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EXECUTIVE SUMMARY  
 

The Asian Development Bank (ADB) refined its performance-based allocation (PBA) 
system during the ninth replenishment of the Asian Development Fund (ADF X). The 
implementation of the refined PBA system during the ADF X period (2009–2012) was 
satisfactory and effective. It resulted in more ADF resources being allocated to better performing 
countries as well as the biggest proportional increase in the allocation to the ADF-only countries. 
It also reduced allocation volatility and significantly strengthened ADF’s support for regional 
cooperation and integration (RCI). This paper summarizes these results and seeks donors’ 
guidance on (i) the set-aside for Pacific countries, (ii) the allocation to RCI; (iii) the exceptional 
post-conflict assistance to Afghanistan, and (iv) the post-conflict phaseout for Timor-Leste.  
 

The ADF has set aside 4.5% of its resources allocated according to PBA for Pacific 
countries since ADF VIII. This arrangement is working well because it ensures a certain level of 
resources to generally small and vulnerable Pacific countries, while allocating those resources 
based on performance within the group. Therefore, it is proposed to continue the set-aside of 
4.5% of ADF resources allocated according to PBA in the ADF XI period (2013–2016).  
 

ADF X earmarked 10% of ADF resources for RCI—twice as much as the share in ADF 
IX—in recognition of the importance of RCI in leveraging the growth potential of individual 
countries and helping reduce poverty. ADF countries have welcomed this arrangement and 
some have even augmented the resources by more than the required amount from their 
national ADF allocations to finance these projects. Demand for financing of RCI projects under 
the ADF RCI set-aside has always exceeded available resources. The ADF X midterm review 
on development effectiveness of RCI demonstrated that the increase in RCI set-aside to 10% 
under ADF X was well justified. Therefore, it is proposed to continue earmarking 10% of ADF 
resources for RCI in ADF XI. 
 

Under ADF X, Afghanistan has been receiving exceptional post-conflict assistance since 
2009, with a plan to phase out post-conflict premium over 6 years. However, donors agreed in 
2010 to suspend the phaseout for 2011–2012. They further agreed to discuss future post-
conflict assistance to Afghanistan during ADF XI. This paper presents two options for donors’ 
guidance, both of which will result in a higher ADF provision to the country in ADF XI than that 
was envisaged in the original phaseout plan during ADF X, and thus will require additional 
financing: 

 
Option 1: Resume the phaseout in 2013 and complete it in 2016. 
Option 2: Resume the phaseout in 2013 and extend the phaseout period by 2 years until 2018.  

 
ADF X provides part of its ADF assistance to Timor-Leste on a grant basis, irrespective 

of the country’s debt distress rating, as exceptional post-conflict support to the country. Given 
the country’s strong economic performance in recent years, it is proposed to accelerate the 
phaseout of the post-conflict assistance for Timor-Leste from 2014 to 2012.  

 
The current PBA system constrains ADB’s capacity to assist ADF-only countries during 

severe economic crises or natural calamities. A crisis response facility designated for ADF-only 
countries would significantly improve ADB’s capacity to support them during crises and help 
meet their crisis-response needs in a timely and effective manner. In a separate discussion 
paper for ADF XI, donors’ guidance is sought on establishing such a facility under ADF XI. The 
PBA system will reflect donors’ guidance.  
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I. INTRODUCTION 

1. The Asian Development Bank (ADB) refined its performance-based allocation (PBA) 
system for the ninth replenishment of the Asian Development Fund (ADF X).1 The refined PBA 
system resulted in (i) the allocation of more ADF resources using the PBA formula, (ii) improved 
allocation to low-income developing member countries (DMCs), (iii) enhanced measurement of 
portfolio performance, and (iv) the introduction of the country ownership criterion for allocations 
to regional cooperation and integration (RCI) in line with those of the African Development Fund 
and the International Development Association (IDA). As part of the refined PBA system, ADB 
also developed a framework for providing exceptional post-conflict assistance to Afghanistan 
and Timor-Leste, including a 6-year phaseout period for such assistance. Following discussions 
at the ADF donors’ annual consultation on the sidelines of ADB’s Annual Meeting in Tashkent in 
May 2010, ADB suspended the phaseout of post-conflict assistance to Afghanistan for 2 years 
in view of the country’s continuing need for strong support.2

 

 ADF donors also agreed to discuss 
the post-conflict phaseout during ADF XI replenishment. Appendix 1 provides a brief description 
of the PBA system. 

2. This paper examines the effectiveness of PBA implementation and discusses four key 
issues for ADF donors’ consideration: (i) the set-aside for Pacific countries, (ii) the allocation to 
RCI, (iii) the exceptional post-conflict assistance to Afghanistan, and (iv) the post-conflict 
phaseout for Timor-Leste.  
 

II. REVIEW OF THE IMPLEMENTATION OF THE PERFORMANCE-BASED 
ALLOCATION SYSTEM UNDER ADF X 

3. Strong links between performance and allocation. In ADF X, 80% of ADF resources 
were allocated using the PBA formula—3% more than the share in ADF IX (Table 1). The PBA 
system’s mechanism for rewarding performance also worked well. During the ADF X period 
(2009–2012), 51% of the allocations using the PBA formula went to DMCs with strong country 
performance assessment (CPA) scores, compared with 45% during ADF IX (2005–2008). The 
share of allocations to DMCs with weak CPA scores declined from 20% during ADF IX to 7% 
during ADF X (Figure 1).  
 
4. Special regard for small and low-income developing member countries. ADF 
allocations continued to reflect the special regard for small and low-income DMCs that was built 
into the PBA formula. Figure 2 shows that across DMCs the rate of increase in the allocation 
share decreases markedly as population size increases. It also shows that the allocation share 
decreases as gross national income (GNI) per capita increases across DMCs, with the rate of 
decrease slowing as GNI per capita rises. 

 
5. ADF allocations for ADF-only countries. Non-Pacific ADF-only countries3

                                                
1 ADB. 2008. Refining the Performance-Based Allocation of Asian Development Fund Resources. Manila. 

 received the 
largest proportional increase in allocations, rising from 21.6% during ADF IX to 29.7% during 

2  ADB. 2010. Afghanistan: Proposed Suspension of the Post-Conflict Assistance Phaseout. Manila. 
3 ADF countries consist of ADF-only and blend countries with access to ADF resources. These include 17 ADF-only 

countries (Afghanistan, Bhutan, Cambodia, Kiribati, the Kyrgyz Republic, the Lao People's Democratic Republic, 
the Maldives, Mongolia, Nauru, Nepal, Samoa, Solomon Islands, Tajikistan, Timor-Leste, Tonga, Tuvalu, and 
Vanuatu); and 11 blend countries (Armenia, Bangladesh, Georgia, the Marshall Islands, the Federated States of 
Micronesia, Pakistan, Palau, Papua New Guinea, Sri Lanka, Uzbekistan, and Viet Nam). Although Azerbaijan and 
India are blend countries, and Myanmar is an ADF-only country, these three countries currently do not have access 
to the ADF.  
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ADF X (Table 1). The 14% soft cap for blend countries introduced in ADF X contributed to this 
effect.4

 

 As a result, the share of PBAs to blend countries decreased from 73.9% during ADF IX 
to 65.8% during ADF X. About $474 million was redistributed from three countries that 
exceeded the 14% cap (Bangladesh, Pakistan, and Viet Nam) to ADF-only and other blend 
countries within the non-Pacific country group, providing these DMCs with 5.6% of additional 
allocations. Furthermore, $400 million of additional ADF resources were allocated to ADF-only 
countries in 2009 in response to the global economic crisis. This further increased the allocation 
to the ADF-only countries. 

Table 1: Asian Development Fund Allocation by Country Group, 2005–2012 
(%) 

 Shares of Allocations 

Item 

ADF IX  ADF X 

2005–2008  2009–2012 
Performance-Based Allocations 77.0  80.0 
      
  ADF-Only (Non-Pacific) 21.6  29.7 
  Blend 73.9  65.8 
  Pacifica 4.5  4.5 

  Subtotal 100.0  100.0 
      
Country Set-Asidesb 18.0  10.0 
RCI Set-aside 5.0  10.0 
 
Total 

 
100.0 

  
100.0 

ADF = Asian Development Fund, RCI = regional cooperation and integration. 
Note: Numbers may not sum precisely because of rounding. 
a Includes an allocation of $20 million for Timor-Leste in 2007–2008. 
b Includes allocations to Afghanistan and Indonesia, and a one-time start-up allocation to Georgia in 2008. 
Source: Asian Development Bank. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                
4 For blend countries exceeding this ceiling, half of the allocation above the 14% threshold was redistributed to all 

other non-Pacific ADF countries. 
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Figure 1: Performance-Based Allocation by Performance Group 

 
ADF = Asian Development Fund. 
Notes: Classification of performance groups is based on the composite country performance rating 
computed from country performance assessment scores and portfolio performance ratings. In calculating the 
allocation share, the data excludes regional cooperation and integration and other set-asides as well as the 
allocations of three blend countries, which have been subject to the 14% soft cap since 2009. For cross 
comparison, the list of 22 countries under ADF IX was used for ADF X. The strong performers are the top 
seven developing member countries in the composite country performance rating, while weak performers 
are the bottom seven. 
Source: ADB estimates. 

 
Figure 2: Population, Gross National Income per Capita, and Allocation, 2009–2012 

 
ADF = Asian Development Fund, GNI = gross national income. 
Note: Population and GNI per capita are the averages from data taken from the World Bank's online 
dataset World Development Indicators http://publications.worldbank.org/WDI/ for 2009–2010 (accessed 24 
September 2008) and for 2011–2012 (accessed 27 June 2011). 
Source: Asian Development Bank and World Bank. 
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6. ADF resources provided as grants. About 25% of the ADF allocations during the ADF 
X period were provided as grants in accordance with the revised ADF grant framework. 5 
Afghanistan, as a post-conflict country, has been the largest ADF grant recipient during ADF X, 
receiving about 39% of the ADF grant allocations—9.7% of the ADF X allocations. Under the 
revised ADF grant framework, the grant portion of a country’s allocation is determined by its 
debt distress classification, based on a debt sustainability analysis. Appendix 2 provides an 
overview of the ADF grant framework. While the grant share has declined from 2009–2010 to 
2011–2012 because of improvements in the debt distress situation in some ADF-only countries, 
it will likely remain at about 22% in ADF XI. The potential impact on the ADF’s financing 
capacity of continuing to provide such a significant portion of ADF resources as grants is 
discussed in a separate paper.6

 
 The PBA system will reflect donors’ guidance.  

7. Regional cooperation and integration operations and geographical distribution. 
The RCI set-aside was doubled from 5% of total ADF resources under ADF IX to 10% under 
ADF X. During 2009–2012, this totaled $1.07 billion allocated to 33 projects. Under the 
reinforced country ownership requirement,7 ADF countries provided an additional $403 million 
from their country PBAs to cofinance RCI projects during 2009–2010. Some countries 
contributed more than the policy requirement, reflecting the high priority given to RCI operations 
by the DMCs. The increase in the RCI set-aside has benefited all subregions and contributed to 
ADB’s strategic focus on RCI operations. The share of cross-border infrastructure projects 
financed from the RCI set-aside has declined to 62.5% in ADF X from 82.3% in ADF IX, while 
the share of regional public goods projects has increased to 22.3% from 17.7%.8 The PBA 
system also introduced a geographical distribution criterion that has improved the geographical 
distribution of RCI projects. The share of the RCI allocation to countries under ADB’s Central 
Asia Regional Economic Cooperation (CAREC) program increased from 24.6% in ADF IX to 
33.8% in ADF X; 9 the share for countries under ADB’s South Asia Subregional Economic 
Cooperation (SASEC) program increased from 2.3% to 18.9%. (Figure 3).10

 
 

8. Reduced volatility of portfolio performance. The PBA system also revised the 
conversion scale for portfolio performance ratings. As a result, the volatility in the portfolio 
performance component of the PBA formula was halved. The standard deviation of portfolio 
performance scores in ADF X using the new conversion scale ranged from 0.4 to 0.5, compared 
with a range of 0.8 to 1.1 in ADF IX under the old conversion scale.11

 
 

  
 

                                                
5 ADB. 2007. The Revised ADF Grant Framework. Manila. 
6 ADB. 2011. Financial Capacity of ADF. Paper prepared for the first ADF XI replenishment meeting, Manila, 8–9 

September 2011. 
7 For a project to be eligible for financing from the RCI set-aside, every $2 drawn from the set-aside should be 

matched by at least $1 from the participating country’s PBA. However, the required contributions from the biennial 
PBA will be subject to a 20% ceiling, beyond which a contribution from the country PBA is not mandatory. The 
biennial allocation to be considered for the purpose of setting the ceilings would be net of any discount from the 
application of the ADF grant framework. 

8 ADB. 2010. Development Effectiveness of Regional Cooperation and Integration Initiatives. Paper prepared for the 
ADF X midterm review meeting, Manila, 18–19 November.  

9 The CAREC program includes 10 countries: Afghanistan, Azerbaijan, the People’s Republic of China, Kazakhstan, 
the Kyrgyz Republic, Mongolia, Pakistan, Tajikistan, Turkmenistan, and Uzbekistan.  

10 The SASEC program covers four countries: Bangladesh, Bhutan, India, and Nepal.  
11 ADB adopted a new methodology in its portfolio performance reporting system, and the new methodology became 

effective on 1 January 2011. This methodology is expected to capture project performance better in implementation 
and will further improve the portfolio performance measures under the PBA system. Accordingly, the current 
conversion scale will also be updated. 
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Figure 3: Geographic Distribution of the ADF Set-Aside for  
Regional Cooperation and Integration 

 

ADF IX (2005–2008) ADF X (2009–2012) 

 

 

 
ADF = Asian Development Fund, CAREC = Central Asia Regional Economic Cooperation, GMS = Greater 
Mekong Subregion, SASEC = South Asia Subregional Economic Cooperation.  
Source: Asian Development Bank. 
 

III. KEY ISSUES FOR CONSIDERATION 

9. Based on the implementation of the PBA system in ADF X, donors’ guidance is sought 
on four issues: (i) the set-aside for Pacific countries, (ii) the allocation to RCI, (iii) the exceptional 
post-conflict assistance to Afghanistan, and (iv) the post-conflict phaseout for Timor-Leste. The 
paper also included below the issue of the proposed crisis response facility (CRF) as it will have 
an effect on allocation of ADF resources. The proposed CRF, however, will be discussed in a 
separate paper.12

 
 Donors guidance on this issue will be reflected in the PBA system.  

A. Set-Aside for Pacific Countries 

10. Pacific countries are particularly vulnerable to natural disasters and other external 
shocks. They also are among those in greatest need of capacity development. Most of them 
possess element of fragility that contribute to a complex development environment. These 
include: (i) isolation (both in terms of geography and knowledge sharing); (ii) weak core state 
functions of policy formulation, resource accumulation, and public sector management; (iii) weak 
social, political, and security systems; (iv) volatility and unpredictability of international 
assistance; and (v) high vulnerability to climate change and risks of natural disasters.  
 
11. As mandated by its charter, ADB needs to continue to dedicate specific resources to 
engage with smaller and more vulnerable countries. This is especially relevant for the island 
economies in the Pacific that make up one-third of ADB’s DMCs. ADB remains one of the 
leading multilateral development partners—and in some cases, the only multilateral partner—
assisting these countries. However, even with the small-country bias built into the allocation 
formula in the PBA system, allocations to Pacific countries would be too small for ADB to 
provide meaningful development support if they had to compete with the large ADF countries for 
                                                
12 ADB. 2011. Preparing for and Responding to Crises. Paper prepared for the first ADF XI replenishment meeting, 

Manila, 8–9 September 2011. 
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ADF resources. Recognizing this, the PBA system has set aside 4.5% of ADF resources 
allocated according to PBA for Pacific countries since ADF VIII. To capture the performance 
aspect of allocation, these countries receive allocations from the set-aside based on the PBA 
formula. 

 
12. In 2009, ADB developed its Pacific Approach 2010–2014, which aims to improve the 
effectiveness of ADB operations in the Pacific. 13

  

 The approach commits ADB to providing 
assistance tailored to local contexts as part of long-term engagement and alignment with local 
priorities. With limited or no access to capital markets, and weak debt management and 
sustainability, ADF resources are extremely valuable to the Pacific countries to help them 
address development challenges. The ADF allocation to the Pacific countries was fully utilized 
in 2009–2010: ADB provided $165.3 million in ADF loans and $88.0 million in ADF grants 
(Table 2). A significant portion of these projects would not have been possible without the set-
aside.  

13. Given the weak capacity and vulnerability of Pacific countries, it is essential to maintain 
the set-aside in ADF XI. With no changes expected in the composition of Pacific country group, 
the size of the set-aside remains appropriate in ADF XI. It is therefore proposed that the set-
aside of 4.5% of ADF resources allocated according to PBA for Pacific countries is continued in 
ADF XI.  
 

Table 2: ADF Allocations and Approvals of Pacific Developing Member Countries 

 2009–2010  2011–2012 

Allocation ($ million) 203.59  198.58 
Approvals ($ million) 253.30   
Percentage 124%   

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

 
B. Allocation to Regional Cooperation and Integration   

14. Following its charter mandate, ADB has promoted RCI in Asia and the Pacific. In 
recognition of the importance of RCI in leveraging the growth potential of individual countries 
and helping reduce poverty, the share of ADF resources earmarked for RCI increased from 5% 
in ADF IX to 10% in ADF X. This has enabled to ADB to pursue the mandate more vigorously.  

15. In 2009–2010, ADB provided $298 million in ADF loans and $240 million in ADF grants 
to RCI projects (9.3% of the ADF commitment authority in 2009–2010). In addition, ADF 
countries contributed $403 million (6.9% of the ADF commitment authority in 2009–2010) from 
their country PBA—more than that was required—to finance the RCI projects. 
 
16. The paper Development Effectiveness of Regional Cooperation and Integration 
Initiatives prepared for the ADF X midterm review demonstrated that the increase in the RCI 
set-aside to 10% was well justified (footnote 8). Demand for financing of RCI projects under the 
ADF RCI set-aside has always exceeded available resources. Project data and macro-level 
studies revealed that RCI projects can be both efficient and effective. Micro-level studies, 
employing primary data collected from different types of surveys, have measured increases in 
employment and reductions in income poverty associated with cross-border infrastructure 
                                                
13 ADB. 2009. ADB’s Pacific Approach 2010–2014. Manila. 
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projects. Macro-level studies employing econometric and computable general equilibrium 
modeling point to a significant increase in gross domestic product growth and a reduction in 
poverty.  

 
17. Under ADF X, ADB has diversified the sectors in its RCI portfolio. ADF financing during 
2009–2012 shows an increase in projects supporting trade; finance; and regional public goods, 
such as the prevention of communicable diseases and environmental degradation. The 
geographic distribution of RCI projects has also been diversified. During 2005–2008, the ADF 
RCI allocation supported mainly projects in the Greater Mekong Subregion (GMS) and, to a 
lesser extent, those under the CAREC program. As other ADB-supported RCI initiatives have 
matured in the past few years, fresh demands for funding, particularly from South Asia and non-
CAREC Central Asian countries, have emerged. This has come on top of the growing demands 
from traditional recipients such as the GMS and CAREC. 

 
18. ADF donors at the ADF midterm review welcomed the diversification of ADB’s RCI 
portfolio, both in terms of sector and geographical focus. They also welcomed the evidence 
provided substantiating the development impacts of RCI projects on ADF countries.14

 

 To sustain 
the momentum of effective implementation of increased RCI assistance during ADF X, it is 
proposed to continue to earmark 10% of ADF resources for RCI in ADF XI.  

C. Post-Conflict Assistance for Afghanistan  

19. Under ADF X, Afghanistan has been receiving exceptional post-conflict assistance since 
2009. The size of the ADF allocation to Afghanistan is the sum of the formula-based PBA and a 
portion of post-conflict premium. During ADF X replenishment discussions, donors agreed to 
phase out post-conflict premium over 6 years starting in 2009. Donors also agreed to determine 
the post-conflict premium under ADF X based on the following formula: 
 

(Post-Conflict Premium) = ($670 million) – (PBA Formula-Based Allocation) 
  
20. The amount of $670 million was determined based on the exceptional biennial allocation 
to Afghanistan under ADF IX, scaled up in proportion to the increase in the overall size of ADF 
from ADF IX to ADF X. As the PBA formula-based allocation to Afghanistan for 2009–2010 (the 
first biennial period of ADF X) was $102 million, the above formula gave $568 million as post-
conflict premium. The exceptional post-conflict assistance to Afghanistan for 2009–2010 
included $446 million (11/14 of post-conflict premium of $568 million) and $102 million (from the 
PBA formula-based allocation).15

 
  

21. With Afghanistan continuing to face strong development needs, ADB suspended the 
phaseout for 2011–2012 following the decision by donors in May 2010 and approval by ADB’s 
Board of Directors in July 2010. It was estimated that Afghanistan would receive $162 million 
more of ADF resources than it would have received without the suspension. Donors agreed on 
the partial and temporary utilization of the remaining usable liquidity of the ADF to finance this 
incremental allocation to Afghanistan, and this was confirmed in the ADF X midterm review 

                                                
14  ADB. 2010. Chair’s Summary, ADF X midterm review meeting, Manila, 18–19 November.  
15 The first biennium allocation formula in 2009–2010 was: (PBA formula-based Allocation) + (6/7) x (half of the Post-

Conflict Premium) + (5/7) x (half of the Post-Conflict Premium); or (PBA formula-based Allocation) + (11/14) x (the 
Post-Conflict Premium). The proportion of grant assistance to Afghanistan will be based on its risk of debt distress, 
in accordance with the ADF grant framework. Afghanistan has been receiving 100% ADF grants as it was 
assessed to be at high risk of debt distress. No volume discount will be applied because of the country’s post-
conflict status. 
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meeting in November 2010. Donors also agreed to discuss the approach to and financing of 
future exceptional post-conflict assistance to Afghanistan during the ADF XI replenishment.  
 
22. Under the IDA16, IDA decided to take a flexible, case-by-case approach to the treatment 
of the phaseout for post-conflict assistance.16

 

 Based on the agreed criteria, IDA extended the 
phaseout period of post-conflict premium to those countries judged eligible for the extension. As 
such, IDA extended Afghanistan’s post-conflict phaseout to fiscal year 2014 (the end of the 
IDA16) from fiscal year 2013.  

23.  As a result of 3 decades of war and insurgency, Afghanistan is the poorest country in 
Asia and the Pacific.17 It has been struggling with its long-term deficits in human, infrastructure, 
institutional, governance, and security development. The lack of security remains a critical 
challenge to its development. The process of reconciliation, reconstruction, and development 
that began in 2002 is ongoing and has inherent challenges, but it has not yet achieved the 
desired efficacy. The cycle of fragility and violence can only be broken through development. 
Continued instability in Afghanistan highlights the need for ADB to continue supporting the 
country’s development and effectively coordinate with other international development partners 
in programming and implementing its operations.18

 
 

24. ADB is the fourth-largest development partner of the Government of Afghanistan, 
providing assistance for transport, energy, water, and agriculture. ADB has provided close to 
$2.4 billion in concessional loans, grants, and technical assistance projects. ADB projects are 
making a difference to the quality of life of ordinary citizens through (i) the provision of power to 
major cities; (ii) the development of the telecommunication system; (iii) regional connectivity 
through railways, ring roads, and regional highways; and (iv) the development of water and 
agribusiness infrastructure.  

 
25. Following the framework of exceptional post-conflict assistance to Afghanistan as 
defined in ADF X, and considering the need for continuing support of the country’s development, 
this paper presents two options: 

 
Option 1: Resume the phaseout in 2013 and complete the phaseout in 2016. 
Option 2: Resume the phaseout in 2013, and extend the phaseout period by 2 years 
until 2018. 
 

26. Under both options, ADF provisions to Afghanistan in ADF XI will be greater than those 
envisaged under the original phaseout plan during ADF X. They will therefore require additional 

                                                
16 If the decision is made to extend a country’s phaseout period, the extension will cover the next replenishment 

period (for both post-conflict and reengaging countries), subject to the condition that the cumulative support does 
not exceed 20 years for a post-conflict country and 10 years for a reengaging country. The financial benefit to the 
country judged eligible for further extension will be limited to that arising from a longer phaseout, with no other 
changes to its level of allocation. 

17 ADB. 2011. Fragile and Conflict-Affected Situations. Paper prepared for the first ADF XI replenishment meeting, 
Manila, 8–9 September 2011. 

18  ADB has financed its development operations in Afghanistan primarily from ADF resources set aside for 
exceptional assistance to the country. The recently approved ADB-managed Afghanistan Infrastructure Trust Fund 
will help pool donor resources to cofinance ADB-assisted infrastructure projects. The trust fund provides a 
financing and implementation window, particularly to donors with a smaller development footprint in Afghanistan 
but also wishing to contribute to the provision of infrastructure development, by piggybacking on ADB’s competitive 
advantage, technical expertise, and sound fiduciary arrangements in implementing large infrastructure projects. 
The size of the fund is expected to be limited to complementing, but not substituting for, ADB’s exceptional post-
conflict assistance to Afghanistan. 
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financing which is on top of $162 million required for the 2-year suspension of the phaseout in 
2011-2012, temporarily financed with usable liquidity. Both the options are more generous than 
IDA’s phaseout plan. The effects of the two options are illustrated in Table 3, and Figures 4 and 
5.     
 
27. Compared with the original phaseout plan (without the suspension), the Option 1 will 
provide an additional 28.6% of the post-conflict premium to Afghanistan in 2013–2014 and an 
additional 21.4% of the post-conflict premium in 2015–2016. The size of post-conflict premium 
for Afghanistan will depend on the size of ADF XI.19

  
  

28.  Under Option 2, the pace of reduction in the post-conflict premium will be more gradual 
than that under the Option 1. Compared with the original phaseout plan, the Option 2 will 
provide an additional 39.7% of the post-conflict premium to Afghanistan in 2013–2014, and an 
additional 38.9% of the post-conflict premium in 2015–2016. 20

 

 Further, an additional 16.1% of 
the post-conflict premium will be provided to Afghanistan in 2017–2018 (Table 3 and Figure 5).  

Table 3: Percentage of Post-Conflict Premium 
 

 
 
 
 
 
 
 

 

Original 
Post-

Conflict 
Phaseout 

Plan 
(Proportion 

of PCP) 
 

Option 1 Option 2 

Phaseout 
under  

Option 1 
(Proportion 

of PCP) 

Increase 
from 

original 
plan (%) 

Phaseout 
under  

Option 2 
(Proportion 

of PCP) 

Increase 
from 

original 
plan (%) 

ADF X 
2009–2010 14 

11 = 78.57% 14 
11 = 78.57%   0 14 

11 = 78.57%  0 

2011–2012 14 
7 = 50.00% 14 

11 = 78.57% 28.57 14 
11 = 78.57% 28.57 

ADF XI 
2013–2014 14 

3 = 21.42% 14 
7 = 50.00% 28.57 18 

11 = 61.11% 39.68 

2015–2016   0  14 
3 = 21.42% 21.42 18 

7 = 38.89% 38.89 

ADF XII 
2017–2018 0       0  0 18 

3 = 16.07% 16.07 

2019–2020 0        0  0 0    0 
ADF = Asian Development Fund, PCP= Post-Conflict Premium. 
Source: Asian Development Bank. 

 
 

 
  

                                                
19 The amount of these additional ADF provisions to Afghanistan under Option 1 is a function of the size of ADF XI. It 

is estimated this amount will be approximately $284 million, if the size of ADF XI replenishment is the same as that 
of ADF X.  

20 The amount of additional ADF provisions to Afghanistan under Option 2 is estimated to be approximately $446 
million in ADF XI, if the size of ADF XI replenishment is the same as that of ADF X. 
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Figure 4: Percentage of Post-Conflict Premium 
Comparing the Option 1 with the Original Plan 

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

 
Figure 5: Percentage of Post-Conflict Premium 
Comparing the Option 2 with the Original Plan 

 
ADF = Asian Development Fund. 
Source: Asian Development Bank.  
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D. Post-Conflict Assistance for Timor-Leste 

29. ADF X provides part of its ADF assistance to Timor-Leste on a grant basis and without a 
volume discount on the grant, irrespective of the country’s debt distress rating, as exceptional 
post-conflict support to the country. The 6-year phaseout from the exceptional post-conflict 
assistance began with the 2009–2010 allocations. The percentage of ADF grants is to decrease 
from 100% during 2009–2010 to 67% during 2011–2012, and will further decline to 33% during 
2013–2014. The size of the ADF allocation to Timor-Leste is based on the PBA formula and the 
set-aside for Pacific countries.  
 
30. During the ADF X midterm review meeting, donors agreed to maintain the original 
phaseout plan for the biennial period of 2011–2012 and to revisit the issue during the ADF XI 
discussions. 
 
31. Timor-Leste’s GNI per capita increased eight-fold between 2000 and 2008, and has 
exceeded the IDA operational cutoff since 2007. Its economic growth prospects are good, 
supported by public investments financed through petroleum revenues. Its external liquidity is 
very high. Timor-Leste asked ADB to review its country classification for possible access to 
ADB’s ordinary capital resources. IDA assessed the country be at low risk of debt distress in 
2010 and thus stopped providing IDA grants to Timor-Leste. IDA will end Timor-Leste’s post-
conflict phaseout in June 2012 as scheduled.  The World Bank Group has made Timor-Leste 
eligible for resources from the International Bank for Reconstruction and Development. 
Therefore, it is proposed to bring forward the end of the phaseout period of post-conflict 
assistance to Timor-Leste from 2014 to 2012. 
 
E. Crisis Response Facility 

32. The Asia and Pacific region has a daunting record of crises caused by both the 
frequency and impact of natural hazards and economic shocks, which particularly affect the 
poor. With economies becoming increasingly interdependent, economic shocks and their 
spillover effects are expected to become more frequent and global in impact. Similarly, with 
changing climate patterns and rapid urban growth, natural hazards and devastating disasters 
are expected to increase in number and intensity. Crises not only cause immediate economic 
damage and loss of life, but can also have deep and lasting impacts on growth, poverty, and 
human development, both as a direct consequence and as a result of diverting development 
funds to replace lost social and economic infrastructure. They can also affect countries’ efforts 
to meet the targets under the Millennium Development Goals (footnote 12).  
 
33. ADB’s experience in responding to previous crises suggests that a CRF designated for 
ADF-only countries would significantly improve ADB’s capacity to support these DMCs, increase 
transparency, and expedite the delivery of emergency and recovery assistance. For these 
DMCs, such a facility would increase predictability and prevent diversion and/or reallocation of 
long-term development expenditures. Thus it would complement the existing PBA system. In a 
separate paper (footnote 12), donors’ views are sought on establishing a CRF for ADF-only 
countries under ADF XI, in which about 5% of ADF XI resources would be earmarked to support 
the facility. The proposed CRF would not materially distort the PBA system. If no crises strike, 
the proposed resources would go back to the PBA pool. However, in the event of a crisis, the 
proposed CRF would provide more resources to ADF-only countries under distress. The PBA 
system will reflect the guidance of the donors.  
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IV. SUMMARY 

34. ADB refined the PBA system under ADF X. The refined system allocated more ADF 
resources to better performing countries and resulted in proportionally higher allocations to 
ADF-only countries. The 14% soft cap introduced in ADF X and the additional allocation of ADF 
resources to ADF-only countries in 2009 in response to the global economic crisis also 
contributed to the increase in allocations to the most vulnerable ADF countries. In addition, the 
revised conversion scale for portfolio performance ratings reduced the volatility in ADF 
allocations. The PBA system continues to reflect a special regard for small and poor DMCs 
through the design of the PBA formula and the set-aside of 4.5% of ADF resources allocated 
according to PBA for Pacific countries. About 25% of ADF X resources have been provided in 
the form of ADF grants in line with the revised ADF grant framework. Afghanistan is the largest 
grant recipient, receiving 39% of the total ADF grants in ADF X. With the increase in the set-
aside for allocations to RCI, RCI operations more than doubled. RCI operations also benefited 
from the reinforced country ownership requirement and better geographical distribution of RCI 
projects.  
  
35. Donors’ guidance is sought on four issues: (i) the set-aside for Pacific countries, (ii) the 
allocation to RCI, (iii) the post-conflict phaseout for Timor-Leste, and (iv) the exceptional post-
conflict assistance to Afghanistan. 
 
36. On the first three issues, donors’ endorsement is sought to  
 

(i) maintain the set-aside of 4.5% of ADF resources allocated according to PBA for 
Pacific countries in ADF XI,  

(ii) continue to earmark 10% of ADF resources for RCI in ADF XI, and 
(iii) bring forward the end of the phaseout period of post-conflict assistance to Timor-

Leste from 2014 to 2012. 
 

37. On the fourth issue, donors' guidance is sought on options to allocate additional ADF 
resources to Afghanistan.  
 
38. The PBA system will also reflect the guidance of the donors on the establishment of the 
proposed CRF. 
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PERFORMANCE-BASED ALLOCATION SYSTEM 
 
A. Allocation of ADF Resources 

1. Demand for concessional financing in Asia and the Pacific exceeds what the Asian 
Development Fund (ADF) can finance. ADB therefore adopts a system to fairly allocate ADF 
support among the many competing needs, and to direct the funds to where they will be used 
most effectively. 

2. ADB's performance-based allocation (PBA) policy guides the allocation of ADF 
resources. The policy supports poverty reduction and sustainable development by allocating 
ADF resources based on country performance. It also considers other factors such as country 
needs, absorptive capacity, and special circumstances.  

3. The PBA exercise determines allocation shares for ADF borrowers using a formula that 
considers: 

(i) country performance;  
(ii) country size, as measured by population; and  
(iii) economic need, as measured by GNI per capita.  

 
B. Country Performance Assessment 

4. Country performance assessments (CPAs) are the bedrock of performance-based 
allocation. The CPA exercise assesses the quality of a country's policy and institutional 
framework, and measures the extent to which such framework supports sustainable growth, 
poverty reduction, and the effective use of development assistance. 

5. Each country's performance is assessed on 17 indicators based on: 

(i) coherence of its macroeconomic and structural policies;  
(ii) degree to which its policies and institutions promote equity and inclusion;  
(iii) quality of its governance and public sector management; and  
(iv) portfolio quality.  

6. ADB conducts CPAs for all ADF countries. The CPAs are carried out annually for 
developing member countries with populations exceeding 1 million, and every 2 years for 
countries with smaller populations. Starting with the 2005 CPA exercise, ADB conducts its 
annual CPAs using the World Bank's country policy and institutional assessments (CPIA) 
questionnaire. The CPIA questionnaire assesses performance in 16 indicators, and describes 
the performance characteristics for each score (on a scale of 1 to 6) for each of the 16 
indicators. The 17th indicator, portfolio performance, is also assessed on a scale of 1 to 6. 

C. The Performance-Based Allocation Formula  
 
7. The allocation formula is a weighted geometric function of the composite country 
performance rating, per capita income, and population. The allocation shares are scaled so that 
they sum to 1, i.e., the formula is calibrated to ensure that total allocations will equal total 
available resources. Let CCPR denote the composite country performance rating, PCI denote 
per capita income (or gross national product where national income estimates are not available), 
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and POP denote population. For each country, i, the share of Asian Development Fund-
allocated resources, Si, is determined by the following formula: 
 
 Si = CCPRi 

2.00 × PCIi –0.25 × POPi 
0.60 × C 

8. The scaling factor, C, is a constant term where: 

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

0.60) 

9. The effect of the squaring of the CCPR on its component parts is as follows: 
 
 CCPRi

2.00 = (policy and institutional rating)i 
1.40 × (governance rating)I 

2.00  

   × (portfolio performance rating)i 
0.60 

which highlights the importance of the governance rating in the overall country allocation. 

10. Each country’s indicative assistance level is derived by applying its country allocation 
share to the Asian Development Fund commitment authority. 
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Calculation of the Composite Country Performance Rating 
       
 A. Economic Management Rating 

Average of scores for: 
1. Macroeconomic management 
2. Fiscal policy 
3. Debt policy 
 

(Rating range: 1–6) 

 B. Structural Policies Rating 
Average of scores for: 

4. Trade 
5. Financial sector 
6. Business regulatory environment 
 

(Rating range: 1–6) 

 C. Policies for Social Inclusion 
and/or Equity Rating 

Average of scores for: 
7. Gender equality 
8. Equity of public resource use 
9. Building human resources 
10. Social protection and labor 
11. Policies and institutions for 

environmental sustainability 
 

(Rating range: 1–6) 

 

          
        
        
 Policy and Institutional Rating 

Average of scores for A, B, and C 
 

(Rating range: 1–6) 

 Governance Rating 
Average of scores for: 

12. Property rights and rule-based 
governance 

13. Quality of budgetary and financial 
management 

14. Efficiency of revenue mobilization 
15. Quality of public administration 
16. Transparency, accountability, and 

corruption in the public sector 
 

(Rating range: 1–6) 

 Portfolio Performance Rating 
Based on the proportion of projects at 

risk from the project performance 
reporting system 

 
(Rating range: 1–6) 

 

          
        
  Composite Country Performance Rating 

 
 

= (policy and institutional rating)0.7 x (governance rating)1.0  
x (portfolio performance rating)0.3 

 
(Rating range: 1–36) 

  

Source: ADB. 2008. Refining the Performance-Based Allocation of Asian Development Fund Resources. Manila. 
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Table A1.1: Country Performance Assessment Ratings, 2010 

Developing Member 
Countries 

A. Economic Management  B. Structural Policies  C. Policies for Social Inclusion/Equity  D. Public Sector Management and Institutions  

17. Portfolio  

CCPR 
1 2 3 

Average  

4 5 6 

Average  

7 8 9 10 11 

Average  

12 13 14 15 16 

Average  

Macroeconomic 
Management  

Fiscal Policy 

Debt Policy  

Trade  

Financial Sector 

Business 
Regulatory 

Environm
ent  

Gender Equality  

Equity of Public 
Resource Use  

Building Human 
Resources  

Social Protection 
 and Labor  

Policies and 
 Institutions For 
Environm

ental 
Sustainability  

Property Rights and  
Rule-Based  
Governance  

Quality of  
Budgetary 

and Financial 
Management  

Efficiency of  
 Revenue M

obilization  

Quality of Public 
Administration  

Transparency, 
 Accountability, and 

Corruption in 
Public Sector  

Pacific Countries                                 
Kiribati 2.0 2.0 3.5 2.5 2.5 3.0 2.5 2.7 3.0 3.0 3.0 3.0 3.0 3.0 3.0 2.5 3.0 2.5 3.0 2.8 3.5 8.2 
Marshall Islands 2.5 2.5 3.0 2.7 3.0 3.0 2.5 2.8 3.0 2.0 3.0 3.0 2.5 2.7 3.5 2.5 3.0 2.0 2.5 2.7 3.5 7.9 
FSM 2.5 2.0 2.5 2.3 4.0 3.5 2.5 3.3 3.0 2.0 2.5 2.0 3.0 2.5 3.0 3.0 3.0 2.0 3.0 2.8 3.5 8.2 
Nauru 3.0 2.5 1.5 2.3 4.0 1.0 2.0 2.3 3.0 3.5 3.0 3.5 2.5 3.1 2.5 4.0 3.0 3.0 3.5 3.2 3.5 9.1 
Palau  3.0 2.0 3.5 2.8 4.0 2.5 2.5 3.0 3.0 3.0 4.0 3.5 3.0 3.3 3.5 3.5 2.5 3.0 3.0 3.1 3.5 9.8 
Papua New Guinea 4.0 3.0 4.0 3.7 4.0 3.0 3.0 3.3 2.5 3.5 2.5 3.0 2.0 2.7 3.0 3.5 4.0 2.5 3.0 3.2 4.0 11.0 
Samoa 3.5 3.0 3.5 3.3 5.0 4.0 3.5 4.2 3.5 4.0 4.0 3.5 4.0 3.8 4.0 3.5 4.5 4.0 4.0 4.0 3.5 14.7 
Solomon Islands 3.5 3.0 4.0 3.5 4.0 3.5 3.0 3.5 3.0 3.5 3.0 2.5 2.5 2.9 3.5 3.5 3.0 2.5 3.0 3.1 3.0 9.9 
Timor-Leste 3.0 3.5 3.5 3.3 4.5 2.5 2.0 3.0 3.0 3.0 2.5 3.0 2.5 2.8 2.0 3.0 3.0 2.5 2.5 2.6 3.5 8.3 
Tonga 3.0 3.0 3.0 3.0 4.0 3.0 3.5 3.5 3.5 4.0 3.5 2.5 3.0 3.3 3.5 4.0 4.5 4.0 3.5 3.9 3.0 12.4 
Tuvalu 3.5 3.0 1.5 2.7 3.0 2.0 2.5 2.5 3.0 3.5 4.0 3.0 3.0 3.3 4.0 3.0 3.0 3.5 3.0 3.3 2.5 9.0 
Vanuatu 4.0 3.5 4.0 3.8 3.0 4.0 3.0 3.3 3.0 3.0 2.5 3.0 2.5 2.8 3.5 3.5 3.0 3.5 3.0 3.3 3.5 11.1 
Average 3.1 2.8 3.1 3.0 3.8 2.9 2.7 3.1 3.0 3.2 3.1 3.0 2.8 3.0 3.3 3.3 3.3 2.9 3.1 3.2 3.4 10.0 
Group A Countries                                 
Afghanistan 3.5 3.5 3.5 3.5 3.0 2.5 2.5 2.7 2.0 3.0 3.0 2.5 2.5 2.6 1.5 3.5 3.0 2.5 2.5 2.6 3.0 7.7 
Bhutan 4.5 4.5 4.5 4.5 4.0 3.0 3.5 3.5 4.5 4.0 4.5 4.0 5.0 4.4 4.5 4.5 5.0 5.0 4.5 4.7 3.0 17.6 
Cambodia 4.5 4.0 4.0 4.2 4.0 4.5 3.5 4.0 4.0 4.5 4.5 3.5 3.5 4.0 3.5 4.0 4.0 3.5 3.5 3.7 3.5 14.4 
Kyrgyz Republic 4.5 3.5 4.5 4.2 5.0 3.5 4.0 4.2 4.5 3.5 4.0 4.0 4.0 4.0 2.5 3.5 3.5 3.0 3.0 3.1 3.5 12.1 
Lao PDR 4.5 4.0 4.0 4.2 4.0 3.5 3.5 3.7 4.0 4.5 4.5 3.5 4.0 4.1 4.0 4.0 3.5 4.0 3.5 3.8 4.0 15.1 
Maldives 4.0 3.5 3.0 3.5 3.5 3.0 4.0 3.5 3.5 4.0 4.0 3.5 3.5 3.7 4.0 3.0 4.0 4.0 3.0 3.6 2.5 11.5 
Mongolia 4.0 3.5 4.0 3.8 4.5 3.5 4.5 4.2 4.0 4.0 4.0 4.0 3.0 3.8 4.0 4.0 4.5 3.5 3.5 3.9 3.0 14.1 
Nepal 4.0 4.0 4.0 4.0 4.5 4.0 3.5 4.0 4.0 4.5 4.0 4.0 4.5 4.2 3.0 4.0 5.0 3.5 3.5 3.8 3.5 14.8 
Tajikistan 4.0 4.0 4.0 4.0 4.0 3.5 3.5 3.7 3.5 3.5 3.5 3.5 3.0 3.4 3.5 4.0 3.5 3.5 3.0 3.5 4.5 13.7 
Average 4.2 3.8 3.9 4.0 4.1 3.4 3.6 3.7 3.8 3.9 4.0 3.6 3.7 3.8 3.4 3.8 4.0 3.6 3.3 3.6 3.4 13.5 
Group B Countries                                 
Armenia 4.5 5.0 5.0 4.8 5.0 4.5 4.5 4.7 4.5 5.0 4.5 5.0 4.0 4.6 3.5 4.5 4.5 4.5 3.0 4.0 3.5 17.2 
Bangladesh 4.5 4.0 4.5 4.3 3.0 4.0 3.0 3.3 4.0 4.5 4.0 4.0 4.0 4.1 4.0 4.0 3.5 3.5 4.0 3.8 4.5 15.5 
Georgia 4.5 4.5 4.5 4.5 5.5 3.5 5.5 4.8 4.5 5.0 5.0 4.5 3.5 4.5 4.0 4.5 5.0 4.0 4.0 4.3 3.0 17.4 
Pakistan 4.5 3.5 4.5 4.2 3.5 4.5 4.0 4.0 2.5 4.0 3.0 3.0 4.0 3.3 3.0 4.5 3.5 3.5 3.5 3.6 3.0 12.8 
Sri Lanka 4.0 3.0 3.0 3.3 3.5 4.0 3.5 3.7 4.0 4.0 4.0 3.5 3.5 3.8 3.5 4.0 3.5 3.5 3.0 3.5 3.5 12.5 
Uzbekistan 4.5 4.5 4.5 4.5 3.5 3.5 3.5 3.5 4.0 4.0 4.0 4.0 4.0 4.0 3.5 4.0 4.0 3.0 2.5 3.4 3.5 13.1 
Viet Nam 4.5 4.5 4.5 4.5 4.0 4.5 4.0 4.2 4.5 5.0 4.5 4.5 4.5 4.6 4.5 4.5 4.0 4.0 4.0 4.2 3.5 17.3 
Average 4.4 4.1 4.4 4.3 4.0 4.1 4.0 4.0 4.0 4.5 4.1 4.1 3.9 4.1 3.7 4.3 4.0 3.7 3.4 3.8 3.5 15.1 
                                           

Average Non-Pacific 4.3 4.0 4.1 4.1 4.0 3.7 3.8 3.8 3.9 4.2 4.1 3.8 3.8 3.9 3.5 4.0 4.0 3.7 3.4 3.7 3.4 14.2 
                                              

Average (All) 3.8 3.4 3.7 3.6 3.9 3.4 3.3 3.5 3.5 3.8 3.7 3.4 3.4 3.5 3.4 3.7 3.7 3.3 3.3 3.5 3.4 12.4 
CCPR = composite country performance rating, FSM = Federated States of Micronesia, Lao PDR = Lao People’s Democratic Republic.  
Note: CCPR is computed as (policy and institutional rating)0.70 x (public sector management and institutions average) x (portfolio rating)0.30, where the policy and institutional rating 
is the unweighted average of the scores for clusters A to C. 
Source: Asian Development Bank. 
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Table A1.2: Afghanistan Post-Conflict Country Performance Assessment Ratings, 2010 

 

Post-Conflict Performance Indicatorsa Rating 
      
Progress in Post-Conflict Recovery (average of A, B , C and D) 
 

3.7 
 

A. Security and Reconciliation 2.3 
 1. Public Security 1.5 
 2. Reconciliation 3.0 
 3. Disarmament, Demobilization, and Reintegration 2.5 

      
B. Economic Recovery 5.0 

 4. Management of Inflation, External Debt, and Adequacy of the 
Budget 5.0 

 
5. Trade Policy, Foreign Exchange, and Price Regimes 5.0 

 6. Management and Sustainability of Post-Conflict Reconstruction 
Program 5.0 

      
C. Social Exclusion and Social Development 3.7 

 7. Reintegration of Displaced Populations 3.5 
 8. Building Human Resources 4.0 
 9. Social Cohesion, Nondiscrimination, and Human Rights 3.5 

      
D. Public Sector Management and Institutions 3.8 

 10. Budgetary and Financial Management, and Efficiency of 
Revenue Mobilization  4.5 

 11. Reestablishing Public Administration and Rule-Based 
Governance 3.5 

 12. Transparency, Accountability, and Corruption in the Public 
Sector 3.5 

     
Quality of Portfolio Performance 3.0 
      

a These post-conflict performance indicators follow the International Development Association’s indicators. 
Source: Asian Development Bank.
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DEBT SUSTAINABILITY ANALYSIS WORK 
UNDER THE ADF GRANT FRAMEWORK 

 
1. Asian Development Fund (ADF) grants were introduced as part of the ADF IX 
replenishment. As agreed with ADF donors, grant eligibility is based on country-specific 
conditions (such as income, debt stress, and transition from conflict) or the importance of 
addressing certain sector priorities. This was in line with the International Development 
Association (IDA) grant framework (IDA13) at the time of the ADF IX negotiations. 
 
2. During its IDA14 replenishment, IDA revised its framework with a goal of helping low-
income countries restore or maintain external debt sustainability. The revised framework is 
grounded in the debt-sustainability framework (DSF) of the International Monetary Fund (IMF) 
and the World Bank, wherein a country’s eligibility for grants is based solely on debt-
sustainability criteria. The DSF seeks to minimize the possibility that low-income countries will 
incur unsustainable debts in view of the large financing needs implied by the Millennium 
Development Goals. An evaluation of prospective debt dynamics and judgments about the risk 
of debt distress are at the core of the new framework. 
 
3. During the ADF IX midterm review meeting, donors supported the proposal to align the 
grant allocation framework of the Asian Development Bank (ADB) with that of IDA14. In 
September 2007, the ADB Board of Directors approved the revised ADF grant framework. 
Under the revised ADF grant framework, eligibility for ADF grants is limited to ADF-only 
countries. The risk of debt distress will determine the proportion of grants in the country 
allocation. The debt distress classification is based on debt sustainability analyses (DSAs) using 
the joint IMF–World Bank DSF for low-income countries (or the debt data available at that time 
in the absence of a DSA). 
 
4. The analytical basis for this system rests on three pillars: (i) policy-dependent external 
debt thresholds, (ii) DSAs and associated stress tests, and (iii) an appropriate borrowing (and 
lending) strategy that contains the risk of debt distress. 
 
5. The ratings from ADB’s country performance assessment are used to classify countries 
as having strong, medium, or weak policy performance.  
 
6. ADF resources under the revised framework are distributed according to the current 
performance-based allocation (PBA) formula. The proportion of grant assistance is then set 
based on the debt-distress classification. For countries eligible for grant assistance, the 
proportion of grants in the country program follows the same debt-distress classification used by 
IDA: 
 

(i) No grants for low risk of debt distress, 
(ii) 50% grants for moderate risk of debt distress, and 
(iii) 100% grants for high risk of debt distress.  

 
7. A 20% volume discount is applied to the grant portion of the PBA. Thus, for moderate-
risk countries, which have access to 50% of their PBA as grants, the discount is equivalent to 
10% of the PBA. The grant allocations of post-conflict countries are not subject to the volume 
discount.  
 
8. For RCI projects financed from the ADF RCI set-aside, or through the reallocation of 
loan savings and cancellations, the grant shares that correspond to the country’s debt-distress 



Appendix 2 19 

 

classification are applied. High-risk countries receive these funds fully as grants, while 
moderate-risk countries receive half their financing as grants and half as loans. No volume 
discount is applied to these allocations. 
 
9. The Operations Planning and Coordination Division (SPOP) in the Strategy and Policy 
Department is ADB’s focal point for implementation of the ADF grant framework. SPOP staff 
have participated in 20 DSA missions since 2008. Six of these missions took place in 2010 and 
two in the first semester of 2011. 

 
10. IMF and World Bank staff conducted DSA training seminars for ADB economists in 
March 2009, June 2010, and May 2011. SPOP organized a joint World Bank–ADB technical 
training workshop for officials of public debt offices of ADF-only and blend countries in October 
2009. Officials from 17 countries attended. A joint World Bank–ADB–IMF technical training 
workshop was conducted in November 2010 for officials of 10 Pacific ADF countries. 
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