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EXECUTIVE SUMMARY  
 

Economic growth and poverty reduction remain of paramount importance in ADF 
countries, where despite recent achievements in reducing levels of absolute poverty, 58% of the 
population on average continues to live on or below $2 a day. In addition, income inequalities 
have increased in some countries. This has sensitized countries to the need for inclusive 
growth—i.e., growth that is generated through and benefits a large part of a country’s 
population, including the poor. Expected benefits include increased work opportunities, incomes 
and access to essential services including social safety nets.  

 
The Commission on Growth and Development has found that market allocation of 

resources, among others, is a common characteristic of countries with high, sustained growth. 
Strategy 2020 also directs the Asian Development Bank (ADB) to promote market-led growth by 
advising governments on developing a business-friendly environment, by investing in 
infrastructure and using a range of financial instruments to attract financing and deepen its 
reach to underserved sectors by mitigating risk perceptions.  

 
ADB is working with ADF countries to develop the private sector through both its public 

and private sector operations. ADB’s public sector operations are helping to create an enabling 
environment for private sector development (PSD) by promoting good governance, supporting 
financial intermediation, and facilitating public–private partnerships (PPPs). Depending on the 
need of Asian Development Fund (ADF) countries, ADB’s assistance for good governance can 
include support for strengthening legal and judicial reforms, formulating sound and transparent 
regulations, and improving fiscal, monetary and trade policies. ADB is also working with ADF 
countries to develop and improve financial intermediation systems that can channel domestic 
savings toward productive private sector led investments. In addition, across ADF countries, 
institutional capacities for PPPs are gradually being strengthened.  ADB’s increasing support for 
PSD is evident in the rising share of ADF projects contributing to PSD.  

 
ADB’s private sector operations (PSO) contribute to inclusive growth in ADF countries by 

creating, directly or indirectly, productive work opportunities, including work opportunities for the 
poor. ADB’s PSOs are also supporting environmentally sustainable growth which is particularly 
critical for ADF countries, by investing in and financing infrastructure to improve the environment 
(clean energy, water and waste water treatment, and waste to energy), and to improve service 
delivery. PSO also invest in and finance banks and non-bank financial institutions to channel 
financial resources into priority areas such as small and medium-sized enterprises (SMEs), 
infrastructure, clean energy, and trade. In 2009, ADB established a target of 40% of its private 
sector project approvals being in ADF countries by 2015. This target was achieved in 2010 and 
will be maintained. 

 
Moreover, ADB’s value addition lies in helping close the financing gap faced by private 

sector investors in ADF countries through the commitment of ADB resources and through the 
mobilization of resources from other cofinanciers. ADB’s support for private sector investment in 
ADF countries also promotes the adoption of high standards for governance, financial 
management, and environmental and social management systems. Profitable and well-
managed investments in turn contribute to government revenue that can be used for public 
investment as well as social spending.  

 
Investment risk in ADF countries is often perceived to be greater than in higher income 

countries. ADB helps to mitigate these risks through a range of products. These products 
include equity investment, loans of various and flexible tenors, and risk mitigation instruments. 
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Currently, all such products are based on ordinary capital resources. However, ADB has 
recently promoted various innovations, including the use of grant funds to lower the costs 
associated with implementation and performance risks of introducing new technologies, 
attracting investors and demonstrating the commercial viability of projects. 

 
Guarantee instruments can also be effective in mitigating risks associated with 

investment in high-risk sectors and countries. However, under current policies, ordinary capital 
resources guarantees with counter guarantees from a government can be considered only on 
an exceptional basis for ADF only countries for projects that earn foreign exchange. The current 
ADF Regulations do not provide for the use of ADF resources to pay a demand on a guarantee, 
while the International Development Association and the African Development Bank allow their 
respective concessional funding windows to provide guarantees. 
 

Donors’ feedback is requested on whether ADB should conduct detailed due diligence 
on the use of ADF resources to issue guarantees to catalyze private capital and other 
cofinancing resources.  
 
 



   

 

I. INTRODUCTION 

1. This paper has been prepared to highlight the role of the private sector in promoting 
inclusive growth in Asian Development Fund (ADF) countries, and more specifically, how the 
Asian Development Bank (ADB) has supported the private sector in this effort. 
 
2. It outlines the important ways by which ADB promotes inclusive growth through the 
private sector in ADF countries. It highlights how ADB has been working with governments to 
create an enabling environment for private sector development (PSD) in ADF countries. ADB’s 
support to project sponsors in undertaking investments in ADF countries (Group A and Group B) 
is described.1 Innovative uses of grant funds to leverage private sector lending and investment 
are illustrated, and the use of concessionary resources for guarantees, is discussed. The paper 
also provides concluding perspectives on ADB’s efforts to promote PSD in ADF countries 
moving forward and lists issues for Donors’ guidance. 

 
II. ROLE OF ADB IN PROMOTING INCLUSIVE GROWTH THROUGH THE                   

PRIVATE SECTOR IN ADF COUNTRIES 

3. Economic growth and poverty reduction remain of paramount importance in ADF 
countries, where despite recent achievements, 58% of the population on average continues to 
live on or below $2 a day. In addition, income disparities between the rich and poor have been 
increasing in many countries. Continuing high levels of poverty and growing inequality in ADF 
countries contribute to increasing development gaps within and between countries in the region, 
which could potentially undermine social cohesion, endanger social and political stability, and 
hamper the region’s growth momentum. This has sensitized countries to the need for inclusive 
growth, which looks to expand access and opportunity to participate in the growth process, 
including productive employment, as an important means of increasing incomes of excluded 
groups.2 This concept includes attention not only to work opportunities for the labor force, 
including the poor, but also to the well-being of the poor.  
 
4. Acknowledging these needs, ADB seeks to help ADF countries reduce poverty levels 
through both its public and private sector operations, recognizing that poverty reduction is 
associated not only with work opportunities and increased incomes of the poor, but also with the 
provision of access to essential services, such as health, education, housing, infrastructure, 
finance, and safety nets. 
 
5. Increasing the role of the private sector in generating sustainable and inclusive 
economic growth is especially important in ADF countries, given their slower growth on average 
compared with ordinary capital resources (OCR) countries, and widening development gap.3 
The Commission on Growth and Development (The Growth Commission), which included a 
broad group of eminent economists and policy makers that spent 2 years reviewing research 
and experience on economic growth, found that market allocation of resources is a common 

                                                
1
 Group A countries assisted by the Private Sector Operations Department (PSOD) are the following: Afghanistan, 

Cambodia, the Lao People’s Democratic Republic, the Maldives, Mongolia, Nepal, Samoa, and Tajikistan. Group B 
countries assisted by PSOD are the following: Armenia, Azerbaijan, Bangladesh, Georgia, India, Pakistan, Papua 
New Guinea, Sri Lanka, Uzbekistan, and Viet Nam.  

2
 International Finance Corporation. 2011. International Finance Institutions and Development through the Private 

Sector. Washington, DC. 
3
 ADB. 2011. ADF XI Role and Priorities. Paper prepared for the first ADF XI replenishment meeting, Manila,                             

8–9 September.  
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characteristic of countries with high, sustained growth.4 The Growth Commission also found that 
other important elements of broad-based growth were the credible commitment of governments 
to growth and inclusiveness, enabling legal and regulatory frameworks, leadership, and good 
governance. ADB’s strong engagement with the public sector in ADF countries in developing 
these constituents of sustainable and inclusive economic growth is evident in its country 
partnership strategies, the policy advocacy role it plays, and the technical assistance (TA) and 
investments it provides. 5 

 
6. ADB’s private sector operations (PSOs)6 promote opportunities for broad-based 
participation in the growth process. PSOs promote these opportunities by (i) supporting 
investments that relieve constraints to economic growth, (ii) creating work opportunities, and (iii) 
developing affordable services that enable the underserved to contribute to economic growth 
and share in its benefits.  
 
7. Since labor is often the only productive asset of the poor, jobs are their most important 
source of income. Creating work opportunities while relieving constraints to growth is therefore 
critical to poverty reduction.7 The private sector plays a valuable role in this regard, including in 
ADF countries, through investments that generate direct employment, as well as those that 
create indirect employment. For instance, investments in large infrastructure projects such as 
power plants can create substantial direct and indirect employment, given complimentary 
policies and investments in other sectors. In the case of telecommunication services and small 
and medium-sized enterprise (SME) development, a large number of jobs and incomes are 
generated both upstream and downstream.   

 
8. In addition, the dynamics of market-driven competition push the private sector to develop 
better quality and more affordable services that improve standards of living beyond the levels of 
extreme poverty captured by the Millennium Development Goals (MDGs). These include 
investments in better quality infrastructure for transport and mobile communication services, 
low-cost housing, and education financing. Availability of financial and business advisory 
services to ADF countries in turn fosters innovation and risk taking. Many innovations carried 
out for improving services for low-income households have occurred in ADF countries.  
 
9. Through innovation, the creation of new markets, competition, investment, and jobs, the 
private sector helps allocate resources productively and efficiently, unlocks constraints to 
growth, and improves the prospects for the sustainability of that growth. Sustained economic 
growth, in turn, generates resources that can be used for future investment as well as for social 
development, including the creation of social safety nets. Moreover, through the adoption and 
dissemination of green technologies, the private sector is contributing to environmentally 
sustainable growth, which is particularly critical for ADF countries, as the poor are more 
vulnerable to unmitigated environmental risks. Finally, the private sector is a source of revenue 
for government operations through its contribution to taxes and duties. A vibrant private sector is 

                                                
4
 Commission on Growth and Development. 2008. The Growth Report: Strategies for Sustained Growth and 

Inclusive Development. Washington, DC: The World Bank. 
5
 Economic growth is a necessary but not sufficient condition for reducing poverty and or inequalities, i.e., the 

benefits of economic growth do not automatically benefit all. While in some countries it is easier to pursue broad-
based growth, this is difficult in others, especially those that are currently reliant on a few commodities and or 
resources. In such situations, ADB works with governments to create an enabling environment through national 
policies and incentives for private sector investment that (i) generate tax revenue and create fiscal space for public 
investment and social spending, and (ii) gradually help the economy transition to more diverse sources of growth.  

6
 Private sector operations provide direct assistance to private enterprises, on a non recourse basis to government, 

through a range of financing and risk mitigation instruments. 
7
 W. Smith et al. 2005. World Development Report 2005. Chapter 1. Washington DC: The World Bank. 
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therefore a critical component for sustainable growth and development, and thereby poverty 
reduction in ADF countries. 
 

III. CREATING AN ENABLING ENVIRONMENT FOR                                                      
PRIVATE SECTOR DEVELOPMENT USING ADF RESOURCES 

10. ADB’s Private Sector Development Strategy, approved by ADB’s Board of Directors in 
March 2000, states that ADB will use both its public and private sector operations to: 8   
 

(i) help create an enabling environment for the private sector;  
(ii) generate business opportunities (through ADB operations); and  
(iii) act as a catalyst for investments that the private sector might otherwise be 

unable to make.  
 
11. This view has been reinforced in other documents, including ADB’s Strategy 20209 and 
Private Sector Development: A Revised Strategic Framework.10 Strategy 2020 directs ADB to 
promote market-led growth by advising governments on developing a business-friendly 
environment, by investing in infrastructure, and using a range of financial instruments to attract 
financing and deepen its reach to underserved sectors by mitigating risk perceptions.11 It also 
promotes public–private partnerships (PPPs) in all core areas of operations. 

 
12. ADB is well placed as an institution to undertake these functions. It works with 
developing member country (DMC) governments to meet the principal constituents of an 
enabling business environment—certainty, predictability, and confidence. These areas need 
strengthening, particularly in ADF countries. 
 
13. Operationally, each regional department undertakes a private sector assessment, in 
consultation with the Private Sector Operations Department (PSOD), and then develops a 
country partnership strategy that identifies policy and/or institutional reforms as well as 
investments needed for PSD. 
 
14.   Figure 1 shows the rising share of ADF projects with PSD as a theme to total ADF 
operations between 2004 and 2010 (actual) and 2011–2016 (projected).12  

 

 

 

 

 

 

 

                                                
8
 ADB. 2000. Private Sector Development Strategy. Manila. 

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

Manila. ADB’s Strategy 2020 reaffirms both ADB’s vision of an Asia and the Pacific free of poverty and its mission 
to help its developing partner countries improve their living conditions and quality of life. 

10
 ADB. 2006. Private Sector Development: A Revised Strategic Framework. Manila. 

11
 For fragile and low-income countries, ADB funds projects and mobilizes resources through other investors, who 
may not generally have the risk appetite given the prevailing political and economic uncertainties in such 
economies. 

12
 The new private sector development (PSD) classification system once adopted will establish several tiers to 
categorize PSD projects according to the degree to which their defined contribution promote PSD. The new 
classification would change the baseline data for PSD and might require ADB to revisit its interim 2012 target for 
PSD.  
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15. The following paragraphs illustrate the work ADB has been undertaking in ADF countries 
to create an enabling environment for PSD by promoting good governance, supporting a 
deepening of financial intermediation, and facilitating PPPs. An enabling environment is 
essential to facilitating investment in business opportunities. 
 
A. Promoting Good Governance for a Conducive Business  Environment 

16. Good governance facilitates private sector investment by lowering transaction costs and 
reducing uncertainties brought about by corruption, abuse of authority, and unclear rules of 
business. ADB assistance to improve governance in promoting PSD is largely country-specific. 
Depending on the need of ADF countries, ADB assistance can include support for 
(i) strengthening the rule of law through legal and judicial reforms; (ii) formulating sound and 
transparent regulations; (iii) reducing transaction costs through improved business processes; 
and (iv) establishing efficient and competitive markets through appropriate fiscal, monetary, and 
trade policies.   
 
17. Examples of ADB support for good governance initiatives that promote a business 
enabling environment are available throughout the region. ADF support in Mongolia led to the 
implementation of a regulatory system for mobile telephone-based financial services, which is 
critical for the development of private sector-led mobile banking services. In the Pacific, reforms 

 
 
 

 
ADF=Asian Development Fund, PSD=private sector development. 
Source: Strategy and Policy Department.  
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initiated with TA under the Pacific Private Sector Development Initiative13 included support for 
development of the Companies Law and the setting up of an associated electronic company 
registry in Solomon Islands. This has not only improved transparency of information but also 
reduced the time it takes to register a company (down to 1 day as compared to several months, 
earlier).  
 

Box: Governance Reforms for Private Sector Development in Mongolia 
 

ADB assisted the Government of Mongolia through Loan 2011-MON: Capacity Building for 
Governance Reforms

a
 and Loan 2218-MON: Financial Regulation and Governance Program,

b
 for US$2.0 

million and US$ 10.00 million respectively. The projects improved governance for the business 
environment and supported the development of a sound and broad-based financial sector to channel 
resources to productive investment. Some of the issues addressed included: (i) reducing the cost of 
borrowing, (ii) expanding access to credit by improving the framework for secured transactions,                     
(iii) protecting depositors from poor governance practices in banks, (iv) enhancing the role of the non-
bank financial (NBF) sector in savings mobilization for investment capital, and (v) improving investor 
confidence by reducing the risks from potential money laundering through the financial system. 
______________ 
a    

ADB. 2003. Report and Recommendation of the President to the Board of Directors: Proposed Program Cluster of 
Loans and Technical Assistance Loan to Mongolia for the Second Phase of the Governance Reform Program. 
Manila. 

b
  ADB. 2005. Report and Recommendation of the President to the Board of Directors :  Proposed Program Loan and 

Technical Assistance Grant—Mongolia: Financial Regulation and Governance Program. Manila.  
 

 
18. ADB’s engagement in the Lao People’s Democratic Republic (Lao PDR) has improved 
the business environment for SMEs. This includes support to the government for the 
establishment of the SME Promotion and Development Office and development of a regulatory 
impact assessment tool to analyze the costs and benefits of regulations to the private sector. 
ADB also helped with the development of a web-based enterprise registry system that led to a 
35% reduction in registration cost, and increased the number of registered enterprises to 
70,000 in 2010 compared with 45,000 in 2009.   
 
19. The economic recovery support programs that were implemented in the Pacific to 
respond to the adverse impact from the global economic crisis for the Cook Islands, Samoa, 
Solomon Islands, Tonga, and Tuvalu also contain important policy actions to improve 
governance for PSD. These include deregulation of the telecommunications commissions, 
business law reforms, and secured transaction reforms (for improved access to finance).  
 
20. In Cambodia, improving governance for PSD is focused on trade-related measures. The 
Promoting Economic Diversification cluster program includes (i) development of the competition 
law, which is expected to be submitted to the national assembly for approval in 2012; 
(ii) establishment of technical standards for the food industry; (iii) strengthened regulatory 
systems; and (iv) ongoing support for progression of Cambodia’s trade policy. A program is 
ongoing in Viet Nam that focuses on reforming state-owned enterprises and state-owned banks 
to improve competition and provide a level playing field for the private sector.   
 

                                                
13 

ADB. 2006. Technical Assistance for the Private Sector Development Initiative. Manila; ADB. 2009. Technical 
Assistance for the Pacific Private Sector Development Initiative, Phase II. Manila.  
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B. Deepening Financial Intermediation for Private Sector-Led Investments 

21. One of the most obvious impediments to PSD in ADF countries is the lack of efficient 
financial intermediation systems, i.e., robust and diversified banking and nonbanking financial 
institutions, capital markets, and sound regulatory systems that can help investors manage 
risks. A key objective of ADB is to help ADF countries channel domestic savings toward 
productive private sector-led investments such as infrastructure and SME development through 
improved financial intermediation systems.  
 
22. In Nepal, a project in 2011 aims to bridge the gap in infrastructure financing through the 
development of the regulatory and institutional framework for bonds, and the creation of a policy 
and institutional framework for greater private sector participation in infrastructure.14 In 
Bangladesh, the proposed Capital Market Development Program, for approval in 2012, will 
enhance capital market efficiency in resource mobilization through a strong legal and regulatory 
framework.  
 
23. Improving access to finance for SMEs and microfinance, as well as business advisory 
services, is an established means for promoting broad-based growth and inclusiveness. ADF 
funds supported a 2007 project in Sri Lanka that improved SMEs’ access to credit and business 
development services, and catalyzed the development of SME value chain clusters.15 In the 
Maldives, a project proposed for 2012 aims to enhance micro, small and medium enterprises 
(MSMEs) access to finance, establish a credit information bureau, and strengthen the legal and 
institutional framework for MSME development. In Nepal, an ADF grant in 2011 seeks to 
strengthen linkages between upland farmers and their commercial buyers. This is expected to 
add value to farmers’ produce and achieve economies of scale sufficient to make sales 
commercially viable.16 A microfinance project in Papua New Guinea is enhancing the availability 
of financial services for SME development in rural areas.17 Similarly, ADB support for SMEs in 
Viet Nam is mainly through the SME Development Program.   
 
C. Facilitating Public-Private Partnerships for Infrastructure Development     

24. Across ADF countries, institutional capacities for PPPs are being strengthened to 
develop and operate infrastructure (e.g., transport, energy, water, and waste water treatment) 
and deliver improved services more cost-effectively. Government partnership with the private 
sector is crucial for building confidence to attract much-needed private investment for 
infrastructure and to lower the risks associated with such investments.  
 
25. ADF financing is being used in Armenia, Georgia, and Uzbekistan for PPP projects in 
urban services such as water supply and sanitation facilities, urban connectivity, and mobility. 
The projects seek private sector involvement through funded risk participation, including 
management of urban assets, water supply and sanitation, and transport facilities. Management 

                                                
14

 ADB. 2011. Report and Recommendation of the President to the Board Directors: Proposed Grant Nepal for the 
Capital Market and Infrastructure Capacity Support Project. Manila. 

15
 ADB. 2007. Report and Recommendation of the President to the Board Directors: Proposed Loan to the 
Democratic Socialist Republic of Sri Lanka for the Small and Medium Enterprise Regional Development Project. 
Manila. 

16
 ADB. 2011. Report and Recommendation of the President to the Board Directors: Proposed Grant to Nepal for the 
High Mountain Agribusiness and Livelihood Project. Manila. 

17
 ADB. 2000. Report and Recommendation of the President to the Board Directors: Proposed Loan to the 
Independent State of Papua New Guinea for the Microfinance and Employment Project. Manila. The project led to 

the establishment of Nationwide Microbank, which caters to more than 100,000 clients through 14 branches. ADB 
approved its expansion in 2010.  
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contracts with the private sector are expected to contribute to institutional effectiveness and to 
provide governments with the basis for enhancing and extending private sector participation. 
 
26. ADB has also provided legal advisory services to the Government of Mongolia, which 
has helped to successfully draft the Concession Law for PPPs. It is expected that follow-on PPP 
projects will help finance and operate urban utilities and transport infrastructure.  
 
27. ADF funds have been used for the development of the energy sector in Bangladesh, 
Bhutan, Nepal, and Sri Lanka. In these countries, the private sector is engaged in power 
generation, transmission, and distribution projects to a varying extent. Of these, ADB’s 
assistance for the energy sector in Bhutan has resulted in exemplary outcomes. The first PPP 
adopted by Bhutan was for hydropower development, financed through an ADF loan and grant 
in 2008.18 The project exports power from Bhutan to India, and includes a power purchase 
agreement with a private power trader (the first for cross-border power trading in the region). 
The project has also been registered as the first cross-border clean development mechanism. 
Concurrently, the government issued the Hydropower Development Policy to enable private 
participation in the sector.  
 

IV. PRIVATE SECTOR OPERATIONS IN ADF COUNTRIES 

28. ADB’s Strategy 2020 identifies PSD and PSOs as one of the five drivers of change.19 
Strategy 2020 focuses on three complementary strategic development agendas: inclusive 
growth, environmentally sustainable growth, and regional integration. 
 
29. ADB directly supports PSOs in ADF countries, although currently all PSOs in ADF 
countries are funded by OCR.20 PSOs contribute to inclusive growth in ADF countries by 
creating, directly or indirectly, productive work opportunities, including work opportunities for the 
poor. ADB’s PSOs also promote environmentally sustainable growth in ADF countries by 
supporting projects that contribute to improving the environment (such as wastewater treatment, 
waste-to-energy projects, and other clean energy initiatives) and by ensuring that projects 
financed, and investee companies, meet environmental and social safeguard standards.21 
Regional integration is promoted through financing and investments that support trade and 
generate benefits across national borders.   
 
30. Private investors and financiers often face unique challenges in ADF countries. Legal, 
commercial, regulatory, and tariff regimes in ADF countries may not be as fully developed as in 
higher income countries. These and other challenges may exacerbate risk concerns among 
investors and financiers. ADB’s value addition in these situations can be in promoting required 
reforms, closing the financing gap faced by private sector investors (through the commitment of 
ADB resources, and by bringing in other cofinanciers to support the investment), and by 
promoting the adoption of high standards for governance, financial management, and 
environmental and social management systems.  

                                                
18

 ADB. 2008. Report and Recommendation of the President to the Board Directors: Proposed Loan, Asian 
Development Fund Grant, Technical Assistance Grant, and Administration of Grant to Bhutan for the Green Power 
Development Project. Manila.  

19
 The four other drivers of change are good governance and capacity development, gender equity, knowledge 
solutions, and partnerships. 

20
 More recently, project preparatory technical assistance funds have been provided to project sponsors with the 
agreement that these funds are reimbursable when the ensuing project is financed. Capacity development 
technical assistance is also being provided to increase skills for risk assessment and safeguards, mainly within 
commercial banks.  

21
 Clean energy covers renewable energy projects and energy efficiency and conservation projects. 
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31. Figure 2 shows that as of year-end 2010, 23% of PSOs in the portfolio were in ADF 
countries, 6% in ADF-only (Group A) countries, and 17% in blend (Group B) countries. The 
importance of ensuring engagement and value addition of PSOs in lower income countries has 
become increasingly pronounced in recent years. This is manifested through a number of 
initiatives aimed at enhancing assistance to ADF countries.  Specifically, PSOD (i) targets 40% 
of its annual approvals by number of projects in ADF countries; (ii) focuses on core areas of 
operations; (iii) invests in projects with high development impact; and (iv) measures 
development outputs and outcomes, including reach in terms of beneficiaries, where 
appropriate, and feasible. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
 
 
 

A. Targeting Private Sector Operations in ADF Countries  

32. In 2009, ADB set a target of 40% of PSO annual transaction approvals (by number of 
projects) for ADF countries by 2015. PSOD achieved this target in 2010, with eight projects out 
of 20 in ADF countries including Afghanistan, Armenia, Georgia, and Pakistan. This 40% target 
for ADF countries will be maintained. Based on operational experience, projects in ADF 
countries tend to be smaller in size, require the commitment of considerably more staff 
resources in processing, and take longer to structure because of high-risk and uncertain 
investment environments. The higher risk associated with transactions in these countries affects 
ADB’s balance sheet and its risk bearing capacity. Notwithstanding, the development impact of 
private sector projects in ADF countries can be very high.  
 

 
 
 

 
PRC=People’s Republic of China, TFP=Trade Finance Program. 
Source: Private Sector Operations Department. 
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B. Focus of Private Sector Operations in ADF Countries by Core Areas of Operations 

33. Currently, ADB’s PSOs cover four of the five core operational areas in Strategy 2020—
infrastructure, environment, regional integration, and finance sector development. The focus of 
PSOs has been on catalyzing investment for the development of infrastructure and finance, as 
these two areas are particularly important for promoting inclusive economic growth. In 
infrastructure, ADB is promoting renewable energy (solar, wind, hydro, and other forms of 
energy) and is increasing its role in developing this sector in energy-deficient ADF countries. 
Promoting broad spectrum financial sector development in ADF countries includes increased 
financing for SME development, an area that has enormous potential for employment and 
income generation. PSOD’s portfolio of investments by core areas of operations for ADF 
countries are shown in Table 1. 22 
 

Table 1: Investments in ADF countries by Strategy 2020 Core Areas of Operations  
(As of Year-End 2010) 

 

  ADF Countries 

Infrastructure Afghanistan (2 projects), Armenia, Cambodia, Lao PDR, 
Bangladesh, Nepal, Pakistan (6 projects), Papua New Guinea, 
Sri Lanka, Viet Nam (2 projects) 

Environment Cambodia, Nepal, Pakistan (2 projects) 

Regional Cooperation and 
Integration 

Armenia (the same as the infrastructure project above) 

Financial Sector 
Development 

Afghanistan, Armenia, Maldives, Mongolia, Bangladesh, 
Georgia (2 projects), Pakistan (2 projects) Sri Lanka (2 
projects), Viet Nam   

ADF = Asian Development Fund, Lao PDR = Lao People’s Democratic Republic. 
Source: Private Sector Operations Department. 

 
C. Investing in Projects with High Development Impact 

34. Private sector projects in ADF countries include innovative transactions with 
demonstration effects and possibilities of replication. Such projects can also drive progressive 
changes in laws, regulations, or procedures; help establish industry standards for governance, 
environmental, and social safeguards based on national laws and international agreements; and 
improve the availability and quality of service for underserved populations, including the ―bottom 
of the pyramid.‖ 
 
35. Pioneering private sector initiatives undertaken by PSOD in ADF countries include the 
expansion of the award-winning Telecom Development Company in Afghanistan (Roshan), the 
establishment of a fully operating commercial bank in Afghanistan (Afghanistan International 
Bank), a power transmission line in Cambodia, and SME development in Central and West 
Asia. Table 2 shows PSOD’s first private sector initiative in selected ADF countries, some of 
which have yielded notable development impacts.  
 
 
 
 
 
                                                
22

  Although India and Azerbaijan are eligible for Asian Development Fund (ADF), they currently do not have access 
to ADF resources. 
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Table 2: Pioneering Private Sector Operations in ADF Countries 

Year  Country/Countries Project  

2004 Afghanistan  AFG: Afghanistan International Bank 
AFG: Roshan Cellular Telecommunications Project 

2005 Lao PDR LAO: GMS Nam Theun 2 Hydroelectric Project  

2007 Cambodia, Georgia CAM: CPTL Power Transmission Project 
GEO: Bank of Georgia 

2009 Papua New Guinea PNG: Digicel 

2010 Armenia  ARM: Zvartnots Airporta 
ADF = Asian Development Fund, AFG=Afghanistan, ARM = Armenia, CAM=Cambodia, CPTL=Cambodia Power 
Transmission Lines Co., Ltd., GEO=Georgia, GMS=Greater Mekong Subregion, PNG=Papua New Guinea. 
a  

PSOD earlier financed a capital market project in Armenia, but this was the first infrastructure project. 
Source: Private Sector Operations Department. 

 
36. The knowledge and perspective accumulated by PSOD in processing transactions in 
challenging environments has helped guide future initiatives. For example, PSOD’s experience 
in processing telecommunications projects in Bangladesh (Grameenphone) and Afghanistan 
(Roshan) had positive demonstration effects, as evidenced through the development of a similar 
project in Papua New Guinea (Digicel). These projects, in addition to providing connectivity to all 
segments of society, provide the opportunity for development of ancillary investment in mobile 
banking and medicine—activities that can be particularly supportive of the poor. ADB’s 
investments in commercial banks have helped strengthen adherence to social and 
environmental safeguard standards, and may provide benchmarks for the local market at large. 
For instance, in Armenia and the Kyrgyz Republic, all partner banks are establishing 
environment and social safeguard systems, and are required to report gender-disaggregated 
data for all relevant targets such as the share of loans going to creditworthy SMEs owned or 
managed by women. 
 
37. The recently approved Microfinance Institutions (MFI) Risk Participation Program 
provides an example of how PSOD’s regional work and how PSOD can help lower the 
perceived risks associated with on-lending to MFIs.23 The MFI Program seeks to scale up 
access to microfinance in ADB’s DMCs, including ADF countries, through partner banks. 
Specifically, the program aims to increase availability of funds for participating MFIs by 30% by 
2015.   
 
38. ADB’s Trade Finance Program (TFP) works through commercial banks to support trade. 
Figure 3 shows the growth in volume of trade transactions supported by TFP in ADF countries. 
In 2010, TFP undertook about 740 transactions in ADF countries. The TFP is a major 
contributor to regional integration by facilitating trade between countries, including ADF 
countries which had been constrained by low levels of trade financing available to entrepreneurs 
and SMEs. It is especially supportive of SMEs, which often find alternative avenues of financing 
trade transactions either unavailable, or at a significantly higher cost. Throughout the region, 
SMEs are known to generate significant employment opportunities. 
 

 
 
 

                                                
23

 ADB. 2010. Report and Recommendation of the President to the Board Directors: Proposed Microfinance Risk 
Participation Program. Manila. 
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39. Infrastructure projects, such as Zvartnots Airport project in Armenia, are improving 
passenger capacity and helping increase aircraft movement, thus increasing national and 
international connectivity. A power transmission line project in Cambodia is designed to import 
power from Thailand and support the development of three underdeveloped regions in the 
northeast of the country.  
 
D. Private Sector Operations: Outputs and Outcomes in ADF Countries 

40. PSOD investments contribute to development outputs and outcomes listed in ADB’s 
corporate results framework, and others that are more specific to certain private sector projects. 
Some of the more notable outputs and outcomes of PSOs in ADF countries are from 
investments in the telecommunications sector. For example, PSOD supported Grameenphone 
in Bangladesh, whose customers reached 23 million by 2010. The project created jobs for 
135,000 vendors. An additional 2.7 million mobile telephone customers are expected to be 
reached from telecommunication projects in Afghanistan and Papua New Guinea by the end of 
2011. 
 
41. Power projects in Bangladesh, the Lao PDR, Pakistan, Sri Lanka, and Viet Nam have 
provided a total capacity of 3,115 megawatts (MW). Expected outputs of projects in the energy 
sectors in ADF countries by 2015 include 1,383 MW of additional power, 1,500 km of energy 
distribution lines, and reduction of 86,000 metric tons of carbon dioxide per year. A municipal 
electricity privatization project in Pakistan is expected to provide electricity to 1.5 million new 

 
 
 
 

 
ADF=Asian Development Fund, mns=millions, TFP = Trade Finance Program. 
Source: Private Sector Operations Department. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
Xxx 
 

Figure 3: Growth of Trade Transactions supported by TFP in ADF countries 
 (2004–2010) 
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households, including a large proportion of low-income households. The Zvartnots Airport 
project in Armenia is expected to increase the airport’s capacity by 1.4 million passengers per 
year by 2016.  
 
42. PSOD has introduced an annual report detailing development outputs and outcomes 
associated with its transactions, including those in ADF countries.24 Going forward, PSOD will 
explore both new and underserved sectors (such as energy efficiency and renewable energy) in 
ADF countries that could benefit from private sector involvement, as well as develop new means 
of engagement with private sector partners in these countries. PSOD will also seek additional 
opportunities to work with financial intermediaries in financing SMEs. 
 

V. INNOVATIVE USES OF CONCESSIONAL FUNDS TO LEVERAGE                                   
PRIVATE SECTOR INVESTMENT 

43. ADB currently finances PSOs in ADF countries using a range of instruments, all based 
on OCR resources. These include loans and guarantees (partial risk guarantees25 and partial 
credit guarantees),26 commercial cofinancing that is catalyzed through loan syndications (e.g., 
B-loans), and risk transfer products (e.g., reinsurance and risk participations). Two of the key 
ways by which ADB helps improve the commercial viability of projects in ADF countries is by 
providing sponsors with longer tenors and mitigating political or commercial risks through the 
use of guarantees. 
 
44. However, recent studies have shown that a large portion of foreign direct investment 
(FDI) continues to be concentrated in a few countries.27 Key bottlenecks that continue to be 
faced by potential investors elsewhere and that need to be addressed include high up-front 
capital costs in certain sectors, limited availability of long-term financing, regulatory uncertainty, 
contractual risks, political risks, lack of a skilled workforce, and technological risks. Increasing 
FDI to ADF countries and private investment flows within these countries is critical for their 
sustained development.  
 
45. This section (i) shares ADB’s experience testing innovative application of donor grant 
resources, and (ii) discussed the use of concessionary resources for guarantees to leverage 
private sector investments in ADF countries. 
 
A.  The Innovative Use of Grant Funds  

46. ADB has pilot tested the use of donor grant funds to unlock FDI and leverage 
commercial lending in DMCs. The lessons learned from this discrete application of grant funds 
could be instructive to a wider application to ADF countries. 
  
47. Using donor funds administered by ADB through the Clean Energy Financing 
Partnership Facility (CEFPF), ADB approved a $2 million grant in parallel to a nonsovereign 

                                                
24

 ADB. 2010. Development Effectiveness Report 2009: Private Sector Operations. Manila.  
25 Partial risk guarantees cover political risk guarantees (transfer restrictions, expropriation, political violence, breach 

of contract) as well as limited guarantees (for other defined events judged not to constitute the full spectrum of 
credit risk, e.g., refinancing risk). 

26
  Partial credit guarantees cover nonpayment for any reason. 

27
  Foreign direct investment (FDI) and private capital flows are highly concentrated geographically: almost half of FDI 
goes to the top five destinations. See World Bank, 2007. 
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loan for one of the first utility-scale solar photovoltaic power projects in Thailand.28 With the 
capital costs of solar being higher than conventional sources of power generation, the grant was 
used in the financing structure to cover project contingencies. This structure reduced the total 
amount of financing required for the project, and encouraged the private sector sponsor to 
invest. While not necessarily a new technology, deployment of such solar power technologies 
are often location and climate specific, thereby increasing implementation and performance 
risks. If successful, ADB can potentially deploy this creative use of grant funds to mitigate risk in 
and attract investment in similarly high-risk projects in ADF countries. 
 
48. ADB is also deploying $10 million in grant funds from the Government of the United 
Kingdom in parallel to a partial credit guarantee (PCG) facility to leverage commercial bank 
participation and promote investments in solar power technology in support of the Government 
of India’s National Solar Mission.29 The $150 million PCG facility will leverage $300 million of 
lending and about $430 million of investment. The grant will help reduce the cost of the 
guarantee scheme to stimulate commercial lending to the new sector and promote foreign 
investment. ADB is also providing parallel TA to the lenders to help in properly assessing 
implementation and performance risks for solar projects. By deploying the grant in this 
programmatic fashion across the sector, it provides a high catalytic effect (value for money) in 
financing projects as well as addressing risk perceptions in the market.  
  
49. These are two recent examples of the innovative use of grant resources to leverage 
private sector lending and investment. As a direct result of these efforts, the donors that 
contribute to the CEFPF multi-donor trust fund—some of which are also ADF donors—have 
endorsed the expanded use of their grant resources to support innovative uses (in addition to 
grants for traditional TA and limited capital subsidies). In such cases, the concessionality of 
grants may be extended to a private sector project provided sufficient justification is given on its 
development impact and demonstration effects in the sector. This modality could be applied in 
ADF countries. 
 
B.  The Use of Concessional Funds for Guarantees 

50. Private sector investment and lending in ADF countries are inherently more risky, and 
banks and investors often have limited appetite for such projects. Recent surveys and reports 
have shown guarantees to be an effective instrument for attracting private sector investments to 
both high risk sectors and countries.30 An evaluation of the use of World Bank guarantees 
provided during 1990–2007 suggests that although limited in use, IDA guarantees, were 
successful in supporting complex projects in high-risk, low-income countries.  None of the IDA 
PRGs issued since 1999 were called as of 2008. 
 
51.  Guarantee instruments can be effective in mitigating risks associated with investment in 
high risk sectors and countries. ADB’s Charter does not prohibit the use of guarantees for 
projects that have a high development priority. However, under current policies, ADB (OCR) 
guarantees with counter guarantees from a government can be considered only on an 
exceptional basis for Group A DMCs for projects that are foreign exchange earning and are able 
to fully service their foreign debt from their net foreign exchange earnings. The Nam Theun 2 

                                                
28

 ADB. 2010. Report and Recommendation to the President: Proposed Loan and Administration of Grant to Thailand 
for a Solar Power Project. Manila. 

29
 ADB. 2011. Report and Recommendation of the President: Proposed Guarantee Facility Solar Power Generation 
(India). Manila. 

30
 World Bank. 2008. The World Bank Group Guarantee Instruments. 1990–2007. An Independent Evaluation. IEG. 
Washington, DC: The World Bank. 
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Hydroelectric Power Project in the Lao PDR (approved in 2005) is an example of an ADB (OCR) 
guarantee in an ADF country.31 Furthermore, so far only one ADF member government has 
utilized a $5 million ADF loan to invest in a guarantee fund to catalyze private investment into 
the country, i.e., the Afghanistan Investment Guarantee Facility (AIGF) (2004),32 but the fund 
size is small and not suitable for large infrastructure investments. The current ADF Regulations 
and past Board of Governors resolutions on ADF and its replenishments did not contemplate 
the use of ADF resources to pay a demand on a guarantee. 
 
52. Political risk or partial credit guarantees from an AAA-rated entity like ADB can 
significantly improve the likelihood of long-term commercial financing and at a lower cost. In 
addition, sovereign counter-guarantees for projects considered a high development priority 
provide a powerful incentive for ADF governments not to default on their contractual obligations 
to investors. Feedback from government officials and commercial banks in several ADF 
countries points to considerable interest in the use of guarantee products for both sovereign and 
nonsovereign projects. There also appears to be greater demand for guarantees by investors 
and commercial banks that are considering private sector investments in ADF countries. 
  

VI. MOVING FORWARD 

53. ADB is taking a number of concrete steps to scale up PSD and PSOs to ultimately 
improve development outcomes in ADF countries. Notable among these are efforts to improve 
the enabling environment for attracting investments to generate growth, create jobs, and 
improve service delivery through better governance and regulation, PPPs, and development of 
the financial sector. ADB’s increasing support for PSD is evident in the rising share of ADF 
projects contributing to PSD. However, going forward a more rigorous classification of projects 
will be undertaken to underscore the more salient features of PSD. In order to direct more 
resources to ADF countries, ADB has established a target of 40% of PSO annual approvals (by 
number of projects) for ADF countries by 2015. In 2010, 40% of approvals were already in ADF 
countries and efforts will be made to ensure this performance is maintained.  
  
54. In addition to quantitative targets, ADB has enhanced the quality of its PSOs in ADF 
countries by better measuring who benefits from these transactions and how. There is now a 
greater focus on the gender dimension of private sector investments in ADF countries through 
the collection of gender-disaggregated data and establishment of targets for increased financing 
of creditworthy SMEs owned and or managed by women. In infrastructure, the focus going 
forward is not only on assessing which constraints to growth can be relieved but doing so in a 
manner that supports sustainable and green technologies and extends multiple benefits. The 
scope of private sector investments in ADF countries is also expected to be expanded in the 
future based on suitable demonstration effects of projects in more developed economies. For 
instance, private investments in health and education projects are currently being explored on 
the basis of not only the financial returns but also the potential for long-term affordability and 
accessibility by the poor in ADF countries. Lastly, ADB will also increase the use of TA in ADF 
countries to improve the capacity of its private sector partners in risk assessment, adherence to 
high standards of environment and social safeguards, and a focus on business development 
that benefits local communities.  

                                                
31

 ADB. 2005. Report and Recommendation to the President: Proposed Loan to the Lao People’s Democratic 
Republic for the Greater Mekong Region Nam Theun 2 Hydroelectric Project. Manila. 

32
 ADB. 2004. Report and Recommendation to the President: Proposed Loan to the Islamic Republic of Afghanistan 
for the Afghanistan Investment Guarantee Facility. Manila. 
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VII. ISSUES FOR DONORS’ GUIDANCE 

55. Donors’ feedback is requested on whether ADB should conduct detailed due diligence 
on the use of ADF resources to issue partial risk and partial credit guarantees to catalyze 
private capital and other cofinancing resources. 


