2015. 
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17. The latest debt-sustainability analysis was prepared prior to the 2014 worsening fiscal 
situation in Afghanistan. The World Bank now considers that the fiscal and debt sustainability 
risks have become more pronounced. 9  Based on the analysis and the prevailing fiscal 
conditions, continued grant financing is even more justified for Afghanistan. The IMF also 
recommends that “[d]onors should provide financing in the form of grants (footnote 8).” Similarly, 
the World Bank anticipates that Afghanistan will require significant grant assistance for the 
foreseeable future (footnote 2). Even concessional loans to make up for lower grant levels 
would require strong austerity measures to prevent the debt burden from becoming 
unsustainable. Given the urgent development needs in Afghanistan, such austerity measures 
would adversely affect the provision of needed public services and economic growth.  

                                                
9
  Email communication with World Bank staff member. 27 May 2015.  



 Appendix 4 27 

 

MYANMAR: ECONOMIC UPDATE  

1. Economic performance. Gross domestic product (GDP) growth in Myanmar is 
estimated at 7.7% in FY2014,1 reflecting strong expansion in construction, manufacturing, and 
services. The government’s ambitious structural reform program has underpinned the strong 
growth performance in recent years. Construction has been driven by government investment in 
infrastructure, and property development in Yangon and Mandalay. Manufacturing benefitted 
from increasing flows of foreign direct investment, with more than one new garment factory 
opening per week on average in 2014. 
 
2. Growth in services was bolstered by a surge in tourist arrivals from 2.0 million in 2013 to 
an estimated 3.1 million in 2014. The natural gas industry continued to expand, as reflected in a 
$400 million increase in gas exports to $2.1 billion in the first half of FY2014. However, growth 
in agriculture slowed. Agriculture provides just over 30% of GDP and more than 60% of 
employment. A 10% increase in business registrations in the first 9 months of FY2014 indicates 
that business confidence remains robust. 
 
3. The Directorate of Investment and Company Administration streamlined procedures to 
dramatically decrease the time it takes to register a company from 72 days to 3. Growth in credit 
to the private sector continued to grow rapidly at 36% year-on-year in November 2014. 
Approvals of foreign direct investment totaled $6.6 billion during April–December 2014, up from 
$4.0 billion for all of FY2013. Telecommunications attracted almost 33%, followed by oil and gas 
at 24%, real estate at 18%, hotels at 13%, and manufacturing (primarily garments) at 8%. Less 
than 1% was for agriculture. 
 
4. Inflation picked up toward the end of FY2014 to an estimated 5.9%, partly because of 
rising food prices and higher prices for imports because of the depreciation of the Myanmar kyat 
(MK).2 Along with the stronger dollar, these price developments have exerted steady downward 
pressures on the kyat since September 2014, which depreciated against the dollar by 32% from 
MK965 in April 2014 to MK1,275 in early September 2015, and to around MK1,125 by 12 July 
2015. This followed several measures in May–June by the Central Bank of Myanmar to reduce 
the supply of dollars. Reduced credit to the government from the central bank should contain 
inflationary pressures over the medium term, supported by the Central Bank of Myanmar law, 
enacted in July 2013 to grant it more operating autonomy. 
 
5. Strong demand for capital equipment and liberalized import and foreign exchange 
restrictions drove a surge in merchandise imports that outpaced exports, widening the current 
account deficit to an estimated 7.1% of GDP in FY2014. Gross official reserves look set to total 
$4.8 billion at the end of the fiscal year, which cover for only 2.7 months of imports, down from 
3.0 months in FY2013. 
 
6. The government increased spending in FY2014, while revenue from sales of 
telecommunications licenses declined from FY2013. The FY2014 fiscal deficit stands at 3% of 
GDP, but the underlying deficit is estimated at 5.5% of GDP once one-off telecommunications 
and natural gas revenues are excluded. Treasury bill auctions introduced in January 2015 
broadened options for funding the deficit and strengthened the capacity of the Central Bank of 
                                                
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., FY2014 begins on 1 April 2014 and ends on 31 March 
2015. 

2
  As of 31 August 2015, $1.00 = MK1,272.50. 
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Myanmar to follow an independent monetary policy. Total external debt as a ratio to GDP fell 
slightly to 17.6%. A debt-sustainability analysis by the International Monetary Fund (IMF) in 
October 2014 found Myanmar at low risk of external debt distress, after clearing arrears with 
Paris Club creditors in 2013. 
 
7. Medium-term economic outlook. After moderating somewhat in FY2014, growth is 
forecast to accelerate to 8.3% in FY2015 and remain close to this pace in FY2016 as it is 
propelled by investment stimulated by structural reform, an improved business environment, 
and Myanmar’s gradual integration into the subregion. Better prospects in neighboring India—
and further afield in the major industrial economies—support the outlook for Myanmar but are 
partly offset by an expected slowdown in the People’s Republic of China and Thailand. 
 
8. Fiscal policy is expected to provide additional stimulus in FY2015. Increases in 
government spending and higher civil service salaries could sharply widen the fiscal deficit to 
6.3% of GDP. This raises concern because prudent fiscal policy is particularly important to 
macroeconomic stability when monetary policy tools are limited. It could be a challenge to 
maintain fiscal discipline ahead of national elections on 8 November 2015. Higher fiscal 
spending and expected higher wages will add to domestic demand such that inflation is 
projected to accelerate to 8.4% in FY2015 before easing in FY2016. 
 
9. A tightening of monetary and fiscal policies will be required to contain inflationary 
pressure and stabilize exchange rate expectations. At the same time, a more flexible kyat 
reference rate that reflects market conditions and closes the gap between the reference rate 
and parallel market rates would help contain demand and bring back the supply of foreign 
exchange to the market. This policy move should be supported by prompt introduction and 
vigorous enforcement of prudential standards in banking to slow credit expansion and reduce 
finance sector risks. In particular, to tighten monetary policy to curb credit growth, the Central 
Bank of Myanmar will need to scale up deposit auctions to absorb excess liquidity. 
 
10. Strong economic growth will drive up imports, although lower global oil prices will 
counteract some of the impact on the trade balance. The current account deficit is expected to 
narrow slightly to 6.8% of GDP in FY2015. Eventually, though, low oil prices could drag down 
natural gas prices, dampening export earnings and government revenue. This vulnerability in 
fiscal and external accounts intensifies the need to build gross official reserves to more 
comfortable levels. External debt is projected to rise to $12.5 billion in FY2015, or 18% of GDP. 
Myanmar’s risk of debt distress is expected to remain low as significant concessional funding 
becomes available. In addition, a new public debt law and debt management office will 
strengthen the management of debt, both external and domestic. 

 

11. In July–August 2015, Myanmar was hit by severe flooding and landslides caused by 
intense monsoon rains and a cyclone. As of 13 August 2015, the disaster has affected more 
than 1.6 million people with 103 deaths, and caused damage to 453,000 households, 223 health 
facilities, and 601 schools. Of the 566,559.90 ha of farmlands inundated, more than 393,354.44 
ha were destroyed. These figures are likely to increase as the assessments progress. The 
government has called upon international partners to assist with the post-disaster reconstruction 
and rehabilitation programs. The macroeconomic impact of the floods is uncertain, but extensive 
social upheavals, negative impacts on agricultural outputs, and longer-term impacts on 
connectivity are likely. 

 

12. Overall, in a recent press release following the July 2015 Article IV mission, the IMF 
concludes “The economy is facing some downside risks. Persistent dollar strength and low 
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natural gas prices could further weaken Myanmar’s fiscal and external positions. Vulnerabilities 
from rapid credit growth, an expansionary budget, and a widening trade deficit may pose risks to 
price and external stability. Moreover, the rapid liberalization of the financial sector should be 
carefully managed despite its overall benefits. These potential risks could affect the economy 
given weak capacity and thin policy buffers.”3 
 
13. Myanmar has emerged from decades of international economic isolation with a 
transformative political, economic, and social reform program. The main development 
challenges and reform priorities include improving infrastructure, strengthening governance and 
public sector capacity, developing human capital, building a dynamic private sector, and 
revitalizing agriculture. Poverty reduction is imperative. 
 
14. Debt sustainability. The IMF reported on the most recent debt-sustainability analysis in 
the September 2014 Article IV Report. The IMF considered that Myanmar’s successful 
completion of the resolution of arrears with multilateral and bilateral creditors in 2013 and 2014 
has ensured that all external debt indicators are below their indicative debt thresholds. 
Furthermore, standard stress tests indicate that no thresholds will be breached. 
 
15. Meanwhile, the present value of total public debt as a percentage of GDP remains below 
the threshold in the medium term. However, current debt levels can give rise to vulnerabilities if 
real GDP growth is lower than forecast and fiscal slippages occur, particularly, the increase in 
off-budget external nonconcessional borrowing.  

 

                                                
3
  IMF. 2015. IMF Concludes 2015 Article IV Constitution Mission to Myanmar. Press release. 1 July. 

https://www.imf.org/external/np/sec/pr/2015/pr15308.htm 

https://www.imf.org/external/np/sec/pr/2015/pr15308.htm
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ESTIMATED FINANCING FOR THE DISASTER RESPONSE FACILITY 

1. Financing requested by ADB to mainstream the Disaster Response Facility (DRF) is 
estimated at 10% of grant operations, which amounts to $218 million for the 11th replenishment 
period of the Asian Development Fund (ADF 12). This is based on experience during the pilot 
period of the DRF. Five grant countries have accessed the DRF during 2013–2015 to date, or 
about two countries every year. Assuming that two grant countries would be affected every year 
over the 4 years of ADF 12 and would call on the DRF to finance disaster response needs up to 
an amount equivalent to the average annual grant allocation of $29 million, the estimated 
financing demand for the grant DRF is about $236 million.  

 
Table A5: Estimated DRF Financing Demand 

CA-only countries 

Estimated Annual PBA in ADF 12 

 Grants   COL  

 Afghanistan  215   

 Kyrgyz Republic  39 49  

 Tajikistan  40 49  

 Bhutan  48  

 Maldives  12   

 Nepal  306  

 Cambodia  194  

 Lao PDR  103  

 Myanmar  351  

 Kiribati  6   

 Marshall Islands  6   

 Nauru  5   

 Samoa  10   

 Solomon Islands  6 8  

 Tonga   4 5  

 Tuvalu   5   

 Vanuatu  5 6  

    

(a) Total annual PBA 353 1,119  

(b) Number of Countries 12 10  

(c) Average PBA per country 29  112  

(d) Annual probability of disaster occurring
a
 16.7% 16.7% 

 Expected annual financing requirement (b*c*d)   59  186  

 Expected ADF 12 financing requirement (b*c*d*4)  236  746  
ADF = Asian Development Fund, CA = concessional assistance, COL = concessional ordinary capital resources 
lending, DRF = Disaster Response Facility, Lao PDR = Lao People’s Democratic Republic, PBA = performance-
based allocation. 
a
 Assuming that about 2 of 12 grant countries access the DRF every year, based on the five cases from 2013 to 2015 

to date. 
Source: Asian Development Bank. 
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ILLUSTRATIVE SIMULATION OF POTENTIAL INCREASED DEMAND FOR 

GRANTS DURING ADF 12 

1. The initial size of the set-aside for the Asian Development Fund (ADF) Disaster 
Response Facility (DRF) grants and contingency is proposed to be 30% of the total ADF grant 
allocations, including the subregional set-aside. The total ADF grant pool, including the 30% for 
DRF grants and contingency, amounts to $2.8 billion (Table A6).  
 
2. Part A of Table A6 provides the ADF 12 projected allocations based on the latest joint 
International Monetary Fund–World Bank debt sustainability framework for low-income 
countries. 
 
3. Part B of Table A6 provides a simulation of potential increased demand for grants 
among concessional assistance-only countries1 on the assumption that the donors approve the 
proposal to fully adopt the joint International Monetary Fund–World Bank debt sustainability 
framework for low-income countries for the ADF 12 period. The simulation is based on projected 
debt distress classifications for 2017–2020.  
 
4. Part A of Table A6 provides that ADB's indicative allocations for ADF grants under 
ADF 12 total $2,182.41 million (including the grant portion of the concessional assistance 
subregional pool), while Part B of the table indicates that total grant allocations are projected to 
increase by about $536 million to $2,719 million. 
 

 

 

                                                
1
 The following countries are classified as concessional assistance-only: Afghanistan, Bhutan, Cambodia, Kiribati, 

Kyrgyz Republic, Lao People’s Democratic Republic, the Maldives, Marshall Islands, Myanmar, Nauru, Nepal, 
Samoa, Solomon Islands, Tajikistan, Tonga, Tuvalu, and Vanuatu. See ADB. 2013. Classification and Graduation 
of Developing Member Countries. Operations Manual. OMA1/BP. Manila. 
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Table A6: Indicative 2017–2018 ADF Grant Allocations: Comparison Using Latest and Indicative Debt Distress Classifications 

($ million) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
ADF = Asian Development Fund; DMC = developing member country; Lao PDR = Lao People's Democratic Republic; PBA = performance-based allocation. 
a
 Grant shares provided in part A are based on the latest joint International Monetary Fund–World Bank debt sustainability framework for low-income  countries. 

b
 Indicative projections of debt distress classifications are assessed based on latest Article IV reports. 

c
   The latest debt distress classification for Bhutan and Lao PDR is moderate, but these two are considered gap countries by the International Development Association, and subject 

to the approval of Proposal 6, will no longer be eligible for grants. 
d
 The Maldives’ and Samoa’s latest debt distress classification is moderate, but maintaining a conservative approach is considered prudent, hence the Maldives’ and Samoa’s latest 

debt distress classification is retained as high. 
e  Nepal’s latest debt distress classification is low. It is projected to continue as at low risk of debt distress. 
Source: Asian Development Bank.  

DMC  Sharea 2017–2018 2019–2020
Total

(A1)

Debt 

Distress  Shareb Grant

Debt 

Distress  Shareb Grant

Total

(B1)

Variance

(C = B1-A1)

Pacific 94.62          94.62          189.23     94.62       73.33       167.94       (21.29)          

Kiribati High 100% 12.70          12.70          25.41       High 100% 12.70       High 100% 12.70       25.41         -               

Marshall Islands High 100% 11.69          11.69          23.38       High 100% 11.69       Moderate 50% 5.84         17.53         (5.84)            

Nauru High 100% 10.17          10.17          20.34       High 100% 10.17       High 100% 10.17       20.34         -               

Samoa High 100% 20.51          20.51          41.02       High 100% 20.51       Moderate 50% 10.25       30.76         (10.25)          

Solomon Islands Moderate 50% 12.40          12.40          24.80       Moderate 50% 12.40       Moderate 50% 12.40       24.80         -               

Tonga Moderate 50% 7.76            7.76            15.52       Moderate 50% 7.76         Moderate 50% 7.76         15.52         -               

Tuvalu High 100% 10.38          10.38          20.76       High 100% 10.38       Moderate 50% 5.19         15.57         (5.19)            

Vanuatu Moderate 50% 9.00            9.00            18.01       Moderate 50% 9.00         Moderate 50% 9.00         18.01         -               

Non-Pacific 182.80        182.80        365.59     170.37     409.80     580.17       214.58         

Bhutanc Moderate 0% -              -              -          Moderate 0% -          Moderate 0% -          -             -               

Cambodia Low 0% -              -              -          Low 0% -          Moderate 50% 148.11     148.11       148.11         

Lao PDRc Moderate 0% -              -              -          Moderate 0% -          High 0% -          -             -               

Kyrgyz Republic Moderate 50% 78.90          78.90          157.80     Moderate 50% 78.90       High 100% 157.80     236.70       78.90           

Maldivesd High 100% 24.85          24.85          49.70       Moderate 50% 12.43       High 100% 24.85       37.28         (12.43)          

Nepale Low 0% -              -              -          Low 0% -          Low 0% -          -             -               

Tajikistan Moderate 50% 79.05          79.05          158.09     Moderate 50% 79.05       Moderate 50% 79.05       158.09       -               

PBA Total 277.41        277.41        554.82     264.99     483.13     748.12       193.29         

Special Allocations 429.23        429.23        858.47     429.23     772.39     1,201.62    343.15         

Afghanistan High 100% 429.23        429.23        858.47     High 100% 429.23     High 100% 429.23     858.47       -               

Myanmar Low 0% -              -              -          Low 0% -          Moderate 50% 343.15     343.15       343.15         

Subregional 384.56        384.56        769.12     384.56     384.56     769.12       -               

     Total Grant Allocations 1,091.21     1,091.21     2,182.41  1,078.78  1,640.08  2,718.86    536.45         

327.36        327.36        654.72     323.63     492.02     815.66       

Total ADF Grant Pool 1,418.57     1,418.57     2,837.13  1,402.41  2,132.10  3,534.51    697.38         

Total DRF Grants & Contingency  

(30% of Total Grant Allocations)

Debt Distress 

Classification

2017–2018 2019–2020 2017–2020
A. Using Latest Debt Distress Classifications B. Using Indicative Projections of Debt Distress Classifications


