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  EXECUTIVE SUMMARY 
 
A. Introduction 
 
 The report examines the distinctive features of the poverty and economic conditions that 
govern the need for and planned use ADF IX resources and highlights the country-focus of the 
country strategies and programs (CSPs) in prioritizing interventions in ADF IX. The report also 
sets out a planned level for new ADF IX commitments, also taking into account absorption 
capacity and performance of borrowing countries.  
 
B. Strategic Framework for ADF IX Resources 
 
 ADB’s vision is the Region free of poverty. ADB’s vision is broadly operationalized 
through its poverty reduction strategy. Three pillars of strategic thrust support the poverty 
reduction strategy: (i) sustainable economic growth, (ii) inclusive social development, and (iii) 
governance. Mutually reinforcing and cross-cutting themes support the three pillars: gender in 
development, private sector development, and environmental sustainability. ADB’s strategic 
framework is sound to support the Region’s attainment of the MDGs and the national poverty 
reduction strategies. The strategic framework will direct ADF IX resources to high impact 
development interventions. Implemented in partnership with other Official Development 
Assistance (ODA) and resources from private sector, government, and the civil society, ADF IX 
has potential to catalyze tangible poverty reduction in the Asia and the Pacific Region (the 
Region). 
 
C. Development Effectiveness of ADF Resources 
 
 ADF IX resources promise measurable welfare gains through generation of growth, 
improvement in access of the poor to basic services, and reduction in the vulnerability of the 
poor. Development effectiveness of past ADF lending has been evaluated by special studies. 
These conclude that ADF has met its objectives. The currently ongoing 278 loans funded with 
$6.6 billion ADF resources strive to achieve their objectives and address challenging constraints 
to reduction of poverty. Development effectiveness of the ongoing loans is measured by the 
project performance management system. In view of maximizing development effectiveness, 
ADB is incorporating results-based management into its corporate management, and is 
improving performance-based resource allocation, and measurement of project implementation 
targets and achievement of strategic objectives.  
 
D. Concessionality of ADF IX Resources 

 
 Like its predecessors, ADF IX will be an indispensable resource in the poor Asian 
countries’ fight to reduce poverty. Concessional funding is also crucial for these countries in 
their struggle to meet the Millennium Development Goals (MDGs). The grant element imbedded 
in the terms of ADF enables the DMCs to finance development interventions that relate to long-
term development benefits and services to the poor. Further concessionality can make ADF IX 
more effective by supporting greater net resource transfers to the developing member countries 
and by inducing investment to areas that currently are not receiving adequate attention.  
Increasing the concessionality can be achieved through a the introduction of grants in ADF IX, 
which is discussed in a separate report. 
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E. Changes in the Use Scenario in the Region 
 

Adequate ADF IX resources are critical for implementing an assault on poverty. The 
Region has recently experienced unprecedented challenges that have led to a dramatic 
increase for concessional funding, characterized particularly by the post-conflict support to 
Afghanistan and Sri Lanka. Two new borrowers have emerged in ADF VIII: Azerbaijan and 
Timor Leste. The regional cooperation opportunities require additional resources to support 
regional public goods. To remain relevant against the changing development challenges, to 
accelerate progress toward the MDGs, and to ensure stability in the Region, the report presents 
that a continuing assistance in ADF IX is needed.  
 
F. Assessment of Need and Use for ADF IX Resources 
 

Strategic operational planning for the use of ADF IX resources takes into account 
evaluation of development constraints, poverty conditions, and the Region’s prospects of 
attaining the MDGs. The assessment for ADF IX resources reflected in the report is anchored in 
the systematized and established processes for formulating ADB’s country strategies and 
programs (CSPs). CSPs supports the DMCs’ national poverty reduction goals. Each ADF 
borrower presents a compelling case for continuing ADF assistance even after absorption 
capacity and performance issues are fully considered. Under the institutional strategic planning 
processes, CSPs and their updates examine the need for development services in each DMC 
and optimize the use of ADF IX resources to achieve maximized poverty reduction outcomes. 
The report identifies indicative demand for ADF IX resources. During the ADF IX period will be 
continually reviewed in the context of ADB’s annual processes carried out to develop the CSPs 
and their updates, and will receive constant monitoring.  
  
G. Technical Assistance in Implementation of ADF IX 
 
 Delivery of ADF IX is accompanied with a necessary and supporting transfer of 
knowledge products and services provided by technical assistance. Technical assistance helps 
design better projects and programs, improves project implementation, develops policy changes 
and supports change processes, exposes developing country officials to improved 
implementation techniques, to more efficient resource allocation, and fosters regional 
cooperation. The report recommends that—in accordance with the report on grants—a portion 
of ADF IX resources be also allocated to finance technical assistance for ADF borrowers.  
 
H. Next Steps 
 

Donors are requested to deliberate on the proposed ADF IX level of new commitments 
considering the development impact these resources aim to deliver as  well  as the potential for 
the total resource mobilization in ADF IX. 

  
 



 

 
 

I. INTRODUCTION 
 
1. The Asian Development Fund (ADF) supports economic and social development of 26 
poor Asian developing members countries (DMCs), with 412 million people living with less than 
$1.0 a day and 657 million living with less than $2.0 a day.  
 
2. The report aims to highlight the need for concessional resources in the Region’s pursuit 
of the Millennium Development Goals (MDGs), particularly in reducing poverty. The Report 
outlines demand for concessional funding on the basis of ADB’s established processes and 
strategic planning. The Country Strategy and Programs (CSPs) present demand for 
concessional funding based on country specific diagnosis of the development conditions. CSPs 
account for ADB’s institutional qualities––regional character, experience with subregional 
cooperation, and investment programs and reforms––in delivering development outcomes that 
generate growth, private investment, employment, and access of the poor to markets and basic 
services.  
 
3. The report begins in Chapter II with a brief discussion on the state of poverty and the 
MDGs in the Region. Chapter III reviews the effectiveness of ADF in addressing the poverty. 
Chapter IV outlines the demand for the ADF IX. Chapter V covers implementation strategies for 
maximizing effectiveness in the ADF IX. Chapter VI proposes technical assistance (TA) 
financing under ADF IX. Chapter VII requests donors’ consideration of the proposed lending and 
TA levels in ADF IX. The appendices to the report detail the state of poverty and attainment of 
MDGs in the region, disbursement experience under ADF and absorption capacity, and the 
country dossiers reflect detailed assessment of the demand, operational strategies, and uses of 
ADF IX in each DMC. 
 

II. STATE OF POVERTY IN ASIA AND THE PACIFIC REGION 
 

4. A great diversity characterizes economic performance across the Region. The current 
ADF VIII period has seen staggering changes in the geopolitical climate with serious 
implications to the Region. Growth in the ADF eligible economies remains subdued, despite 
some nascent improvement. In the Region, growth is stimulated by the economic developments 
in the industrialized countries, and recovery of international trade and investment. Geopolitical 
uncertainties also color the growth prospective of the Region. Reliance on tourism and foreign 
direct investments renders many countries particularly vulnerable to terrorist acts. The outbreak 
of severe acute respiratory syndrome (SARS) disrupted growth in some of the Region’s 
countries and impacted tourism, transport, and trade in the entire Region.  
 
5. In the hierarchy of the MDGs, paramount importance is assigned to the first goal: 
reduction of poverty by half by 2015. The Region achieved success in reducing poverty 
incidence over the past decades: poverty incidence declined by about a third to 23% by 2000.12 
The reduction in poverty correlated with unprecedented growth, driven by sound 
macroeconomic policies. This success is amplified when considered against population growth; 
the severe financial crisis in the late 1990s; and the traumatic transition of some economies 

1  Measured by dollar-a-day based on international poverty line adjusted for purchasing power parity with most 
countries using their own definitions of poverty and poverty line. 

2  S.R. Osmani Poverty in Asia in the 1990s, Asian Development Bank, August 2003. 
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from a command to market economy. With continued growth, the Region will meet the first MDG 
by 2015. The state of poverty in the Region is discussed and an assessment of the Region’s 
prospects to attain MDGs is in Appendix 1. Current status of MDG targets is discussed for each 
DMC in the Country Dossiers in Appendix 5. A separate paper on MDGs details ADB’s efforts to 
support DMCs in their pursuit of the MDGs. 
 
6. However, the Region is still a home to more than 60% of the world’s poor––with those 
living barely above the poverty lines remaining highly vulnerable to slippage into poverty. The 
Region’s poverty is exacerbated when set against the geopolitical conditions and susceptibility 
to natural disasters. With the Region’s potential to reduce poverty by 2015, there still will be 
countries within the Region that are unlikely to meet the income poverty target. In countries that 
will meet the target, sizeable pockets of poverty will remain. Worsening income distribution is 
emerging in most countries in the Region.  
 
7. The Region’s progress in reducing non-income dimensions of poverty is mixed (Table1): 
 

• The record of improving educational achievement has been modest. On the current rate 
ensuring that every child completes a cycle of primary education by 2015 seems 
unachievable unless significant changes are seen in resource allocation to the sector. 
South Asia presents the biggest challenge. While the smaller countries, Sri Lanka and 
Maldives, have achieved remarkable success, the three large countries–India, Pakistan 
and Bangladesh–have a very low level of educational achievement, with a third of the 
children not completing primary school, enrollment increasing only marginally, and 
significant gender disparities in literacy. 

 
• Serious difficulties are also confronted in the health front. Progress in reduction of under-

five mortality, a proxy for the health of the society as a whole, is a far cry from the MDG 
goal of reducing under-five mortality by two-thirds, or to 28/1000 by 2015. South Asia’s 
progress in immunizing children, births attended by skilled health staff to reduce 
maternal mortality, and combating HIV/AIDS also remain slow. The MGD target on 
health will be most difficult to achieve by the Region.  

 
• Significant progress has improved access to safe drinking water and sanitation. Safe 

drinking water and sanitation has enormous impacts on health. The MDGs target to half 
the proportion of people without sustainable access to safe water is within reach for the 
Region.  

 
Table 1. Progress in Non-Income Poverty Indicators in the Region 

MDG 1990 2000 
Net primary school enrolment 88% 92% 
Youth literacy 82% 85% 
Under-Five Mortality 80 per 1,000 70 per 1,000 
Safe Drinking Water Access 70% 80% 
Sanitation Access 58% 76% 

 
8. Tackling poverty is complex: refocused priorities, more effective use of resources, and 
effective public policy are needed to ensure that growth is broad-based and sustainable. The 
development context in the Region is changed: domestic and international security concerns top 
the international agenda. A strong nexus of poverty and security is recognized. The Region’s 
success in reducing poverty has shown that growth is a required condition for poverty reduction. 
However, quality of growth needs attention to enable broad based capture of its benefits by all, 
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particularly the poor. Today’s civil society in DMCs needs a meaningful role in selecting the 
pathways toward expanded opportunities and better standard of living.  
 

III.  EFFECTIVENESS OF ADF  
 

9. ADB is determined to be an effective institution and relevant to the changing needs of 
the Region. ADB’s unitary vision and strategy defines its efficiency in delivery of development 
services. ADB’s vision of the Region free of poverty is operationalized through its strategy on 
poverty reduction. ADB has adopted a number of supportive goals, including sustainable 
economic growth, inclusive social development, good governance, gender and development, 
private sector development, and environmental sustainability. The wide range of the 
development contexts present in the DMCs have called for a framework of policies that support 
the strategy in a multiplicity of sectors and areas of intervention. ADB’s development impact 
relates to its capacity to deliver its strategic agenda through carefully planned, country-focused, 
and technically excellent programs of assistance in its DMCs and subregions. Development 
effectiveness is considered achieved if (i) ADB’s programs and operations result in the desired 
outcomes through implementing ADB’s policy and strategy framework, and (ii) if these programs 
and operations make efficient use of the available resources. ADB’s development effectiveness 
is continuously assessed through its operations evaluation program, the Development 
Effectiveness Committee, and its shareholders represented in its Board of Directors.  

 
A. Development Effectiveness of ADF I–VII 
 
10. Evaluation results are important not only for tracking development effectiveness, but also 
for learning from the past successes and mistakes. Evaluation feedback is accounted for in the 
CSPs, and project and technical assistance documents. Evaluation findings have led to 
changes in ADB’s operational strategies, structures, and procedures, and have increased aid 
effectiveness. Specifically, the new project performance management system enables results-
based monitoring and evaluation of implementation performance and development impact at 
any stage of the project cycle.  
 
11. With a limited share of the total ODA to the Region (15%), attribution of the development 
impact of ADF is complex. However, the review of the ADF I-V development effectiveness 
(1969-1991)3 found that the operations met their goals. It also identified need for more inclusive 
and country-focused project preparation processes; more enhanced beneficiary participation; 
more thorough capacity assessments; longer term commitment to selected sectors, more 
effective project performance monitoring, transparency and accountability in project 
management, and growing attention to the policy environment support of the projects. In 2001, 
ADB undertook the following: 
 

• Reorganization and new business procedures––to deliver its mandate of poverty 
reduction and to strengthen country focus. 

 
• Integration of participatory approaches––to incorporate a stronger attention to 

empowerment of the civil society and the stakeholders in formulation of CSPs and 
design of projects and programs. 

 

3  2001. Special Evaluation Study: A Review of the Asian Development Fund I-V Operations. Manila. 
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• Adoption of governance policy––to establish governance agenda with a systematic 
focus on financial governance and project management capacity of DMCs. 

 
• Adoption of social protection strategy––to reduce risks to vulnerable groups. 
• Sector wide approach programs––to strengthen coordination and commitment of 

stakeholders to long-term sector development objectives and policy reform. 
 

• Project performance monitoring system––to improve transparency, accountability, 
and quality of management information on performance.  

 
12. A 2003 Special Evaluation Study on the ADF VI-VII (1992-2000)4 also recognized that 
that real development achievements had been made. It also identified issues of importance in 
implementing ADF resources: 
 

(i) Sustainable economic growth impinges on programmatic implementation of reforms 
to accompany ADF-funded investments. These need an enhanced coordination 
framework and partnerships with other donors and the recipient government. The 
government needs technical strengthening for a maximum ownership and greater 
focus on women in institutional development. 

 
(ii) Inclusive social development requires (a) focus on the poverty reduction strategies, 

(b) multidimensional programming and attention to girls’ and women’s development, 
(c) long-term engagement in human development in institution development, and 
(d) attention to social protection. 

 
(iii) Governance improvement requires strengthening of the rule of law and development 

of a sound legal basis for business activities, development of judiciary and national 
audit institutions, media independence, transparency in fiscal processes, open 
democratic electoral processes, and broadening avenues for public participation. 

 
B. Progress in Implementing ADF VIII 
 
13. The progress in implementing ADF VIII was reported in the documentation for the 
Midterm Review. An update was supplied to the donors as an Information Paper in the Planning 
Meeting convened in Copenhagen in October 2003. A summary on the use of ADF VIII by 
country group, poverty-focus, thematic, and sector allocation, and a statistical annex is given in 
Appendix 2. Progress in implementing the ADF VIII highlights the following:  
 

• Funding ADF VIII: The ADF VIII resources are forecasted to amount to $6.4 billion, of 
which about $5.8 billion is now available for loan commitment under ADF VIII 
program. The unforeseen needs of Afghanistan and Sri Lanka consumed 11% of the 
total resources. Concurrently, the delays in commitment authority led to lower 
lending levels against the projected demand-based requirements in other DMCs. 

 
• Lending in ADF VIII: The ADF-only Group A countries receive 25%, B1 countries 

65%, and B2 countries 8% of the total ADF VIII lending. The subregional programs 
will receive 2% of the ADF VIII resources for programs in the Greater Mekong, South 

4  2003. Special Evaluation Study: A Review of the Asian Development Fund VI-VII Operations. Manila. 
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Asia, and the Pacific Regions. Technical assistance was not funded from ADF VIII. 
Lending has declined over the ADF VIII period due to a reduction in the commitment 
authority: lending to Group B1 and B2 is declining by an annual average of 3% and 
8%, respectively; and to Group A—excluding lending to Afghanistan––by an average 
of 11% per annum. 

  
• Poverty reduction: ADF VIII represents 43% of ADB’s loans with poverty or core 

poverty classification lending. Eighty percent of ADF VIII lending has qualified for 
poverty or core poverty classification—implying targeted benefits to the poor. Also 
80% of the multi-themed lending, accounting for about half of the ADF VIII, has 
qualified for poverty or core poverty classification.  

 
C. ADF Resource Transfers and Disbursements  
 
14. ADF has transferred a total of $19.3 billion to the DMCs in the Region of the total loan 
commitment of $28.8 billion.5 Around $2.9 billion have been recovered from savings and loan 
cancellations of closed and non-performing loans and are recycled to the overall commitment 
authority. Twenty-three percent of the total ADF resources are financing the ongoing 278 loans. 
A total ADF active loan portfolio of $6.6 billion is delivering development services and 
undergoing the respective implementation processes, including procurement, transfer of 
technology, and policy transformation. The undisbursed loan amount relates to a normal lag 
between approval and disbursement. Of the total undisbursed loan commitment under the 
active loans, most (95%) of the undisbursed loan commitment under the active 142 loans 
relates to loans approved since 1996 and half (49%) to the active 111 loans approved since 
2001. ADB’s is carefully monitoring and supporting implementation of the ADF loan portfolio, in 
particular with the support of the regional missions that are focused on daily basis in assisting 
implementation, including monitoring efficiency improving loan conditions. More broadly, ADB is 
determined to improve its development effectiveness and is integrating results-based 
management into its corporate processes (see para. 42). Disbursement performance in the 
Region is discussed in Appendix 3 and DMC specific disbursement performance is in Country 
Dossiers in Appendix 5. 
 
D. Absorptive Capacity 
 
15. The absorptive capacity is specific to each sovereign borrower. DMCs capacity to 
effectively implement aid can be adversely affected by delayed or partial delivery of the 
development inputs, including goods, services, and policy outcomes. In general, aid absorption 
in the Region is affected by (i) debt management—calling for improved public investment 
policies and planning; (ii) fiscal management––calling for prudent fiscal management and sound 
macroeconomic policies; and (iii) institutional capacity—calling for capacity building, effective 
policies, and human resource development. ADB’s country strategy planning carefully appraises 
the absorptive capacity, including through participatory processes that involve the central as 
well as the grassroots and informal levels. These assessments are incorporated in the CSPs 
and are accounted for in determining the assistance levels.  
 
16. In all DMC, knowledge products and services have developed absorptive capacity. This 
work has improved macroeconomic and financial management, and institutional capacities 
across the Region in general and has expanded the ability of the beneficiaries to harness the 

5  As of 30 September 2003 
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development outcomes on a sustained basis. Far from complete, capacity building has become 
more complex as the Region’s economies become more open, grow, and develop. Distinct 
comparative advantage of technical assistance is the exposure it provides to DMCs to 
knowledge of more efficient and effective uses of resources and policies, and innovation and 
technology. Absorptive capacity in the Region is discussed in Appendix 4 and country specific 
absorption capacity is in the Country Dossiers in Appendix 5.  

 
IV. USE OF ADF IX RESOURCES 

 
A. Strategic Framework for Use of ADF IX 
 
17. ADB's vision, an Asian and Pacific Region free of poverty, is clear and unambiguous, 
and it is directly relevant to achieving the MDGs. To achieve its vision, ADB implements a 
strategic framework that is framed in its Long Term Strategic Framework for 2001–2015 and the 
Medium-Term Strategy for 2001–2005. Paramount among ADB’s strategies stands its Poverty 
Reduction Strategy that is supported by three pillars of pro-poor economic growth, sustainable 
social development and governance. The impact of the policy thrusts are further strengthened 
with the mutually reinforcing cross-cutting themes that are implemented by both streamlining 
these through loan funded programs and technical assistance: gender in development, private 
sector development, and environmental sustainability. ADF donors have agreed that ADB’s 
strategic policy framework is sound and remains valid for implementation of the ADF IX 
resources. 
 
B. Balanced Use of ADF IX 
 
18. ADF IX is derived from CSPs that provide information on the level and type of assistance 
for 2005–2006 based on need in the DMCs. These account for the tailored development 
programs that recognize the unique circumstances of each DMC that are appraised in the 
national poverty reduction strategies. The proposed use of the ADF IX accounts for ADB’s 
institutional competencies in each DMC. ADF IX implements ADB’s strategic framework and 
adopts a focus on broad-based growth that ensure capture of the benefits of growth by all, 
particularly by the poor. ADF IX gives considerable attention to mainstreaming gender, private 
sector, and environmental concerns throughout its initiatives.  About 10% of the total assistance 
under ADF IX will qualify for gender and development theme—programs that integrate gender 
analysis, design and strategies that exclusively benefit women. Greater attention to synergies, 
partnerships, harmonization of processes, as well as participatory design of interventions will 
support the value-added of ADF IX programs. Each DMC represents unique development 
challenges and tailored programs are summarized in Country Dossiers in Appendix 5. Figure 16 
shows the needs-based sector destinations of the ADF IX resources that broadly and mutually 
reinforcing support the strategic pillars under the poverty reduction strategy. 
 
 

6  Social Infrastructure denotes water supply and sanitation, education, urban development and housing, health and 
population. Multisector denotes programs and projects with interventions in multiple sectors, e.g. integrated rural 
development programs. Others encompasses programs and projects that deliver broad services to attain 
development outcomes, e.g. coastal and corridor development, land reform, justice sector programs for the poor, 
hybrid governance and private sector promotion among others.  
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C. Strategic Pillar––Pro-Poor and Broad-Based Growth 
 
19. Economic growth is needed in the Region to achieve poverty reduction. In the most 
under-developed economies, basic building blocks, such as physical infrastructure and 
appropriate institutional and legal frameworks are central. In transition economies, priority is on 
rolling back the state from the economic management in favor of the private sector and 
supporting the key growth areas. In the more mature, market-driven economies, the essential 
areas are reform and restructuring of the financial sectors and corporate governance. In the 
small island countries, strategies to reduce vulnerabilities, support private sector involvement, 
and improve services delivery and governance are crucial. In the post-conflict situations priority 
is given to reconstruction and restoration basic services as a precursor to economic growth.  
 
20. Where poverty dominates, infrastructure investments can greatly reduce poverty. 
Infrastructure programs need to become geographically targeted packages aimed at increasing 
the productivity of the poor. Large infrastructure investments will continue to play an important 
role in supporting growth. Infrastructure offers opportunity to promote pro-poor growth by 
investing with support to product, capital, and labor markets. Action is also needed to increase 
the role of the private sector in fueling growth and employment calling for optimized institutional 
and regulatory frameworks. Broadly corresponding to pro-poor and broad-based growth, critical 
sectors of intervention are transport, agriculture, energy, and finance.  
 

• Transport: Continued support is needed to achieve sustainable welfare increases by 
enhancing access to markets and social services, and information. Investment is needed 
to improve local access, where the Region’s poverty is concentrated, and linkages to the 
national and regional economies. Thus, while much of the transport sector assistance 
needs to support infrastructure development necessary to attain faster growth, greater 
focus is needed to provide infrastructure that improves livelihoods of the poor. Transport 
sector operations have also a great role in supporting participation and development of 
the private sector. ADF IX resources seek to realize the potential of (i) land transport in 
social development reducing isolation and expanding employment; (ii) maritime transport 
in facilitating trade and competitiveness; (iii) least-cost transport corridors in supporting 
international movement and improving transport logistics; and (iv) regional cooperation 
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in connecting countries with enhanced trading opportunities and in creating welfare 
gains. 

 
• Agriculture:  Agriculture sector offers potential significant impacts on poverty reduction, 

fulfillment of MDGs and sustainable development. More than 70% of the Region’s poor 
reside in rural areas depend on agriculture for survival, there can be no development 
without growth in agriculture. Increasing productivity of agriculture (including crops, 
livestock, fisheries, forestry, land and water) with multidimensional support increases 
incomes in an environmentally and socially responsible manner. To this end, ADF IX 
resources are required for agriculture and rural development, and particularly for 
(i) formulation of effective agriculture and rural development strategies; (ii) enabling 
policy and institutional environment for agriculture and rural development that involves 
the private sector; (iii) productivity improving investments, including in rural finance, 
institutions, research and extension, and rural infrastructure; and (iv) regional 
cooperation. 

 
• Energy Sector: Energy sector efficiency permeates throughout the economy and 

contributes to its competitiveness. Sustainable development, aimed at long-term poverty 
reduction, is the central theme in assistance to the energy sector. The Region needs 
greater emphasis on improving access to energy, particularly of the rural poor. ADF IX 
resources will continue to support design and implement interventions that reduce 
energy sector constraints to sustainable development, including (i) resolving structural 
weaknesses through restructuring, capacity building, and strengthening governance;  (ii) 
effective regulation of the sector; and (iii) creating competitiveness, expanding 
participation of the private sector, and improving efficiency. In ADF IX period, consistent 
with the ADB’s commitment to environmental protection, renewable energy options will 
be given greater attention. Use of new technologies will be encouraged, including clean-
coal technology, to complement efficiency and protect the environment. ADF IX 
assistance will also promote sub-regional and regional energy trade and infrastructure, 
by developing the opportunities for such cooperation. ADF IX is needed to support 
regional modalities for both power and natural gas, in Central Asia and the Mekong 
Region.                   

 
• Finance Sectors: Broadened access to financial services has a direct impact on the 

poor and indirectly reduces poverty and inequality. Linkage between financial sector 
stability and poverty is even more direct, as painfully evidenced in the countries affected 
by financial crises. ADF IX supports direct linkage between finance and poverty 
reduction by widening the access to financial services, through the development of 
financing modalities for micro- and small enterprises. ADF IX support for programs of 
this nature address critical problems, including (i) the asymmetry of information, through 
enhancing the availability and quality of information; (ii) lack of collateral, through 
structuring short-term loans to credit-worthy entities; and (iii) poor access to financial and 
other support services. ADF IX helps with pro-poor micro-financing schemes extending 
financial services to rural enterprises.  

 
D. The Strategic Pillar––Social Development  
 
21. The Region’s success in reducing poverty is met by a stark record on the social 
account––low educational levels, poor health conditions, limited social protection, and 
insufficient participation by women in the economy––affecting the Region’s prospects for growth 
and productivity gains. Improvement in productivity is debilitated by insufficiency of social 
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infrastructure, counterproductive policies, stymied institutional capacities, and subordinating 
health and social conditions. Sustainable social development leverages growth with equity, and 
empowerment and participation by all. Social development programs offer opportunities to 
implement distributional bias of growth toward the poor––need for which is reinforced in the 
Region’s record on non-income MDGs. Broadly corresponding to the pillar for social 
development, critical sectors and areas of intervention are health, education, water, urban 
development, and–increasingly–social protection. 
 

• Health: Investment in health services in the Region remains inadequate to ensure the 
provision of basic health care to all, particularly the poor. This comes at a time when 
there are growing disease threats––from HIV/AIDS and more recently from emerging 
diseases such as SARS––and at a time when the consensus on the MDGs points to 
health outcomes under three of the eight goals.  The macroeconomic impact of health 
conditions is recognized7 and ADF IX resources will seek to catalyze increased 
investment to the essential health services. In the Region, pro-poor programming in the 
health sector requires a focus on primary health services targeted to the poor. Specific 
target areas include (i) communicable diseases, particularly the HIV epidemic that is 
bearing down on the Region; (ii) primary health care health, and (iii) production of 
regional public health goods including clean energy and air pollution control, water and 
sanitation access and safety, road safety initiatives, nutrient enhanced crops, and 
access to essential pharmaceuticals through trade liberalization. 

 
• Education: All children and adults in the Region need equitable access to education of 

sufficient quality to break out of the poverty cycle. ADF IX resources in basic education 
in the Region must increase equity, access, and retention for the poor, women and other 
marginalized groups; improve quality; facilitate public-private partnerships; strengthen 
community participation; and employ new learning technologies. Reaching 
disadvantaged groups requires more innovative support for non-formal schooling 
through literacy programs, social protection including school-based feeding, 
mainstreaming education through special platforms–religious and community contexts; 
and postsecondary skills development programs to target the unemployed youth. 

 
• Urban Development: With urbanization the rapidly growing cities in the Region face 

problems, particularly the high incidence of urban poverty. ADF IX resources will 
promote safe, liveable, and well-managed urban centers. Poverty reducing interventions 
aim for good urban governance, strengthening management, mobilizing resources, and 
improving urban services to maximize the development impacts of urbanization. ADF IX 
resources are needed for investment priorities ranging from urban land management––
water supply, sanitation, solid waste management and drainage facilities, environmental 
management, transport, municipal finance, housing and housing finance, and 
infrastructure.  

 
• Water: Water, as a socially vital economic good, needs careful management to sustain 

equitable growth and to reduce poverty. This places importance on the holistic 
governance of water as a resource and a service, as well as on the need for 
empowering, educating, and involving communities in the process of water 
management. ADF IX will guide resources to the water sector––irrigation, drainage, 
flood control, water supply and sanitation, and watershed management––prioritizing 

7  Source: 2001. WHO.  
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effective water policies, laws, and institutional arrangements, and factoring in the needs 
of the poor emphasizing equity in access to water for the poor and underserved.  

 
• Social Protection: Social protection ranging from social insurance––pensions, 

unemployment benefits, health insurance––to social assistance, including support for 
basic needs and child care, is only partially available in the Region. Social protection 
support has a vast potential to contribute to poverty reduction. The challenge is to move 
from the informal, family-based safety nets, to market-driven and public arrangements 
available for all, particularly the poor. ADF IX social protection work focuses on (i) labor 
markets, (ii) social insurance, and (iii) child protection. Social protection can be 
effectively mainstreamed into health, education, rural and urban development, and social 
infrastructure investments as well as through the safeguard policy framework.  

 
E. Strategic Pillar––Governance in DMCs 
 
22. Weak governance hurts the poor disproportionately leading to insufficient service 
delivery, corruption, inequality and discrimination, lack of citizen participation and 
empowerment, poor access to markets and support, including employment and judicial systems. 
Weak governance is a root cause of poverty and breeds instability. Regional advocacy aims to 
improve governance by focusing on elevating governance to the top of the development agenda 
and developing a consensus on regional benchmarks. Governance advocacy extends to intense 
dialogue with the DMCs. The conclusions of the Country Governance Assessments (CGAs)8 
are adopted in the CSPs and are central to determining assistance programs. ADF IX resources 
need to mainstream governance focus with particular attention to public sector management 
and accountability, legal and regulatory systems, anti-corruption, devolution, and public-private 
interface, including participation of civil society. Action is also needed to enforce procurement, 
law, anti-money laundering, anti-terrorism financing, core labor standards, and to work against 
child labor and human trafficking. ADF IX will support regional initiatives to raise awareness and 
leverage commitment to politically sensitive governance issues.9 It will generate international 
collaboration to create sustainable capacity among the Region’s authorities to counter criminal 
activities and money laundering and financing terrorism. 10 
 

8 Completed CGA: Bhutan, Cambodia, People’s Republic of China (PRC), Tajikistan, Kazakhstan, Mongolia, 
Indonesia, Lao People’s Democratic Republic (Lao PDR), Thailand, and Viet Nam. CGAs are underway in 
Bangladesh, Fiji Islands, Kyrgyz Republic, Federated States of Micronesia, Nepal, Pakistan, Papua New Guinea 
(PNG), Philippines, Samoa, Tonga, Vanuatu, India and Sri Lanka. CGAs are planned for 2004-2006 for Azerbaijan, 
Uzbekistan, Nepal, and Afghanistan. Completed CGAs will be updated and special reviews will be conducted to 
incorporate governance in Regional Strategies and Programs. 

9 In past years, cooperation has been with regional institutions such as the Asian Organization of Supreme Audit 
Institutions, the South Pacific Association of Supreme Audit Institutions, and the Asia-Pacific Institutes of Public 
Administration. 

10 http://www.adb.org/Documents/Manuals/Countering_Money_Laundering/default.asp 
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F. Mutually Reinforcing and Cross-Cutting––Gender and Development  
 
23. Improving status of women has revealed a strong correlation with poverty reduction.11 
The poverty and gender nexus is being strengthened with the CSPs increasingly integrating the 
findings of country gender assessments and gender strategies. Acknowledging the cross-cutting 
contribution of gender equity to poverty reduction, gender-specific designs will be more 
effectively streamlined in all sectors agriculture, natural resource management, microfinance, 
rural and urban infrastructure development, water resources, governance, health, and 
education. ADF IX has a role to progress mainstreaming of gender equity at the institutional, 
policy and community level, and in providing resources for gender-inclusive designs in loans for 
post-conflict reconstruction, physical infrastructure, governance, public sector reform, finance 
sector, and decentralization. ADF IX is needed for regional problems related to gender, such as 
countering trafficking of women and girls and the spread of HIV/AIDS. Provisions are also 
needed in infrastructure programs to information dissemination to target groups and 
communities in the corridors of influence, and to enforce adherence to core labor standards, 
including equal pay for work of equal value and a prohibition on child labor.12  ADB is 
developing partnerships with specialized agencies to optimize focus on this and other emerging 
areas of concern such as violence against women. In addition, the new multi-donor Gender and 
Development Cooperation Fund offers a mechanism for accelerating implementation of GAD 
action plan and for contributing to progress towards the MDGs. 

 
G. Mutually Reinforcing and Cross-Cutting––Private Sector Development 

24. The role of the private sector is central in generating growth and employment. 
Employment generates disposable income for the poor to improve their standard of living 
through increased consumption goods and basic services. Growth and consumption broaden 
the tax base, in turn enhancing the governments’ opportunities to finance basic social services. 
DMCs need to create enabling conditions for private sector development across the Region. 
Private sector assessments that identify constraints and opportunities for expanded private 
sector involvement in DMCs support preparation of the CSPs.13 A regional initiative has been 
implemented to help DMCs identify opportunities for private sector development that will 
develop understanding of approaches and steps in improving private sector development 
strategies for their countries. To support expansion of the private sector, ADF IX is needed to 
pursue trade and investment facilitation, including harmonizing customs processes to fostering 
cross-border trade; strengthening financial sector through support to the necessary reforms and 
capital market development; state-owned enterprise reforms; governance and privatization 

11 ADB. 2002.Interim Progress Report on the Policy on Gender and Development. Manila: 12% of ADB’s loans to 
DMCs have qualified for gender and development (GAD) classification. Since 1998, ADF funded 85% of the GAD 
classified lending. 2001-2003 energy and transport sector loans increasingly mainstream gender issues, including 
in Loan No. 1989-LAO: Northern Economic Corridor Project, for $30 million, approved November 2002; and PRC: 
Western Yunnan Roads Development Project for approval in 2003;  BAN: Bangladesh Road Network  
Improvement and Maintenance II Project; IND: India National Highways (2003 firm loan) 

12 For example, Loan No. 1839-IND: Western Transport Corridor Project, for $240 million, approved on 20 September 
2001; Loan No. 1870-IND: West Bengal Corridor Development Project, for $210 million, approved on 11 December 
2001; and Loan No. 1888-VIE: Provincial Roads Improvement Sector Project, for $70 million, approved on 19 
December 2001 (also requires targeting women’s employment in road construction activities).  

13 PSAs have been completed for Bhutan, People's Rep. of China, Fiji, India, Maldives, Marshall Islands, Papua New 
Guinea, Samoa, Sri Lanka, Vanuatu, and Viet Nam; are underway in Kazakhstan, Pakistan, Philippines, and 
Tajikistan; and are planned for Azerbaijan, Bangladesh, Indonesia, Kyrgyz Republic, Kiribati, Lao PDR, Mongolia, 
Nepal, and Uzbekistan. 
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programs; small- and medium enterprise support; and mainstreaming public-private 
partnerships in infrastructure, particularly in the power, transport, and water sector as well as in 
the social sectors.  

H. Mutually Reinforcing and Cross-Cutting––Environmental Sustainability 
 

25. Environmental degradation is pervasive in the Region, accelerating, and largely 
unabated. The Region is suffering from the consequences: deterioration in health and 
productivity, compromised natural resource-based livelihoods, and risks to vital ecosystems. 
The poor, especially women and children, are most vulnerable to worsening environmental 
conditions in both urban and rural areas. Poverty reduction cannot happen without substantial 
direct investments in environmental rehabilitation as well as concerted efforts to enhance the 
environmental sustainability of economic growth. Country environmental analyses undertaken 
for all CSPs ensure upstream consideration of environmental concerns. An environmental 
safeguard policy compliance monitoring system has been established that covers all projects at 
all stages of the project cycle. ADF IX resources are needed for addressing environmental 
priorities, including (i) protecting the health and productivity of the poor by improving 
environmental quality in urban areas; (ii) improving natural resource management and maintain 
the productivity of natural systems to enhance rural livelihoods; and (iii) reducing the 
vulnerability of poor people to natural hazards and disasters. In addition, new opportunities for 
investment and knowledge support to environmental management are emerging from the global 
environmental agenda and the MDGs. In 2002 ADB became a partner in the Global 
Environment Facility that enables it to implement products and services in confronting climate 
change, biodiversity loss and land degradation. ADB established Poverty and Environment 
Fund in 2003 to finance an accelerated learning program on mainstreaming poverty-
environment linkages in operations and DMC poverty reduction strategies. Clean Development 
Mechanism Facility established in 2003 acts as a broker for buyers and sellers of carbon 
emission reductions emerging from ADB financed renewable energy projects and thus promotes 
a market-based shift to renewable energy and greenhouse gas mitigation.   
 
I. Regional Cooperation 
 
26. Regional cooperation presents an opportunity to reduce poverty by enhancing regional 
competitiveness; facilitating intraregional trade and investments; stimulating economic growth in 
border areas––often the poorest areas of a country; improving access to markets through better 
infrastructure; responding to trans-border challenges to health and education; and tackling 
common regional environmental problems that disproportionately affect the rural and urban 
poor. Regional cooperation has also strengthened collaboration among national and sub-
national governments, businesses, media organizations, and civil society. Mutually beneficial 
projects develop confidence among the participants and have potential to contribute to broader 
international stability. ADB’s country experience allows it to play a constructive, often pivotal, 
role in promoting, developing, and supporting regional cooperation initiatives.14 Regional 
technical assistance is helpful in quantifying the potential benefits of improved regional 
cooperation or the real economic cost of its absence.  
 
27. ADB’s effectiveness in the regional cooperation is supported by regional cooperation 
strategies and programs, developed for each region for the first time in 2003, exploring 
expanding and deepening regional cooperation in the Region, and ongoing inter-agency 

14  See “Empowering Nations through Regional Cooperation,” ADB Annual Report 2001. Manila: ADB, 2002. 
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initiatives to exchange comparative research and institutional approaches on supplying regional 
public goods and the role of regional assistance. ADF IX responds to the significant demand 
and opportunities for regional cooperation presented in promotion of regional public goods that 
help to (i) realize the benefits of regional economic integration (specialization by comparative 
advantage, increased availability of investment finance, economic growth through trade), (ii) 
create regional public goods (security, natural resource management arrangements, good 
governance standards, global voice), (iii) address trans-boundary development challenges 
(communicable diseases, transnational crime, people trafficking, environmental degradation) 
and (iv) generate scale economies in providing specialized and high-cost public goods and 
services (post-secondary education,  technical standards compliance certification). 
 
J. Post-Conflict Assistance 
 
28. ADF IX resources are heavily involved in postconflict reconstruction that supports 
transition of Afghanistan and the war affected areas of Sri Lanka from relief to a development 
phase. These involve coordination and consultation among stakeholders, implementing 
multisectoral and multidimensional programs to establish political and economic linkages at all 
levels. ADB is able to act quickly and efficiently in post-conflict situations with the support of its 
operational and administrative flexibility and rapid response in formulating an interventions 
strategy have enabled ADB to address diverse conflict situations effectively in Cambodia, Sri 
Lanka, Tajikistan and Afghanistan.  
 

V. USE OF ADF IX RESOURCES BY COUNTRY  
 
A. Use Assessment for ADF IX Resources 
 
29. Demand for ADF IX resources is derived from established and institutionalized overall 
planning framework adopted by ADB for the development of the CSPs. CSPs are presented 
annually to the Board of Directors for endorsement and are monitored in close and frequent 
consultation with the DMCs and the development partners. CSPs thus reflect an international 
agreement. They are grounded in an evaluation of the multiple dimensions that affect the 
development stage in each the DMCs. These assessments examine economic growth, poverty, 
thematic areas of gender, governance, environment, private sector development, portfolio 
performance, cofinancing possibilities, and sector conditions. In all DMCs eligible for ADF, ADB 
has supported the preparation of strategic and realistic targets for poverty reduction. Technical 
assistance has built capacity in DMCs to develop national poverty reduction strategies and to 
plan and monitor poverty reducing programs.15 The national poverty strategies are becoming 
insightful and focused programs that coordinate and guide official development assistance. 
They increasingly benefit from consultative processes that involve not only the domestic 
stakeholders and the civil society, but also the development partners. Development programs in 
CSPs support the DMCs national poverty strategies. 
 

15 In 29 DMCs, ADB has approved, in 2000–2003, 30 ADTAs in 22 DMCs to support poverty monitoring, data 
collection and analysis including in Azerbaijan, Bangladesh, Bhutan, India, Indonesia, Lao PDR, Maldives, 
Mongolia, Nauru, Nepal, Pakistan, Papua New Guinea, People’s Rep. of China, Philippines, Samoa, Sri Lanka, 
Tajikistan, Thailand, Timor-Leste, Tonga, Turkmenistan, and Vanuatu.  
In 11 DMCs, in 2000–2003, ADB approved 13 ADTAs to assist in poverty strategy formulation, including in 
Azerbaijan, Cambodia, Kazakhstan, Kiribati, Kyrgyz Republic, People’s Rep. of China, Tajikistan, Timor-Leste, 
Tuvalu, Uzbekistan, and Viet Nam 
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30. Greater selectivity of areas of involvement is evident in the CSPs. The overarching 
objective of poverty reduction is held paramount across CSPs. Programs for reduction in 
poverty implement the strategic thrusts of the policy: (i) broad-based and pro-poor growth, 
(ii) social development, and (iii) governance improvement. CSPs highlight crosscutting 
approaches for enhancing development of women, private sector expansion, and environmental 
sustainable through mainstreaming measures across the programs. Full account of ADB’s 
institutional experience in the borrowing countries is considered in selecting the sectors for 
assistance. ADF resources are channeled to sectors that yield maximum outcomes for poverty 
reduction. The programs in CSPs highlight approaches that mitigate implementation challenges 
and expand aid absorption, including increased use of sector-wide approaches and quick-
disbursing sector development programs. They emphasize long-term involvement and are 
typically accompanied with the necessary policy reforms and capacity building. CSPs foster 
inclusiveness by involving in design of programs and service delivery participation of the end 
users. International good practices are molded to local conditions. CSPs support policy reform 
and institutional restructuring change processes. Measured results are increasingly being 
adopted under project designs and CSPs to improve CSPs pertinence to local needs, 
productivity, performance, and accountability. CSPs in each DMC are summarized in the 
Country Dossiers in Appendix 5. 
 
B. Use of ADF IX Resources by Country 
 
31. Demand for ADF IX is based on the established strategic planning processes in DMCs. 
These account for the absorption capacity of each DMC and relates to an optimum level of 
assistance. This level of assistance incorporates the incremental impact of ADF IX on the DMCs 
borrowing capacity and underlines sound fiscal management. ADF assistance is associated with 
a technical assistance program that focuses on the policy, advisory, and transformational 
support to regulatory frameworks, administrative capacity, and competencies. The demand for 
ADF IX resources and the associated knowledge products and services are reviewed annually 
in the context of the country strategy and programming that account for changes in the 
conditions in each DMCs. The performance-based allocation system determines the final annual 
allocations to DMCs in light of their relative performance. CSPs harness agreements with the 
DMCs on the appropriate role of ADB and the uses of its concessional ADF resources. These 
agreements, in turn, are prepared involving a range of partnership arrangements among the 
stakeholders, including the poor, and the donor agencies.  
 
32. Table 2 presents the demand for ADF IX in the DMCs corresponding to the levels of 
assistance identified in the CSP prepared for the first two years of the replenishment, 2005–
2006: Demand-based resource requirements accommodate eligibility to ADF IX resources by 
only the current ADF borrowers, including Timor Leste and Azerbaijan that have not borrowed 
from ADF VIII, but have been granted access. 

 
33. The total number of ADF IX borrowers is 26, with 14 of the borrowers classified as 
Group A, 10 classified as Group B1, and 2 classified Group B2 borrowers. In comparison with 
the total demand for ADF VIII resources, demand for ADF IX reflects a structural expansion. 
Recommenced lending to Afghanistan commands assistance in the amount of $0.8 billion in 
ADF IX. Similarly, the possibility of peace in Sri Lanka has not only enhanced the country’s 
absorptive capacity, but also requires post-conflict support. Assistance in a total amount of $0.6 
billion in ADF IX reflects a 11% increase over the ADF VIII assistance to the country. Finally, the 
new borrowers, Timor Leste with assistance in the amount of $0.03 billion and Azerbaijan in the 
amount of $0.08 billion, have been granted access to ADF. Without these structural changes in 
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the demand for the ADF IX, the total demand would amount to about $5.8 billion, approximating 
the size of ADF VIII (see para. 13).  
 

• Group A eligibility remains unchanged since ADF VIII and includes Timor-Leste that is 
expected to commence borrowing for its rural infrastructure programs and development 
of renewable energy resources. The Group A would receive about 32.7% of the total 
ADF IX resources.  

 
• Group B1 eligibility has been projected as unchanged since ADF VIII and accounts for 

the commenced borrowing by Azerbaijan in the ADF VIII. The Group B1 would receive 
52.7% of the ADF IX resources. 

 
• Group B2 would receive about 6.7% of the ADF IX resources for programs with pro-poor 

objectives. 
 

• Regional programs would receive 8% of the ADF IX resources. Regional programs offer 
employment-absorbing growth potential as a result of enhanced mobility (transport 
sector) and reduced production costs (power sector) that increase trade and commerce. 
New generation of regional programs also offer opportunities to curtail regional trans-
border criminality—trafficking of women and children, money laundering––and are 
effective in supporting regional goods. 

 
C. Grants in ADF IX Replenishment 
 
34. Introduction of grants is a subject of a separate report. In general, grants are exepected 
to enhance development effectiveness of ADF IX by financing technical assistance, supporting 
resource transfers to the developing countries, alleviating debt repayment pressures of low 
income countries, and by inducing attention to areas that are constraining development and the 
Region’s progress toward the MDG. In particular, grants are proposed to support (i) alleviate the 
debt burden of poor countries,  (ii) critical development  needs in post-conflict situations, (ii) 
HIV/AIDs, (iii) regional public goods, (iv) gender equity, and (iv) anti-money laundering and 
combating financing terrorism. 
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Table 2. Indicative Need for ADF IX Resourcesa/ 

a/ The figures are indicative and are subject to review and change in the context of the annual preparation and 
updating of the country strategies and programs. The actual annual allocations are subject to application of the 
performance-based allocation system. 

 
 

VI.  FINANCING TECHNICAL ASSISTANCE IN ADF IX 
 
A. Financing of Technical Assistance 

 
35. Technical Assistance (TA) resources finance ADB’s knowledge products and services––
a quality driven service important for poverty reduction and governance improvement at all 
levels of public sector management in the DMCs. These services encompass economic and 
sector work, poverty assessments, advisory and project preparatory technical assistance. These 
transfer knowledge and raise awareness of good practices, facilitate exchange of views, foster 
regional cooperation, support design and implementation of reforms, and help design better 
investment projects. TA is a distinctive instrument for driving efficiency-improving reforms and 
institutional change in the Region. TAs complement ADB’s relatively small staff with specialized 
analysis and technical work, and contribute to the process of human development, capacity 
building and enhancement of governance conditions.  
 

ADF VIII ADF IX
Members 2001-2004 2005-2008

Allocations Projected
Allocations at Negotiations1 Indicative Allocations

$ Million % Share of 
Total $ Million % Share of 

Total $ Million % Share of 
Total

Group A
1 Afghanistan 0.00 -               435.00             7.6% 800                11.6%
2 Bhutan 36.22 0.0                24.28               0.4% 39                  0.6%
3 Cambodia 235.74 0.0                325.63             5.7% 278                4.0%
4 Kiribati 0.00 -               12.96               0.2% 18                  0.3%
5 Kyrgyz Republic 254.14 0.0                120.73             2.1% 126                1.8%
6 Lao PDR 217.91 0.0                220.23             3.8% 167                2.4%
7 Maldives 18.40 0.3% 32.86               0.6% 25                  0.4%
8 Mongolia 144.89 2.6% 120.93             2.1% 123                1.8%
9 Nepal 317.38 5.7% 330.55             5.7% 457                6.6%

10 Samoa 0.00 0.0% 19.82               0.3% 29                  0.4%
11 Solomon Islands 54.62 1.0% 2.95                 0.1% 8                    0.1%
12 Tajikistan 181.11 3.3% 102.97             1.8% 140                2.0%
13 Timor Leste 36.22 0.7% 0.0% 30                  0.4%
14 Tuvalu 0.00 0.0% 2.39                 0.0% 4                    0.1%
15 Vanuatu 0.00 0.0% 2.99                 0.1% 11                  0.2%

Subtotal 1,496.64 26.9% 1,754.3            30.5% 2,257             32.7%
Group B1

16 Azerbaijan 217.91 3.9% 41.98               0.7% 92                  1.3%
17 Bangladesh 1,088.41 19.5% 858.83             14.9% 963                14.0%
18 Cook Islands 0.00 0.0% 2.85                 0.0% 6                    0.1%
19 FSM 0.00 0.0% 19.23               0.3% 19                  0.3%
20 Marshall Islands 45.42 0.8% 21.44               0.4% 21                  0.3%
21 Pakistan 1,233.31 22.1% 1,111.70          19.3% 963                14.0%
22 Sri Lanka 460.55 8.3% 516.86             9.0% 576                8.3%
23 Tonga 0.00 0.0% 12.95               0.2% 15                  0.2%
24 Viet Nam 870.50 15.6% 856.45             14.9% 978                14.2%

Subtotal 3,916.11 70.3% 3,442.3            59.9% 3,633             52.7%
Group B2

25 Indonesia 155.82 2.8% 370.22             6.4% 400                5.8%
26 Papua New Guinea 0.00 0.0% 47.88               0.8% 60                  0.9%

Subtotal 155.82 2.8% 418.10             7.3% 460                6.7%

Regional 0.00 0.0% 135.00             2.3% 550                8.0%

Total ADF IX 5,568.6                  100.0% 5,749.68          100.0% 6,900             100.0%

as of Oct 2003
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36. Technical assistance is financed from the ADB’s Technical Assistance Special Funds 
(TASF), Japan Special Fund, bilateral sources, loan financing, OCR current income, and ADB’s 
administrative budget. TASF resources consist of (i) voluntary contributions (i.e. from ADF 
resources or individual grant contributions by ADB members, (ii) supplementary resources from 
nonmember governments or from national or international entities, (iii) transfers from other 
special funds, (iv) amounts accruing by way of income, (v) reimbursements of financing 
provided from TASF resources, and (vi) OCR net income transfers.  
 
37. In the ADF V and ADF VI, the Board of Governors authorized part of their contributions 
to be allocated to TASF. In ADF VII, the Donors agreed that a specified amount16 be allocated 
to TASF. ADF VIII did not finance TA operations. The Table 3 illustrates TA funding over the 
ADF VIII replenishment period.17 As a result, TA operations are experiencing considerable 
constraints due to the reasons identified in the ADF VIII Midterm Report, namely the increased 
need to (i) conduct poverty assessments, (ii) prepare the planned level of lending, and 
(iii) support the entry of new borrowers and demand for TA financing in Afghanistan. 
 

Table 3.  Financing of TA Operations 2001-2004 
 

 2001 2002 2003 2004 
 
A.   TA Program 
B.   Financing Sources 

1. TA Portfolio Management: 
Savings/Cancellations 

2. Existing Resources in TASF 
3. JSF 
4. Other Sources 
5. ACCSF 

       6.    Total TA Resources (1+2+3+4+5) 
C.  Resource Funding Gap (A-B) 

 
146.4 

 
 

8.0 
35.0 
50.7 
32.8 

- 
126.5 

19.9 

 
179 

 
 

7 
43 
33 
30 
10 

123 
56 

 
137 

 
 

7 
20 
33 
15 
0 

75 
62 

 
127 

 
 

7 
10 
32 
15 
0 

64 
63 

Source: ADB.18 
 

 
B. Technical Assistance in ADF IX  
 
38. While the growing importance of technical assistance in reducing poverty and achieving 
MDGs has been consistently recognized, funding from the ADB’s shareholders and particularly 
from ADF resources has declined. In accordance with the Donors’ guidance, ADB has 
exhaustively assessed financing of TASF from its internal resources. In May 2003, the Board of 
Directors decided that to transfer $80 million of the 2002 allocable net income from the OCR to 
TASF.  
 
39. ADF borrowers demand for TA amounts to a total of $470.4 million accounting for the 
regional technical assistance benefiting the ADF borrowers. The program divides into project 
preparatory, advisory, and regional technical assistance. Using the ADB’s thematic classification 
about half of the program will have a direct impact on the poor will carry poverty reduction 

16 $219 million. 
17 ADB. Review of the ADB’s Income Outlook and Allocation of 2002 Net Income. Manila. 
18 ACCSF = Asian Currency Crisis Support Facility, JSF = Japan Special Fund, TA = Technical Assistance, TASF = 

Technical Assistance Special Fund Actual numbers do not include TA savings and cancellation from TASF ($4 
million) and JSF ($3 million), which are shown separately in Item B1. ACCSF was terminated in March 2002 as 
initially envisaged. 
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classification. With about a fifth expected to cover multiple themes, the balance includes 
economic growth themed TAs (30%), governance (17%), human development (10%), and the 
rest supporting more or less evenly private sector development, gender equity, environment, 
and regional cooperation. The separate report on grants in ADF sets out a proposal that a 
portion of the grants to be allocated to TASF to finance TA in ADF borrowing countries. Table 4 
shows the demand-based TA program and financing possibilities during the ADF IX period.  
 

Table 4.  Demand-based TA program for 2005-2008 and Financing Possibilities 

   Source. ADB.19 
 
 

VII. STRATEGIES FOR EFFECTIVE IMPLEMENTATION OF ADF IX 
 
40. ADB attaches high priority to strengthening development effectiveness. In striving for 
greater effectiveness, ADB is (i) incorporating MDGs into strategic planning and operations, (ii) 
implementing results-based management, (iii) developing its project performance management 
system (iv) devolving operations to the resident missions, and (v) mobilizing further cofinancing 
to implement its catalytic role.  
 
A. Incorporating Millennium Development Goals in ADB in the Operations 
 
41. The MDGs set an ambitious agenda for reducing poverty. ADB adopted the MDGs in 
April 2002. Their achievement is now a priority in the Long-Term Strategic Framework for 2001-
2015 and the Medium-Term Strategy for 2001-2005. While the MDGs do not reflect the entire 
development assistance spectrum in ADB’s mandate, MDGs represent strategic goals.20 Good 
governance, regional trade, or private sector development targets––all assigned high priority in 
ADB’s operational strategies often have only indirect linkages to the MDGs. ADB has 
incorporated MDGs in its development agenda at all levels of planning, preparation, and 
implementation of development assistance. ADB has determined pragmatic modalities to 
ensure that its development assistance contributes in a tangible way to the efforts of the DMCs 
to achieve the MDGs and that sector road maps, the strategic planning, and other activities 
such as evaluation, research and personnel management endorse the importance of MDGs. 
CSPs are consequently the vehicles for explicitly analyzing the DMC’s status and plans for 
achieving the MDGs. A separate paper details ADB’s initiative to incorporate MDGs into its 
operations. Specific action to operationalize ADB’s commitment to MDGs includes the following:  

19 Demand for TA is estimated based the substantive programming needs for advisory, preparatory and regional 
technical assistance. Sources under items 2 and 3 can be considered firm. The remaining TASF resources by the 
end of 2003 are estimated to be $32 million. JSF availability is forecasted based on past records and the amounts 
can vary significantly over years. This projection includes allocation from accumulated investment income, 
estimated potential new contribution, and existing resources in JSF. 

20 11 February 2003. The Planning Directions. Manila. 

2005-2008

A.   TA Program              672.0 
B.   Financing Sources

1.       TA Portfolio Management: Savings/Cancellations                40.0 
2.       Existing Resources in TASF                48.0 
3.       JSF              144.0 
4.       Other Sources                60.0 

C.  Total TA Resources (1+2+3+4+5)              292.0 
D.  Resource Funding Gap (A-B)              380.0 

  
 

                                                

http://adbweb/Documents/Policies/LTSF/default.asp?p=policies
http://adbweb/Documents/Policies/LTSF/default.asp?p=policies
http://adbweb/Documents/Policies/MTS/2001/default.asp?p=policies
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• Mainstreaming MDGs in Strategic Planning in CSPs. 
• Advocacy on MDGs and policy dialogue. 
• Localizing MDGs. 
• Building capacity to measure and monitor MDGs. 
• Development of data and measurement of MDGs. 
• Regional cooperation relevant to attainment of MDG. 
• Mobilizing resources to support the MDGs. 
• Engagement in global MDG partnerships to accelerate progress towards the MDGs 
• Publications on MDGs:21  
• MDGs as project objectives with direct inputs to achieve specific MDGs. 
• Staff training to create awareness on and “demand” for action on the MDGs. 
 

B. Managing for Results  
 
42. A separate report covers ADB’s progress in implementing results-based management. 
ADB is determined to become increasingly effective by implementing a greater focus on results 
by changing into a results-based corporate management. ADB is identifying a progressive 
framework for implementing management-for-results (MFR) comprising (i) establishment of key 
result areas, (ii) performance measurement, (iii) performance management, (iv) accountability 
management, and (v) performance-based human resource management. MFR is not new to 
ADB, as results based project performance management system, for example, has been 
mainstreamed. However, incorporation of MFR orientation in ADB’s corporate planning process 
needs to focus on results within the context of its Long-Term Strategic Framework, the Medium-
Term Strategy (MTS), and its CSPs as well as the globally adopted MDGs. A separate paper 
outlines the steps required for incorporating MFR in ADB’s corporate processes. A substantive 
realization of MFR in ADB includes: (i) developing the accountability, monitoring, and 
information systems necessary for consistent and integrated use of MFR, while undertaking 
careful assessment of the implications, particularly regarding the depth of MFR implementation; 
(ii) scope and timeframe for change, and (iii) stakeholder consultations. MFR aims to develop a 
meaningful and practical output, outcome, and impact indicators for programs from the sector to 
the country, to the regional, and to the corporate levels, as well as for each management level 
of the organization. In this context, the ongoing review of the ADB reorganization, revised 
business processes, strengthened human resource strategy, and enhanced information 
systems and technology strategy would be important for full implementation of MFR. 
 
C. Project Performance Monitoring  
 
43. Performance Monitoring. Tighter performance considerations are integrated in 
operations at the CSP level––with country performance determining funding allocation. The 
Project Performance Management System (PPMS) enables focus on performance of projects 
through improved design and early warning of emerging problems, and assists strategic 
management of the resource allocation. Transparency, accountability, participation, and results 
are monitored through (i) the project framework with performance target indicators, 

21 A dedicated MDG website was launched in September 2003. ADB.2003. Measuring the Millennium Development 
Goals Indicators and the Pro-poor growth: What is it and how is it important? Linkage between infrastructure 
development and poverty reduction. ADB. 2003. Millennium Development Goals in the Pacific, Relevance and 
Progress. 
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assumptions, and risks, (ii) project performance reports on the progress and likelihood of 
achieving development objectives, (iii) the project completion reports on achievements, (iv) the 
project performance audit reports on achievements against the project framework some years 
after project completion, and (v) executive agency evaluation during and after the project 
implementation. Performance monitoring system is being improved by creating institutional 
capacity to oversee the integrity of the system, training staff in advocacy of results-based 
monitoring, supporting executing agencies’ reporting processes, independent quality control 
assessments, and delegating project administration responsibility increasingly to the resident 
missions. 
 
44. Audits. Audits involve (i) increased reviews of regional/resident missions and 
representative offices covering operational, financial and administrative aspects, (ii) random 
audits of six to eight selected consultants' contracts to confirm the authenticity of 
documentation, (iii) internal controls throughout ADB to assess the accuracy of financial 
statements and disclosures, and (iv) support to upgrade auditing capabilities of audit institutions 
in selected DMCs through technical assistance. Periodic independent and objective appraisals 
audit operations, ADB’s information systems, financial, accounting, and administrative 
processes, and other activities deemed appropriate through its Office of the Auditor General. 
This includes identifying means of improving the efficiency and economy of activities and of the 
use of resources, thereby contributing to making ADF-financed projects more effective, as well 
as contributing to the overall objectives of ADB. The Anticorruption Unit helps to ensure that 
ADB projects and staff adhere to the highest ethical standards. The Anticorruption Unit is 
responsible for investigating allegations of fraud and corruption in ADB-financed activity. ADB’s 
Auditor General participates actively in broader work on governance, by supervising technical 
assistance to upgrade the auditing capabilities of supreme audit institutions. All of these 
measures help to improve the overall quality and effectiveness of ADB-financed projects. 
 
45. Inspection Function.  Inspection function enables project beneficiaries to appeal to an 
independent body regarding ADB’s compliance with its policies and procedures. To enhance the 
accountability of ADB a new accountability mechanism will be implemented in 2004. The new 
mechanism involves consultation on the problems of affected people due to ADB’s activities and 
investigation of the alleged violations of ADB’s policies that have or could result in harm to 
affected people and recommend remedial action. Consultation—considered of highest value in 
the grievance process—underpins the effective function of the mechanism. The new 
mechanism will enhance transparency and therefore effectiveness of ADB operations. 
 
D. Resident Missions 

  
46. ADB has increased its effectiveness by decentralizing responsibilities through delegated 
authority to its Resident Missions (RMs). The RMs have strengthened country knowledge and 
relationships, increasingly engaged NGOs, the private sector, governments and the civil society 
institutions in the development dialogue. This has led to a greater knowledge of local conditions 
and helped in problem solving. RMs have a role in supporting policy initiatives in the 
governance, macroeconomic policy, portfolio management, coordinating aid, and actively 
support joint work with development partners. Resource allocations to RMs have grown at a rate 
of about 30% per annum, compared with the annual growth of 5% for ADB’s overall budget. 
This higher resource growth rate at RMs is necessary to meet increased requirements, including 
new RMs, and the broader framework of enhanced RM responsibilities and delegation.  
 
47. The role and functioning of RMs are evolving, and areas have emerged for 
improvement:  (i) need for enhanced division of labor between RMs and the Headquarter and 
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expansion of RMs role in programming, project processing and administration, and portfolio 
management, (ii) further increases of staff strength in RMs to improve ADBs effectiveness in the 
field, (iii) more intensive training to the local staff in ADB’s official language, policies, and 
procedures, and (iv) higher quality communication. In 2003, ADB will open its RMs in 
Afghanistan, Tajikistan and Papua New Guinea. In 2004, ADB will open its RM in Azerbaijan, a 
subregional office in Fiji and a liaison and coordination office in Sydney, Australia.  
 
E. Cofinancing – Enhanced Resource Mobilization 
 
48. For every ADF dollar lent in 2002, an additional 30 cents was mobilized through 
cofinancing operations (see Table 5). Over the past years, cofinancing operations have become 
integral to ADB’s strategy for mobilization of resources to DMCs. Cofinancing consolidates 
partnerships under national poverty reduction strategies and thus contributes to identification of 
synergies and complementarities among the strengths of the partners, with pragmatic benefits 
to the development process of the DMCs. The cofinancing strategy is characterized by its 
flexibility in addressing the DMCs’ changing needs and focuses on increasing the flow of capital, 
particularly private capital. ADB will actively explore new sources of official and grant 
cofinancing, and will enhance its political risk and political credit guarantee operations.22 The 
total cofinancing program for the next three years target $2.5 billion-$3.1 billion annually for 
about 40 projects, representing an increase of 5.7% in the annual volume of cofinancing over 
the 2003 estimate. To achieve this, proactive measures will include (i) increased marketing 
activities to ensure broad recognition of cofinancing potential; (ii) intensified cooperation and 
improved visibility with ODA agencies, particularly grant donors, through outreach programs; 
and (iii) strengthening the linkage between availability of cofinancing resources and the 
proposed loan and TA program, particularly through early identification of cofinancing 
opportunities.  
 

Table 5.  Cofinancing with ADF Lending 
 

Year   No. of Projects Cofinancing Amount ADF Lending 
Cofinancing 

Ratio1 
1997  17 253.31           1,531.62  0.17 
1998  9 250.58             987.14  0.25 
1999  13 362.96          1,070.45  0.34 
2000  19 360.95          1,584.46  0.23 
2001  13 198.9 1,531.62 0.15 
2002  20 484.94 987.14 0.30 

 
 

VIII. CONCLUSION – REQUEST FOR DONOR GUIDANCE 
 
49. The report examines the demand in the Region and indicates a level of assistance in 
ADF IX in the amount of $6,900 million that would lead to an optimum delivery of development 
services and results. The potential for resource mobilization in ADF IX may be set against this 
scenario. In that regard, a base case could be (i) increased level of EACA of $3,600 million and 
(ii) ADF IX contributions from the donors at at least equivalent to their level in ADF VIII, brining 
the total ADF IX to $6,400 million.  

22 These tools include grants and lending facilities from official cofinanciers, and political risk and partial credit 
guarantees.   
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50. The use of ADF IX, however, is rooted in a detailed review of the extent, characteristics, 
and root causes of poverty in each DMC. The demand assessment accounts for the 
macroeconomic conditions, the absorptive capacity, and the constraints to development. 
Established processes for the development CSPs on annual basis is anchored to country-focus 
in the demand assessment. These findings are summarized in this report and outlined for each 
DMC in the attached Country Dossiers. 
 
51. In particular, since ADF VIII replenishment, the Region has seen war in Afghanistan and 
Iraq, and suffered impacts of terrorist attacks, rapidly expanding HIV/AIDs prevalence, SARS, 
and global uncertainties that permeate the vulnerable economies of DMCs. ADF VIII resources 
were severely affected by the recommenced lending to Afghanistan and the expansion of 
lending to post-conflict programs in Sri Lanka. In ADF IX, the post-conflict assistance is crucial 
for poverty reduction and must be continued. Also, two new borrowers have joined the ranks of 
24 borrowers (Timor-Leste, Azerbaijan). Additional demand for ADF IX emanates from regional 
cooperation. Finally, while ADF VIII period has also seen good performance improvement in 
number of ADF borrowers that has expanded absorptive capacities and development 
possibilities, the relative performance among DMCs determines the actual annual assistance 
levels in ADF IX.  
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STATE OF POVERTY BY SUBREGIONS IN ASIA AND THE PACIFIC 
 
Southeast Asia: Southeast Asia consists of two different sets of countries (i) the newly 
industrializing countries of Malaysia, Thailand, Indonesia, and possibly, the Philippines; and (ii) 
the transition economies of Vietnam, Cambodia and the Lao Republic. With Malaysia, Thailand, 
and the Philippines having weathered the financial crisis reduced poverty with significant 
success by the end of the decade, Indonesia was the most severely affected. While poverty was 
being reduced in stride with the other industrializing countries in the first half of the 1990s, the 
financial crisis struck particularly hard with Indonesia being poorer was also more vulnerable to 
the shocks and partly as its deteriorated financial system became further exacerbated the crisis. 
Following the crisis, production declined sharply reducing employment and the significant 
devaluation combined with a severe drought sent inflation soaring and resulted in lower real 
incomes and higher poverty. As the wage adjustment caught up with past inflation, income 
levels got restored and poverty became rapidly recovered to the level of 1996. 
 
For the second set, the transition to market economy proved to be unexpectedly tough for some 
as production collapsed and poverty thickened. Yet, by 2000 both sets of countries managed to 
enjoy lower levels of poverty as compared with the situation obtaining at the beginning of the 
decade. The most successful among these economies was Vietnam, where the rate of poverty 
was cut down from a half to a quarter of the population on the account of agriculture-led growth 
supported by increasing openness of the economy and introduction of far-reaching reforms. 
Thus was supported by an expanding export market. The resulting acceleration GDP growth 
from an average 4.6% in the 1980s to 7.7% in the 1990 was combined with a relatively 
egalitarian distribution of land. 
 
South Asia: In Bangladesh, poverty incidence declined since 1971 when it was as high as 71% 
to 40% in 2000. Poverty reduction accelerating in the 1990s with the support of accelerated 
growth of per capita income. The growth was generated by non-tradable sectors–services, 
construction, and small-scale industry, with a demand stimulus originating from a quantum jump 
in crop production, rapid growth in the garments industry, and accelerated flow of foreign 
remittance. The growth-poverty nexus also gives importance to the rural and semi-urban non-
farm activities boosted the same demand generators with faster growth enabling expansion of 
operation and investment. These structural changes were highly labor absorbing, necessary 
condition for poverty reduction. 
 
Sri Lanka was much less successful Bangladesh in reducing poverty in the 1990s. It was badly 
hampered by a debilitating civil war. Still Sri Lanka’s GDP growth exceeded 5% during the 
1990s, but did not lead to poverty reduction. Unlike its neighbouring countries, Sri Lanka 
neglected agriculture. Growth was driven by mainly manufacturing concentrated in a few 
districts in and around Colombo. The countryside was left behind, making very little impact on 
poverty. 
 
But by far the worst performer in South Asia was Pakistan. Unlike in all its neighbours, Pakistan 
actually saw poverty increase in the 1990s from 24% to 37% in 2000. Exacerbated by a faster 
population growth than in its neighbours, the absolute number of poor almost exactly doubled–
to over 50 million. Increase in poverty was a consequence of poor growth performance and 
rising inequality of income. GDP growth trend halved to just 3.3% in the 1990s. This attributed to 
poor governance leading to unhelpful business climate, combined with falling remittances of 
emigrant workers.  
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Central Asia: Central Asia has had the most difficult time in the 1990s. The transition was much 
more difficult for these countries than to the Southeast Asian transitional economies because 
these economies were much more dependent on their ties with Soviet Union. The encouraging 
fact is that some of these economies may have gone past their worst in the latter half of the 
1990s. In countries such as Uzbekistan and Kyrgyz Republic, the rate of poverty seem to have 
declined by 2000 after reaching a peak just after the middle of the decade. Poverty incidence is 
highest in Tajikistan where 96% of the population live below the poverty line.  Azerbaijan–49% 
in 2001; Kyrgyz–47.6% and Kazakhstan–28.4%. During the last decade, while poverty 
incidence was reduced, except in Kyrgyz income inequality deteriorated in the region except in 
Kyrgyz. The inequality amongst the poor, indicated by poverty severity, also decreased in 
Kazahstan and Kygryz suggesting that the poor are not getting poorer. Nevertheless, poverty 
severity worsened in Mongolia. Poverty incidence in rural areas increased in Kyrgyz while it 
dropped in urban areas. The reverse is true for Mongolia: the rural poor are getting poorer.   
 
Pacific Region: Despite the relatively high per capita GDPs, the subsistence sector, and strong 
traditional community support mechanisms, poverty has increased in the past decades 
reflecting the disappointing economic performance and rapid population growth in the Pacific 
countries. This is associated with constrained regional growth of only 2.4% 1985–2001, 
shortage of employment, urban migration, and changes in traditional support mechanisms, and 
poor access to basic services. The political environment in the subregion has been unstable 
with frequent change of government a common feature. There are serious governance issues 
and institutional capacities are weak, reflecting the limited availability of human resources and 
low skill levels. Further, high cost of mobility, per capita GDP does not best reflect the 
consumption and welfare levels. While extreme poverty is not a major problem, access to a 
diversified basket of goods and services defines poverty. More than half of the population can 
be expected to fall below poverty line in the Solomon Islands, half of the population is poor in 
Kiribati, and poverty incidence exceeds 40% in Vanuatu and 30% in Micronesia, Papua New 
Guinea, and Timor-Leste, and 20% in the rest of the DMCs. 
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• Refers to periods other than the one indicated, or differs from standard definition, or refers to only part of a country. 
 

LAND POPULATION MILLENNIUM DEVELOPMENT GOALS  (Latest Available Year)

TOTAL AREA TOTAL                 
ANNUAL 
GROWTH 

RATE                         
DENSITY

AGE 
DEPENDENCY 

RATIO    

POPULATION IN 
POVERTY

INCOME OR 
CONSUMPTION 

RATIO OF 
HIGHEST 20% 

TO                   
LOWEST 20%               

NET 
ENROLMENT 

RATIO IN 
PRIMARY 

EDUCATION  

ADULT 
LITERACY 

RATE  

Serial 
No.

             
(Mn)

                      
(%)

(persons per 
sq. km)

(%)
(as % of total 
population)

(%) (%)

Mid-2002 2000-2002 2002 2002 1995-2001 2000 2002

1 Afghanistan, Republic of 652.1 21.79 2.2 33 6.8 85 NA NA NA 24 36 NA

2 Azerbaijan 86.6 8.17 0.8 94 1.6 53 1.3 68.1 6.0 91 97 * 11

3 Bangladesh 144.0 131.20 0.8 911 3.6 69 3.6 * 49.8 4.9 79 41 9 *

4 Bhutan 47.0 0.72 3.0 15 5.2 85 1.4 * 25.3 7.4 53 47 9

5 Cambodia 181.0 13.50 2.2 75 4.9 85 2.5 * 35.9 4.7 65 68 * 7

6 Cook Islands 0.2 0.02 4.0 80 3.7 * 67 12.7 * NA NA 98 99 * NA

7 Indonesia 1904.6 211.06 1.2 111 2.4 54 9.1 18.2 5.2 91 87 8

8 Kiribati 0.7 0.09 1.7 120 3.8 * 82 NA NA NA 71 77 * 5

9 Kyrgyz Republic 199.9 4.98 0.7 25 2.5 62 7.9 * 52.0 4.2 82 97 * 10

10 Lao PDR 236.8 5.53 2.8 23 5.0 85 NA 38.6 5.9 69 62 21

11 Maldives 0.3 0.28 1.8 935 5.5 87 2.0 * 43.0 NA 98 96 6

12 Marshall Islands 0.2 0.06 3.6 315 5.7 * 87 30.0 * NA NA 100 97 * 3

13 Micronesia, Federated States of 0.7 0.11 0.2 154 4.9 * 79 2.6 * 39.5 NA NA 71 * NA

14 Mongolia 1566.5 2.47 0.6 2 3.1 66 3.4 35.6 9.1 85 99 11

15 Nepal 147.2 23.67 1.9 161 4.6 82 1.8 * 42.0 5.9 66 41 6

16 Pakistan 796.1 143.71 2.2 181 5.2 82 7.8 32.2 4.8 46 43 2 *

17 Papua New Guinea 462.8 5.52 8.4 12 4.4 74 NA 38.0 12.6 84 76 2

18 Samoa 2.8 0.18 2.0 63 4.3 84 NA 48.0 17.0 97 80 * 6

19 Solomon Islands 28.9 0.49 3.5 17 5.4 91 NA NA NA NA 64 * 2 *

20 Sri Lanka 65.6 19.01 1.3 290 2.1 47 9.1 25.2 5.4 97 92 5 *

21 Tajikistan 143.1 6.44 2.0 45 3.1 72 2.6 83.0 5.0 84 99 13

22 Timor-Leste 14.9 0.76 0.9 51 4.0 NA NA 41.0 NA NA NA NA

23 Tonga 0.8 0.10 0.4 135 3.6 * 75 13.3 * NA NA 95 99 * NA

24 Tuvalu 0.0 0.01 2.0 363 3.4 * 68 9.0 * NA NA 100 98 * 8 *

25 Vanuatu 12.2 0.2 2.7 17 4.4 79 NA NA NA 96 64 * NA

26 Viet Nam 331.7 79.73 1.3 240 2.3 59 4.4 * 37.4 3.9 94 93 26

ADF DMCs

('000 sq. km)

(births per 
woman)

(%)

2001 2002

TOTAL 
FERTILITY 

RATE

UNEMPLOY
MENT RATE

PROPORTION 
OF SEATS 
HELD BY 

WOMEN IN 
NATIONAL 

PARLIAMENT   

(as % of total)
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KEY STATISTICS FOR ADF DEVELOPING MEMBER COUNTRIES 

* Refers to periods other than the one indicated, or differs from standard definition, or refers to only part of a country. 
 

                        MILLENNIUM DEVELOPMENT GOALS  (Latest Available Year)

HIV 
PREVALENCE 

RATE             

PREVALENCE 
OF MALARIA  

PREVALENCE OF 
TUBERCULOSIS  

Serial 
No.

MALE                                                 FEMALE 
 (% age 15-
49 years old)                

(per 100,000 
people)

(per 100,000 
people)

2001 2001 2001 2000 2001 2000 2000

1 Afghanistan, Republic of 257 165 NA 43 43 2 NA 937 314 13 12

2 Azerbaijan 105 74 25 61 67 55 <.01 19 82 78 81

3 Bangladesh 77 51 300 62 62 54 <.01 40 233 97 48

4 Bhutan 95 74 500 61 63 31 <.01 283 129 62 70

5 Cambodia 138 97 437 52 55 24 2.7 477 585 30 17

6 Cook Islands 23 19 0 70 74 60 NA NA 34 100 100

7 Indonesia 45 33 213 64 67 57 0.1 48 271 78 55

8 Kiribati 69 51 0 62 66 28 NA NA 84 48 48

9 Kyrgyz Republic 61 52 50 60 68 60 <.01 <1 143 77 100

10 Lao PDR 100 87 530 54 56 29 <.01 755 158 37 30

11 Maldives 77 20 390 64 64 17 0.1 4 * 50 100 56

12 Marshall Islands 66 54 0 61 64 26 NA NA 84 88 * 77 *

13 Micronesia, Federated States of 24 20 274 65 68 25 NA NA 84 41 51 *

14 Mongolia 76 61 150 61 68 40 <.01 NA 194 60 30

15 Nepal 91 66 539 59 58 29 0.5 33 201 88 28

16 Pakistan 109 84 340 62 65 28 0.1 58 171 90 62

17 Papua New Guinea 94 70 370 58 61 26 0.7 1692 236 42 82

18 Samoa 25 20 43 67 70 31 NA NA 34 99 99

19 Solomon Islands 24 20 60 65 68 26 NA 16971 84 71 34

20 Sri Lanka 19 17 23 67 74 66 <.01 1111 58 77 94

21 Tajikistan 72 53 45 60 67 31 <.01 302 114 60 90

22 Timor-Leste 144 85 420 56 59 20 NA NA NA NA NA

23 Tonga 20 17 81 68 71 NA NA NA 34 100 85 *

24 Tuvalu 52 38 0 62 65 40 5.0 NA 34 100 100

25 Vanuatu 42 34 68 65 67 15 NA 3208 84 88 100

26 Viet Nam 38 30 95 67 72 74 0.3 95 179 77 47

ADF DMCs

LIFE EXPECTANCY 
AT BIRTH (years)               

POPULATION 
WITH ACCESS 
TO IMPROVED 

WATER 
SOURCE

INFANT 
MORTALITY

RATE

MATERNAL 
MORTALITY 

RATIO 

CONTRACEPTIVE 
PREVALENCE RATE 

POPULATION 
WITH ACCESS 
TO IMPROVED 
SANITATION 

UNDER FIVE 
MORTALITY 

RATE   

(Per 1000 live 
births)

(Per 1000 live 
births)

% (%)
(per 100,000 
live births)

(%)

2001 2001

26 
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KEY STATISTICS FOR ADF DEVELOPING MEMBER COUNTRIES 

*Refers to periods other than the one indicated, or differs from standard definition, or refers to only part of a country. 
 
 
 

CARBON 
DIOXIDE 
EMISSION

Serial 
No.

(per capita 
metric tons)

AGRICULTURE
(%) 

2002 1999 2001 2002 2003 2004 2002 2002 2002 2002

1 Afghanistan, Republic of 0.3 0.0 NA NA NA NA NA NA NA NA NA NA NA NA

2 Azerbaijan 5.5 4.2 650 13.9 9.5 8.0 -0.5 26.3 5.8 15.2 49.5 32.8 26.6 6.2

3 Bangladesh 0.8 0.2 360 4.4 5.2 5.8 0.0 6.5 5.5 21.9 25.5 23.1 18.2 4.9

4 Bhutan 21.2 * 0.5* 640 7.7 NA NA 2.5 12.1 8.0 33.9 37.4 48.1 * 27.9 * 20.2 *

5 Cambodia 18.5 0.1 270 5.5 5.0 5.5 -2.7 17.7 4.5 35.6 28.0 22.2 12.1 10.1

6 Cook Islands 1.0 * NA 4270 NA 1.5 3.2 NA NA NA 12.4 * 7.6 * NA NA NA

7 Indonesia 19.7 1.2 680 3.7 3.4 4.0 1.7 3.7 4.4 17.5 44.5 14.3 21.1 -6.8

8 Kiribati 36.6 * 0.3 * 830 0.9 2.5 2.3 -4.5 -7.8 3.2 14.2 10.9 NA NA NA

9 Kyrgyz Republic 3.6 1.0 280 -0.7 5.2 4.5 3.8 -13.1 0.0 38.6 24.9 18.0 * 16.8 * 1.2 *

10 Lao PDR 13.1 0.1 300 5.9 6.0 6.5 4.0 10.3 5.7 50.4 24.7 21.2 16.1 5.1

11 Maldives NA 1.3 * 2000 5.6 4.2 2.8 17.0 8.7 4.1 NA NA 24.1 45.8 -21.7

12 Marshall Islands NA NA 2190 3.8 3.0 2.0 NA NA NA 13.8 * 16.0 * NA NA NA

13 Micronesia, Federated States of NA NA 2150 0.8 2.4 1.5 NA NA NA NA NA NA NA NA

14 Mongolia 11.5 3.2 400 4.0 5.0 5.2 -10.5 5.0 12.1 20.7 23.5 29.0 4.1 24.9

15 Nepal 8.9 0.1 250 -0.6 1.5 3.5 2.2 -3.3 -1.8 40.6 21.8 24.4 11.6 12.8

16 Pakistan 4.9 0.7 420 4.4 4.5 5.0 1.4 2.8 5.1 24.2 22.4 13.9 13.6 0.3

17 Papua New Guinea 2.3 0.5 580 -0.5 1.0 2.0 3.6 -5.5 0.7 26.9 41.6 16.4 * 13.3 * 3.1

18 Samoa 3.6 * 0.8 * 1490 1.8 3.6 3.5 -7.2 -5.5 7.6 14.3 23.3 NA NA NA

19 Solomon Islands 0.0 * 0.4 * 590 -4.0 2.0 3.0 NA NA NA NA NA NA NA NA

20 Sri Lanka 13.5 0.5 880 4.0 5.0 5.5 2.5 1.0 6.0 20.1 26.3 21.3 14.6 6.7

21 Tajikistan 4.2 0.8 180 9.1 7.1 5.0 15.0 8.2 NA 29.3 28.4 16.6 * 18.5 * -1.9 *

22 Timor-Leste NA NA 530 3.0 -2.3 1.3 NA NA NA NA NA 32.0 -40.0 72.0

23 Tonga 6.0 * 1.2 * 1530 -1.1 2.5 2.7 -6.8 2.5 0.9 28.6 15.1 20.9 * -14.6 * 35.5 *

24 Tuvalu NA NA 1260 NA 2.0 1.8 NA NA NA 16.8 * 24.3 * NA NA NA

25 Vanuatu 0.0 * 0.3 * 1050 -5.2 1.3 2.2 1.8 -6.9 NA 17.4 9.2 19.7 * 13.4 * 6.3 *

26 Viet Nam 3.5 0.6 410 7.0 6.9 7.1 4.1 9.4 6.5 23.0 38.5 32.1 28.8 3.3

(as % of 
GDP)

20022002

(as % of GDP) (as % of GDP)

2002

INDUSTRY 
(%)

AGRICULTURE 
(%)

SERVICES
(%)   

(as % of total 
land area)

2002

GDP
(%) 

INDUSTRY
(%)  

PER 
CAPITA

GNI 
(US$)

ANNUAL REAL GROWTH RATES 

ENVIRONMENT
NATIONAL ACCOUNTS

SHARES OF MAJOR 
SECTORS IN GDP                                                              

GROSS 
CAPITAL

FORMATION    

GROSS 
DOMESTIC

SAVING        

RESOURCE
GAP                   

NATIONAL 
PROTECTED 

AREAS              
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KEY STATISTICS FOR ADF DEVELOPING MEMBER COUNTRIES 

*Refers to periods other than the one indicated, or differs from the standard definition, or refers to only part of a country. 
 
 
 

Serial 
No.

EXPENDITURES

2002

1 Afghanistan, Republic of NA NA NA NA NA NA -54.9 47.1 36.9

2 Azerbaijan 14.3 8.7 2.8 15.2 15.6 -0.4 8.2 -6.3 16.4

3 Bangladesh 13.1 34.8 1.2 16.4 8.4 8.0 -5.4 -1.4 -2.9

4 Bhutan 28.5 11.4 2.5 19.2 35.5 -16.3 -14.6 * NA NA

5 Cambodia 31.1 6.0 3.3 NA NA NA -13.6 28.5 44.4

6 Cook Islands -0.3 NA 3.4 36.8 43.7 -6.9 -49.6 -32.3 -8.5

7 Indonesia 4.7 55.9 11.9 18.6 20.4 -1.7 14.9 1.2 1.1

8 Kiribati NA NA 3.2 NA NA NA -68.8 * NA NA

9 Kyrgyz Republic 34.1 11.5 2.1 18.0 20.8 -2.7 -6.3 2.0 25.6

10 Lao PDR NA 12.3 13.0 12.7 17.1 -4.4 -10.6 3.6 -1.8

11 Maldives 19.3 42.1 0.9 32.3 40.6 -8.3 -33.0 18.1 -2.4

12 Marshall Islands NA NA 0.8 23.4 70.0 -46.5 NA NA NA

13 Micronesia, Federated States of NA -48.7 0.0 19.9 66.7 -46.8 -4.9 * NA NA

14 Mongolia 42.0 16.2 1.5 37.4 38.3 -0.9 -15.0 0.5 8.3

15 Nepal 4.4 48.7 2.9 12.0 19.6 -7.6 -14.1 -14.6 -7.7

16 Pakistan 16.8 43.1 3.5 16.8 22.3 -5.6 -1.9 4.1 1.2

17 Papua New Guinea 4.4 16.5 11.8 23.1 32.7 -9.5 28.4 11.5 16.8

18 Samoa 9.2 24.8 8.1 22.3 32.3 -10.0 -45.8 -12.2 1.2

19 Solomon Islands 3.9 NA NA NA NA NA NA 56.8 1.0

20 Sri Lanka NA 42.9 9.6 18.8 24.5 -5.7 -8.5 4.5 9.7

21 Tajikistan 1.4 23.4 14.5 NA NA NA 1.3 13.1 4.8

22 Timor-Leste 7.1 NA 1.0 8.3 14.1 -5.8 NA 50.0 -11.8

23 Tonga 7.9 43.4 10.5 31.4 30.6 0.8 -50.7 * NA NA

24 Tuvalu NA NA NA NA NA NA -51.4 * NA NA

25 Vanuatu -1.7 51.9 2.2 23.1 26.7 -3.7 -33.1 -28.3 -8.1

26 Viet Nam NA 44.8 NA NA NA NA -8.6 11.2 22.1

2002 2002 20022002 2002 2002

%

2002

% (as % of GDP)

2002

CENTRAL GOVERNMENT FINANCE EXTERNAL TRADE
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OVERALL

 SURPLUS/
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MONETARY

GROWTH OF  
MONEY 

SUPPLY,M2          

PRICES

DOMESTIC
CREDIT            
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PRICE INDEX          
(AS % OF  GDP)

TRADE
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(as % of 
GDP)

(%)

ANNUAL GROWTH 
RATE OF 

MERCHANDISE  
EXPORTS 

ANNUAL 
GROWTH
RATE OF 
IMPORTS  

(%)
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KEY STATISTICS FOR ADF DEVELOPING MEMBER COUNTRIES 

 
*Refers to periods other than the one indicated, or differs from standard definition, or refers to only part of a country. 
 
 
 
 

DEBT 
SERVICE 
RATIO 

TOTAL 
FLOWS

LONG-
TERM 
DEBT

FOREIGN 
DIRECT 

INVESTMENT

ADB

Serial 
No.

(as % of 
GDP)

(as % of 
GDP)

(as % of GDP)

2001 2001 2001 2001 2001 2002 2001 2002

1 Afghanistan, Republic of NA NA 6.7 0.0 NA NA NA NA NA NA NA 2.05

2 Azerbaijan -12.6 3.2 933.3 6.1 1219 23.3 5.3 4.1 6.8 13.5 2.5* 0.00

3 Bangladesh 0.5 0.4 1722.4 2.7 15216 32.8 7.3 3.2 3.3 31.3 0.6 0.15

4 Bhutan -1.6 6.5 321.7 20.5 265 48.5 3.3 0.0 22.9 49.9 0.0 2.39

5 Cambodia -1.7 4.3 776.1 4.0 2704 82.3 1.3 13.4 10.7 60.0 5.6 1.91

6 Cook Islands NA NA NA NA NA NA NA NA NA NA NA -0.39

7 Indonesia 4.2 2.1 31577.1 10.9 135704 97.2 23.6 33.1 3.4 60.6 -1.0 0.07

8 Kiribati 3.7 * -1.8 * NA NA 5 9.5 NA NA NA NA -1.0 1.35

9 Kyrgyz Republic -1.8 1.7 317.3 6.9 1717 117.6 29.8 8.0 6.2 93.0 -0.2* 1.51

10 Lao PDR 1.0 1.3 194.1 5.4 2495 149.1 9.0 0.3 16.5 134.3 5.5 2.06

11 Maldives -7.3 4.2 133.0 4.7 235 42.8 4.6 11.5 5.8 28.3 2.2 0.87

12 Marshall Islands 30.2 13.5 NA NA 79 77.9 320.5 NA NA NA NA 7.18

13 Micronesia, Federated States of 3.7 10.4 NA NA 67 28.9 67.5 NA NA NA 0.0 0.47

14 Mongolia -11.5 6.5 256.6 4.1 885 85.9 7.7 2.4 24.7 74.3 5.7* 2.04

15 Nepal -4.7 -0.6 1024.1 8.8 2700 46.7 4.9 2.7 6.9 49.0 0.2 -0.17

16 Pakistan 4.5 4.3 8762.0 11.1 32020 55.4 25.8 11.4 3.1 46.3 1.1 0.09

17 Papua New Guinea 0.5 -0.1 343.4 6.3 2521 89.5 12.7 3.2 1.3 9.8 0.8 -0.07

18 Samoa 1.2 2.3 63.1 5.6 204 80.9 NA 63.7* 10.2 35.1 0.3 -0.30

19 Solomon Islands NA NA 0.8 0.1 163 61.4 NA 2.4* NA NA Na 0.00

20 Sri Lanka -1.6 2.9 1705.1 3.4 8529 52.4 9.7 6.1 3.8 47.5 1.6 0.76

21 Tajikistan -1.4 0.2 NA NA 1086 105.9 9.1 9.1 18.6 74.0 2.6* 1.14

22 Timor-Leste 7.1 NA NA NA NA NA NA NA NA NA NA 0.00

23 Tonga 14.8 10.1 27.7 2.1 63 45.1 2.8 0.7 18.7 46.6 2.0 3.07

24 Tuvalu NA NA NA NA NA NA NA NA NA NA NA NA

25 Vanuatu -6.2 2.4 36.5 5.5 66 31.7 1.1 0.8 21.1 31.1 8.9 -0.11

26 Viet Nam 2.1 * NA NA NA 12578 38.4 6.7 4.3 5.4 32.6 6.7 0.64

INTERNATIONAL FINANCIAL FLOWS (NET)

20022002 2002 End 2002

TOTAL 
OUTSTANDING 
& DISBURSED, 
LONG & SHORT 

TERM 

(Mn US$)

INTERNATIONAL 
RESERVES

ADF DMCs

BALANCE OF PAYMENTS EXTERNAL DEBT

RATIO TO
IMPORTS
(Months)

( as % of 
GDP)

AS %
OF GNI

(as % of 
GDP)

(as % of 
GDP)
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(Mn US$)

SHORT-TERM 
DEBT   
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CURRENT
ACCOUNT
BALANCE
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BALANCE
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ADF BORROWING COUNTRIES: ASSESSED LIKELIHOOD OF ATTAINING MDGs by 2015** 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
** Scales used in assessing the likelihood of attaining the Millennium Development Goals (MDGs) include: Achieved; Probable=most likely with few things 
pending;  Potential=likely if certain measures are completed; and Unlikely=no chance even if measures are implemented. 
 
Sources: ADB’s Regional Departments; Most recent Country Strategy and Programs (CSP) and CSP Updates of selected countries. 

Group A
Afghanistan Bhutan Cambodia Kiribati Kyrgyz Lao PDR Maldives Mongolia Nepal

Target 1: Reduce incidence of extreme poverty 
(proportion of people whose income is less than $1 
a day) by half from 1990 to 2015

Potential. Insufficient 
data.

Potential. Probable. Potential. Probable. Probable. Unlikely. Unlikely.

Target 2: Reduce the proportion of people who 
suffer from hunger by half from 1990 to 2015

Potential. Insufficient 
data.

Potential. Probable. Potential. Probable. Probable. Unlikely. Unlikely.

Target 3: Ensure that, by 2015, children 
everywhere, boys and girls, will be able to complete 
a course of primary schooling 

Unlikely. Probable. Probable. Achieved. Achieved. Potential. Probable. Achieved. Unlikely.

Target 4: Eliminate gender disparities in primary 
and secondary education by 2005 and to all levels 
of education no later than 2015

Unlikely. Potential. Unlikely. Achieved. Achieved. Potential for 
primary; 

Unlikely for 
2ndary educ.

Achieved. Probable. Unlikely.

Target 5: Reduce infant and child mortality by two-
thirds from 1990 to 2015

Unlikely. Probable. Unlikely. Probable. Potential. Potential. Probable. Probable. Potential.

Target 6: Reduce maternal mortality rate by three-
quarters between 1990 and 2015

Unlikely. Probable. Unlikely. Probable. Potential. Potential. Probable. Probable. Unlikely.

Target 7: Have halted by 2015, and begun to 
reverse, the spread of HIV/AIDS

Unlikely. Probable. Achieved. Probable. Potential. Probable. Probable. Probable. Unlikely.

Target 8: Have halted by 2015, and begun to 
reverse, the incidence of malaria and other major 
diseases

Unlikely. Probable. Potential. Probable. Potential. Probable. Probable. Probable. Unlikely.

Target 9: Integrate the principles of sustainable 
development into country policies and programs 
and reverse the loss of environmental resources

Probable. Probable. Potential. Probable. Potential. Potential. Probable. Potential. Insufficient 
data.

Target 10: Halve proportion of people without 
access to safe drinking water by 2015

Probable. Probable. Probable. Probable. Potential. Potential. Probable. Potential. Probable.

Target 11: By 2010, to have achieved a significant 
improvement in the lives of at least 100 million slum 
dwellers.

Not applicable. Potential. Unlikely. Not 
applicable.

Potential. Not applicable. Not 
applicable.

Potential. Insufficient 
data.

Goal 7. Ensure Environmental Sustainability

Goal 6. Combat HIV/AIDS, Malaria and Other 

Goal 5. Improve Maternal Health 

Goals / Targets / DMCs

Goal 1. Eradicate Extreme Poverty and Hunger

Goal 2. Achieve Universal Primary Education

Goal 3. Promote Gender Equality and Empower 

Goal 4. Reduce Child Mortality
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ADF BORROWING COUNTRIES: ASSESSED LIKELIHOOD OF ATTAINING MDGs by 2015** 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
** Scales used in assessing the likelihood of attaining the Millennium Development Goals (MDGs) include: Achieved; Probable=most likely with few things 
pending; Potential=likely if certain measures are completed; and Unlikely=no chance even if measures are implemented. 
 
Sources: ADB’s Regional Departments; Most recent Country Strategy and Programs (CSP) and CSP Updates of selected countries 
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Group B1

Samoa Solomon 
Islands Tajikistan Tuvalu Vanuatu Azerbaijan Bangladesh Cook 

Islands RMI

Target 1: Reduce incidence of extreme poverty 
(proportion of people whose income is less than $1 
a day) by half from 1990 to 2015

No extreme 
poverty and 

hunger.

Unlikely. Potential. Probable. Unlikely. Probable. Probable. Achieved. Unlikely.

Target 2: Reduce the proportion of people who 
suffer from hunger by half from 1990 to 2015

Probable. Unlikely. Potential. Probable. Potential. Probable. Probable. Achieved. Unlikely.

Target 3: Ensure that, by 2015, children 
everywhere, boys and girls, will be able to complete 
a course of primary schooling 

Achieved. Unlikely. Probable. Achieved. Probable. Potential. Probable. Achieved. Probable.

Target 4: Eliminate gender disparities in primary 
and secondary education by 2005 and to all levels 
of education no later than 2015

Achieved. Potential. Unlikely. Achieved. Probable. Achieved. Probable. Achieved. Probable.

Target 5: Reduce infant and child mortality by two-
thirds from 1990 to 2015

Probable. Unlikely. Unlikely. Achieved. Potential. Potential. Probable. Probable. Probable.

Target 6: Reduce maternal mortality rate by three-
quarters between 1990 and 2015

Probable. Unlikely. Unlikely. Achieved. Unlikely. Potential. Unlikely. Achieved. No reliable data.

Target 7: Have halted by 2015, and begun to 
reverse, the spread of HIV/AIDS

No data on 
HIV/AIDS.

No data on 
HIV/AIDS.

Potential. Achieved. Unlikely. Potential. Unlikely. No data on 
HIV/AIDS.

Probable.

Target 8: Have halted by 2015, and begun to 
reverse, the incidence of malaria and other major 
diseases

Probable. Unlikely. Unlikely. Achieved. Potential. Potential. Probable. Achieved. Probable.

Target 9: Integrate the principles of sustainable 
development into country policies and programs 
and reverse the loss of environmental resources

Probable. Unlikely. Potential. Potential. Potential. Probable. Unlikely. Probable. Probable.

Target 10: Halve proportion of people without 
access to safe drinking water by 2015

Probable. Potential. Unlikely. Achieved. Potential. Probable. Probable. Achieved. Probable.

Target 11: By 2010, to have achieved a significant 
improvement in the lives of at least 100 million slum 
dwellers.

Probable. Potential. Unlikely. Achieved. Potential. Probable. Unlikely. Achieved. Probable.

Goal 7. Ensure Environmental Sustainability

Goal 6. Combat HIV/AIDS, Malaria and Other 

Goal 5. Improve Maternal Health 

Goals / Targets / DMCs

Goal 1. Eradicate Extreme Poverty and Hunger

Goal 2. Achieve Universal Primary Education

Goal 3. Promote Gender Equality and Empower 

Goal 4. Reduce Child Mortality



 

 
ADF BORROWING COUNTRIES: ASSESSED LIKELIHOOD OF ATTAINING MDGs by 2015** 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
** Scales used in assessing the likelihood of attaining the Millennium Development Goals (MDGs) include: Achieved; Probable=most likely with few things 
pending; Potential=likely if certain measures are completed; and Unlikely=no chance even if measures are implemented. 
 
Sources: ADB’s Regional Departments; Most recent Country Strategy and Programs (CSP) and CSP Updates of selected countries 
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Unclassified 
New Borrower

FSM Pakistan Sri Lanka Tonga Viet Nam Indonesia PNG Timor-Leste

Target 1: Reduce incidence of extreme poverty 
(proportion of people whose income is less than $1 
a day) by half from 1990 to 2015

Potential. Potential. Probable. Achieved. Achieved. Probable. Unlikely. Potential.

Target 2: Reduce the proportion of people who 
suffer from hunger by half from 1990 to 2015

Probable. Potential. Probable. Achieved. Achieved. Probable. Unlikely. Potential.

Target 3: Ensure that, by 2015, children 
everywhere, boys and girls, will be able to complete 
a course of primary schooling 

Probable. Unlikely. Achieved. Achieved. Probable. Potential. Potential. Potential.

Target 4: Eliminate gender disparities in primary 
and secondary education by 2005 and to all levels 
of education no later than 2015

Probable. Potential. Probable. Achieved. Potential. Potential. Unlikely. Probable.

Target 5: Reduce infant and child mortality by two-
thirds from 1990 to 2015

Potential. Potential. Probable. Achieved. Unlikely. Potential. Unlikely. Potential.

Target 6: Reduce maternal mortality rate by three-
quarters between 1990 and 2015

No relevant base 
data.

Potential. Probable. Probable. Probable. Probable. Unlikely. Probable.

Target 7: Have halted by 2015, and begun to 
reverse, the spread of HIV/AIDS

Probable. Potential. Probable. No data on 
HIV/AIDS 

prevalence 
rates.

Potential. Potential. Unlikely. Potential.

Target 8: Have halted by 2015, and begun to 
reverse, the incidence of malaria and other major 
diseases

No relevant data. Potential. Probable. Probable. Potential. Probable. Potential. Unlikely.

Target 9: Integrate the principles of sustainable 
development into country policies and programs 
and reverse the loss of environmental resources

Probable. Potential. Probable. Potential. Potential. Probable. Unlikely. Potential.

Target 10: Halve proportion of people without 
access to safe drinking water by 2015

No relevant base 
data.

Probable. Probable. Achieved. Probable. Potential. Unlikely. Potential.

Target 11: By 2010, to have achieved a significant 
improvement in the lives of at least 100 million slum 
dwellers.

Potential. Potential. Probable. Achieved. Potential. Potential. Potential. Potential.

Group B2

Goal 7. Ensure Environmental Sustainability

Goal 6. Combat HIV/AIDS, Malaria and Other 

Goal 5. Improve Maternal Health 

Goals / Targets / DMCs

Goal 1. Eradicate Extreme Poverty and Hunger

Goal 2. Achieve Universal Primary Education

Goal 3. Promote Gender Equality and Empower 

Goal 4. Reduce Child Mortality
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Role of ADF VIII: Mobilization, Disbursement, Lending, and Performance 
 

I. Introduction 
 
1. The progress in implementing ADF VIII was evaluated in the Midterm Review 
documentation.1 The Midterm Review of ADF VIII concluded an Action Plan for Implementation 
of the ADF VIII.  An update on the mobilization, allocation, and use of ADF VIII resources was 
supplied to the donors as an Information Paper in the Planning Meeting convened in 
Copenhagen in October 2003.  This appendix discusses the use of ADF VIII resources in 2001-
2004 by country group, poverty-focus, thematic, and sector allocation. The statistical annex 
includes key information on ADF VIII at a glance. Data for analyzing ADF VIII is largely available 
in ADB’s project processing information system.  
 
II. ADF VIII Recommendations 
 
2. With the adoption of its Poverty Reduction Strategy (PRS) in 1999,2 ADB assumed a 
single-minded operational mission to reduce poverty. This received a strong endorsement of the 
ADF Donors for directing the use of the ADF VIII resources. ADB’s strategic framework and the 
MDGs as benchmarks in assessing the multiple dimensions of poverty espouse the impact of 
broad-based socially inclusive economic growth on poverty and recognize the diversity of the 
DMCs. These principles have shaped the objectives of the country-specific poverty reduction 
strategies and the CSPs–the basis for the use of ADF VIII lending.  

  
3. At the ADF VIII replenishment, the Donors provided guidance: ADF VIII will fight poverty 
with the operations formulated on the basis of ADB’s poverty strategy that promotes pro-poor 
sustainable economic growth, social development, good governance, and private sector; and 
reflect a close partnership with the governments, civil society and other development 
organizations. These mutually reinforcing areas of development interventions would be 
augmented with expansion of financing of social sectors by investing in primary and secondary 
education, basic health, clean water, sanitation, and basic social services. ADF VIII resources 
would be used in the context of poverty partnership agreements with the borrowers that would 
be derived from the national poverty reduction strategies and would be implemented under 
partnership principles and under enhanced lead coordination role of ADB in the DMCs.  

 
4. The Donors also emphasized ADB’s important role in the areas of (i) governance 
reforms–to enhance a country’s ability to sustain economic growth, social development, and 
poverty reduction; (ii) creating an enabling environment for the private sector, implementing the 
rule of law and international standards for corporate governance, and tackling problems that 
impede private sector growth and contribution to poverty reduction; (iii) combating infectious 
diseases, including HIV/AIDS; (iv) promoting the core labor standards–the freedom of 
association and bargaining, elimination of forced labor, discrimination in employment and child 
labor; (v) gender equality; (vi) integration environmental concerns in the poverty reduction 
strategies; (vii) development of a subregional strategy and promoting cross-border projects; (viii) 
combating money laundering through development of regulatory framework; and (ix) seeking 
multisector programs to counter drug trafficking.  

1  Asian Development Fund, ADF VIII Midterm Review, Washington D.C. December 2003 Technical Documents: A 
Report on the Mobilization, Allocation, and Uses of ADF VIII Resources in 2001 and 2002 and a Review of 
Financing TA. 

2  ADB. 1999. Fighting Poverty in Asia and the Pacific: The Poverty Reduction Strategy. 
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5. Moreover, following the Donors’ recommendation, ADB adopted a policy on the use of 
performance-based allocation (PBA) in March 2001.3 This was implemented on a pilot basis in 
2001, and fully in the subsequent years.  Eligible ADF VIII borrowers are listed on page 50. 
 
6. Taking stock of ADB’s progress in March 2003, donors considered information on the 
approved lending for the first two years of the period (2001 and 2002) and the planned lending 
for the balance of the period. The donor’s recognized ADB’s performance in implementing ADF 
VIII resources. Donors also provided guidance and focus for the balance of the replenishment 
period, 2003-2004. The directions given specifically on the allocation and the use of the ADF 
VIII resources included that ADB undertake the following:  
  

(i) Greater control over planned levels of ADF operations.  
(ii) Greater selectivity in operations giving a higher priority to development programs 

for gender, environment, water, and the role of the private sector.  
(iii) Greater priority to country governance assessments, reflecting these more 

systematically in country strategies. 
  
III.  Lending 
  

A. Alignment of Lending with Commitment Authority 
  

7. The ADF VIII resources are forecasted to amount to $6.4 billion, of which $0.6 billion is 
used for financing loan carry-over from last replenishment and $5.8 billion is available for loan 
commitment under ADF VIII program. As of 3rd quarter 2003 4, the total planned ADF lending for 
the ADF VIII period (2001-2004) was estimated to be $5,770 million, based on actual lending 
approvals of $1,376 million and $1,633 million in 2001 and 2002 respectively, plus the projected 
demand of $1,447 million and $1,300 million for 2003 and 2004, respectively.5 Forty-two percent 
of the ADF VIII replenishment is funded by donors’ contributions, 9.3% by delayed contributions 
to and savings and cancellations from earlier replenishments, 2.9% by OCR net income 
transfers, and 49% by the expanded advance commitment authority (EACA) program. While the 
total resources of ADF VIII exceeding the original pledge ($5,646 million) by 14%, the resource 
availability only increased by 2%. ADF VIII has, therefore, come under severe constraint. 
Concurrently, the unforeseen needs of Afghanistan and Sri Lanka consumed 11% of the total 
resources. The delayed contributions exacerbated the shortages in commitment authority. The 
shortages in the commitment authority were partly reversed with an additional contribution from 
Spain and rigorous internal efforts to allocate savings and loan cancellations as well as a 
transfer of OCR net income. 
 
8. The programming of resources was gravely affected by the changes in the geopolitical 
considerations, particularly the war in Afghanistan and the civil strife in Sri Lanka that led to 
huge post-conflict reconstruction requirements. In light of the pressing demands, ADB approved 
on conditional basis lending to await for availability of ADF commitment authority. In accordance 
with the Donors’ guidance to align lending strictly with the commitment authority, the resulting 
carry-over lending was reduced to zero in 2004. However, with the actual contributions falling 
short of the planned ADF VIII replenishment, resources to meet the Region’s funding 

3  ADB. 2001. Policy on Performance-Based Allocation for the Asian Development Fund. Manila.  
4  As of 19 September 2003. 
5  Based on the Country Strategy and Programs for ADF borrowers approved by the Board of Directors. 
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 requirements of the poverty reduction strategies became difficult. Table 1 summarizes the 
actual and projected annual lending for 2001-2004 and distribution by DMC Group.  
 

Table 1. Approved and Planned ADF VIII Lending, 2001-2004 
 

 
 
9. ADF’s share of ADB’s total lending, combining annual lending from its Ordinary Capital 
Resources and ADF, reflects the scarcity of concessional resources. The share of ADF lending 
in the ADF VIII replenishment period (2001-2004) averages 25% per annum (see Figure 1).  
 

Group Members 2001a 2002a 2003b 2004b 2001-2004
Amount % of Total Amount % of Total Amount % of Total Amount % of Total Amount % of Total

Group A
Afghanistan -                -              150.0            9.2                150.0          10.3            135.00        10.4            435.0          7.6              
Bhutan 7.0                0.5              -                -                9.4              0.6              7.88            0.6              24.3            0.4              
Cambodia 75.2              5.5              100.9            6.2                99.0            6.8              50.52          3.9              325.6          5.7              
Cook Islands 2.2                0.2              -                -                -              0.65            0.0              2.9              0.0              
Kiribati -                -              -                -                10.5            0.7              2.46            0.2              13.0            0.2              
Kyrgyz Republic 75.0              5.5              -                -                15.5            1.1              30.23          2.3              120.7          2.1              
Lao PDR 65.0              4.8              76.0              4.7                46.0            3.2              33.23          2.6              220.2          3.8              
Mongolia 35.7              2.6              34.1              2.1                29.5            2.0              21.64          1.7              120.9          2.1              
Samoa 6.0                0.4              -                -                7.0              0.5              6.82            0.5              19.8            0.3              
Solomon Islands -                -              -                -                -              -              2.95            0.2              3.0              0.1              
Tajikistan 3.6                0.3              40.3              2.5                38.0            2.6              21.05          1.6              103.0          1.8              
Tuvalu -                -              1.9                0.1                -              -              0.54            0.0              2.4              0.0              
Vanuatu -                -              -                -                -              -              2.99            0.2              3.0              0.1              
Maldives 17.5              1.3              5.0                0.3                6.0              0.4              4.36            0.3              32.9            0.6              

Group A Subtotal: 287.2            21.1            408.2            25.0              410.9          28.2            320.32        24.6            1,426.6       24.8            

Group B1
Azerbaijan -                -              -                -                22.0            1.5              19.98          1.5              42.0            0.7              
Bangladesh 159.2            11.7            269.6            16.5              226.0          15.5            204.06        15.7            858.8          14.9            
FSM 13.0              1.0              -                -                -              -              6.21            0.5              19.2            0.3              
Marshall Islands 8.0                0.6              7.0                0.4                -              -              6.44            0.5              21.4            0.4              
Nepal 95.6              7.0              60.0              3.7                103.6          7.1              71.35          5.5              330.6          5.7              
Pakistan 363.6            26.7            276.0            16.9              211.0          14.5            261.10        20.1            1,111.7       19.3            
Sri Lanka 86.0              6.3              160.3            9.8                185.3          12.7            85.26          6.6              516.9          9.0              
Tonga -                -              10.0              0.6                -              -              2.95            0.2              13.0            0.2              
Viet Nam 243.1            17.9            225.0            13.8              199.0          13.7            189.36        14.6            856.5          14.9            

Group B1 Subtotal: 968.5            71.1            1,007.9         61.7              946.9          65.1            846.71        65.1            3,770.0       65.6            

Group B2
Indonesia 100.0            7.3              131.2            8.0                79.0            5.4              60.00          4.6              370.2          6.4              
Papua New Guinea 5.9                0.4              5.7                0.3                18.3            1.3              17.98          1.4              47.9            0.8              

Group B2 Subtotal: 105.9            7.8              136.9            8.4                97.3            6.7              77.98          6.0              418.1          7.3              

Regionalc -                -              80.0              4.9                -              -              55.00          4.2              135.0          2.3              

Total 1,362            100             1,633            100               1,455          100             1,300          100             5,750          100             
ADF share of Total Lending 26% 30% 28% 18% 25%
a  Valued at exchange rates at the time of each loan approval, w hich explains the difference in the associated amounts in Table 2.
b  Based on projections by Regional Departments
C Covers Greater Mekong, South Asia, and Pacif ic Subregion
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B. Country Groupings and Geographic Distribution of Lending 

  
10. Based on approved and planed ADF VIII lending, the Group A countries (ADF only) will 
receive 25% of the total lending in the period (2001-2004). 65% percent of the total ADF lending 
program would go to the Group B1 countries (ADF and limited ordinary capital resources 
(OCR), and 8% to Group B2 countries (OCR and limited ADF). The subregional programs 
receive 2% of the ADF VIII resources for programs in the Greater Mekong, South Asia, and the 
Pacific Regions. Figure 2 shows that on annual basis, the share of Group A countries ranges 
from 21-28%, Group B1 countries from 62-71%, Group B2 countries from 6-8%, and 
subregional programs from 0-5%.  
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11. The top borrowers in ADF VIII lending are Pakistan (18%), Viet Nam (15%), and 
Bangladesh (15%) (see Figure 3). Since planning for ADF VIII resources in 2000, the 
replenishment has received an additional borrower in each country classification Group 
(Afghanistan-Group A, Azerbaijan-Group B1, and Papua New Guinea-Group B2). Moreover, 
Indonesia remains on the watch-list for a reclassification (upgrade) together with Papua New 
Guinea (downgrade). Timor-Leste is likely to be classified as a new Group A borrower. Lending 
from the ADF VIII resources for the Azerbaijan and Timor-Leste was planned at the respective 
levels of $0.04 billion and $0.24 billion at the replenishment of ADF VIII. The demand of the 
additional members for ADF VIII resources additionally exacerbates the shortage of the ADF 
VIII funds.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  



Appendix 2 38 
 

 
 

 
12. Lending to Afghanistan increased significantly with the implementation of the post-
conflict restoration program. Consequently, the rest of the Group A countries, lending is 
declining by an average of 13% per annum (see Figure 4). Lending to Group B1 and B2 
countries is declining by an average of 4% and 5%, respectively, per annum (see Figure 5). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Figure 3.  ADF VIII Lending by DMCs, 2001-2004
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Figure 4. ADF VIII Lending to Group A DMCs
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C. Post-Conflict Support  

 
13. Significant impact on the ADF VIII resources came from the dramatic changes in the 
geopolitical environment in the Region during the replenishment period. The Midterm Review 
recognized ADB’s capacity to respond to the needs of the poor DMCs emerging from crises. A 
total of 11% of ADF VIII resources are being reallocated from the originally planned lending to 
support post-conflict programs in the region. These include ADF VIII support to the post-conflict 
initiatives in Afghanistan with annual lending of $150 million over the 4-year period (see Box 1), 
or 8% of the ADF VIII resources. Similarly, roughly a third of the Sri Lankan demand on ADF VIII 
resources, or about 3% of the total ADF VIII resources, relates to post-conflict support since the 
peace process commenced in late 2001 (See Box 2). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 5. ADF VIII Lending to Group B1 and B2 DMCs
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Box 1: ADF-funded support in Afghanistan: Focus on Poverty Reduction 
 
At the Tokyo Conference in January 2002, ADB pledged $500 million in concessional loans and grants to 
Afghanistan over the first 30 months, or by June 2004. ADB assigned this assistance the highest priority. By 
September 2003, ADB has approved the delivery of $325 million in ADF loans and grant technical assistance, 
fulfilling two-thirds of its pledge. This ADF-funded program is highly poverty focused: 
 
$150 million Postconflict Multisector Program Loan1 promotes economic growth and recovery in the war-torn 
country: It provides critically needed fiscal support to the Government, enabling it to continue providing essential 
services and rehabilitate and reconstruct the physical and social capital of Afghanistan; and contributes to 
economic recovery, employment generation, higher productivity, improved per capita incomes, and social stability. 
The program has achieved improved public sector efficiency and effectiveness, resource mobilization, 
macroeconomic management and payments system, and deepening of the financial sector. Its infrastructure 
development is improving national road network, road maintenance, increase in sub-regional cooperation, foreign 
investment in electricity and natural gas development.  
 
$150 million Emergency Infrastructure Rehabilitation and Reconstruction Project1 supports reconstruction of key 
infrastructure in transport and energy sectors damaged during two decades of conflict and neglect. It contributes to 
economic recovery, diversification of activities, employment generation, higher productivity, improved per capita 
income, increased revenue generation, and improved efficiency and effectiveness of the public sector, private 
sector development, environmental preservation and social stability. The Project maximizes utilization of local labor 
by generating 580,000 person-days of employment during construction and annually 0.14 million person-days of 
permanent employment. The impact of the petroleum component will be countrywide. The road, power and gas 
components it will benefit about 9 million people in seven provinces, where 45% of the inhabitants live below $0.25 
cent per day. The project enhances long-term employment from increased production, trade, transport and services 
and carries multiplier effects related to the resulting increased income levels and the impact through inter-industry 
linkages. 
 
$450 million Agriculture Sector Program under preparation will improve livelihoods of rural dwellers by promoting 
market-based policy reforms, public infrastructure investment, and institutional capacity building. It includes reform 
measures to (i) improve natural resource management, planning and policy formulation, (ii) establish efficient and 
effective sector institutions, (iii) prepare sector investment programs, (iv) establish efficient production and support 
service systems, (v) promote gender equity, (vi) improve efficiency of commodity markets, and (vii) restructure state 
owned enterprises. 
 
$100 million Heart-Andhoy Road Project is being designed to complete a missing link in the Afghanistan ring road 
and thus establish the much need road connectivity to the northwestern regions with the rest of the country. This 
road link will also improve international road link to the region by connecting to the highways leading to the 
neighboring countries and facilitating increased cross border trade. The road will serve to increased economic 
activity in the rural districts along its alignment and help in integrating the remote communities of the region. 
 
$40 million Irrigated Agricultural Development Project also proposed for raising rural incomes and to promote 
sustainable management of water and land resources. The program will reduce poverty through (i) increased 
agricultural production, (ii) increased employment, (iii) improved food security, and (iv) protection of natural 
environment by reducing pressure on forests and other non-irrigated land. It will also strengthen the water 
management and irrigation service delivery functions of national, provincial, and local institutions through intensive 
capacity development support. 
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Box 2: Rebuilding War-Affected North and East of Sri Lanka 
 

The civil conflict devastated the North and East, and caused huge loss of opportunities in the country as a whole. 
International support is essential for reconstruction for rebuild the affected areas and for development of Sri Lanka. 
ADB as a lead agency, in collaboration with the World Bank, United Nations system, Government, Liberation Tigers 
of Tamil Eelam (LTTE), and the communities and the non-governmental sector prepared a needs assessment in 
2003. ADF is the largest source of funds for rebuilding the lives of the war-affected people. ADF-funded program 
supports shelter, education, health, other basic services, and livelihood opportunities and rehabilitation of the long-
closed highway to Jaffna and Jaffna’s power supply network. 
 
• $25 million North East Community Restoration and Development6 covers war affected areas and improves living 

conditions with relief for communities with internally displaced people; community-managed education, income-
earning opportunities; agricultural and fisheries, training for the poor, and road rehabilitation. 

 
• $60.3 million Secondary Towns and Rural Community-Based Water Supply and Sanitation7 brings safe water to 

a million people and sanitation to 170,000, including war-affected communities and reduces waterborne 
diseases, and promotes a cleaner environment. 

 
• $45 million Distance Education Modernization Project8 upgrades the university doubling enrollment to 40,000, 

and expands reach of distance education to 80,000 students, including in the conflict areas and remote areas. 
 
• $10 million Rural Finance Sector Development Project9 establishes sustainable rural finance system, develops 

rural finance institutions, promotes good governance and transparency. 
 
• $20 million North East Coastal Community Development supports community infrastructure and fisheries in the 

conflict-areas with benefits to 110,000 households–mostly poor, vulnerable, and often female-headed–the 
poorest of the poor. 

 
• $50 million Conflict Affected Areas Rehabilitation emergency assistance for reconstruction of basic 

infrastructure–road, power, health, education, water supplies, and livelihood restoration helping effectiveness of 
humanitarian aid. 

 
• $40 million North East Community Restoration Development continues rebuilding of lives of war-affected 

communities targeting vulnerable groups, including IDPs and female-headed households.  
 
 
 
 
 
 
 
 
 
 
 
 

 
 

6  Loan No. 1846-SRI: North East Community Restoration Development, approved for $25 million in October 2001. 
7 Loan No. 1993-SRI: Secondary Towns and Rural Community-Based Water Supply and Sanitation, approved for 

$60.3 million in January 2003. 
8   Loan No. 1999-SRI: Distance Education Modernization, approved for $45 million in June 2003. 
9  Loan No. XXXX-SRI: Proposed Rural Finance Sector Development Program, for 10 million to be considered by the 

ADB Board of Directors in November 2003 together with Loan No. XXXX-SRI of the same title for $60 million from 
ADB Ordinary Capital Resources. 
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D. Poverty Reduction  

 
14. In accordance with the ADB’s PRS, poverty reduction is ADB’s overarching objective. 
Accordingly all ADF lending integrates the poverty reduction objective–either directly or 
indirectly impacting on the welfare of the poor. The role of ADF is prominent in financing poverty 
interventions. In total ADF VIII finances a considerable share (the 43%) of ADB’s total loans with 
a poverty and core poverty classification, combining lending from Ordinary Capital Resources 
and ADF. Poverty and core poverty classification of lending denotes lending that directly yields 
benefits to the poor. Poverty classified interventions have clear and quantified poverty reduction 
impacts that differ from the other lending in that the impacts benefit the poor disproportionately. 
Whereas the 2001 and 2002 ADF VIII lending comprised 65% poverty and core poverty 
classified interventions, the lending in 2003 and 2004 contains 80% of poverty and core poverty 
lending, bringing the total loans in ADF VIII with poverty or core poverty classification to 73% 
(see Figure 6).  
 

 
 

E. Multi-Themes  
  
15. Donors emphasized the need to link ADF VIII lending to the national poverty strategies. 
Twenty of the 25 currently eligible ADF VIII borrowers (80%) have poverty partnership 
agreements (PPAs) with ADB. For Azerbaijan and Papua New Guinea, PPAs are under 
preparation. A poverty partnership agreement is proposed for Afghanistan in 2005 subsequent 
to the completion of a poverty assessment, and for Solomon Islands once a stable government 
has been established. Through these processes in many ADF borrowing countries as well as 
through the poverty assessments, poverty reduction has become incorporated into the national 
development agendas. Accordingly, the ADF VIII lending is directed to support development 
themes that broadly correlate with the three pillars of the ADB’s poverty strategy: (i) pro-poor, 
sustainable economic growth (27%), (ii) social development (13%), and (iii) good governance 
(5%). Lending targeting gender and development would comprise 4%, environmental protection 
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 3%, and enhancement of the role private sector in the borrowers’ economic would comprise 1% 
(see Figure 7).  

  
 
16. Lending under multiple themes has increased during the replenishment period (see 
Figure 7). The multi-themed lending constitutes almost half (46%) of the total ADF VIII lending. 
This follows the general trend in ADB-wide lending that has become more diversified as a result 
of the adoption of the PRS. A relatively small part of the total ADB lending program prior to the 
ADF VIII replenishment period, ADB’s total lending in this theme is increasing on average by 
more than 60% per annum during 2001-2004. ADF VIII contributes about a fifth of the ADB-wide 
multi-theme lending. Eighty percent of the multi-themed ADF VIII loans are classified poverty or 
core poverty interventions. These address simultaneously several areas to effectively target the 
multidimensionality of poverty.  
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17. Notwithstanding the multi-dimensionality of the multi-themed loans, categorized by their 
primary technical area of intervention: 
  

• 11% and 8% of the multi-themed projects are active in the transport and power 
sectors, respectively. 

• 20% is focused on the education sector. 
• 13% addresses governance improvement. 
• 8% supports private sector enhancement. 
• 6% targets agriculture. 
• 5% supports landslide prevention. 
  

18. The balance of the multi-themed lending supports enhancement of the environment, 
gender, financial sector, and water supply provision. 
  

F. Lending by Sector 
  
19. ADF VIII lending finances primarily social infrastructure (29%), agriculture (24%) and 
transport projects (14%) (see Figure 9). In 2001-2004, lending is increasing in the social 
infrastructure sector, transport and communications sectors, multi-sector, and financial sector 
support. Declining trends are seen in the energy and agriculture sector lending, and lending in 
‘other’ sectors (see Figure 9).  
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20. Social infrastructure lending is increasing on the average by 13% per annum in ADF VIII 
period. The growth drivers are education, urban development and housing subsector, water and 
sanitation subsectors, and health and population, in order of contribution to the growth of the 
sector lending (see Figure 10). 
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G. Transport and Communications Sector  

 
21. Transport and communications sector lending is increasing on average by 21% per 
annum from 2001-2004. Three-fourths of the transport and communications sector loans are 
classified as poverty or core poverty interventions; 61% carries economic growth themes; and 
about 38% support multiple themes. Subsector content of the transport and communications 
lending is shown in Figure 11. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Telecommunications 
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H. Multisector Lending  
 
22. Lending with multisector content is increasing in the period on average by 76% per 
annum. Most (87%) of the multisector loans are classified poverty or core poverty interventions. 
More than half (51%) of multisector loans support economic growth theme, 25% human 
development, and 9% environmental themes. Afghanistan, Sri Lanka, and Pakistan are the 
main recipients of ADF VIII multisector lending with Afghanistan and Sri Lanka receiving post-
conflict support and in Pakistan receiving loans for enhancement of social protection. Figure 12 
shows multisector lending by technical area of intervention. 

 

 
 
I. Financial Sector Lending  

 
23. The ADF VIII lending in the financial sector is growing in period on average by 25% per 
annum. More than a third (36%) of the financial sector loans are classified as poverty 
interventions. The multi-themed financial sector lending comprises 62% of the total financial 
sector lending (see Figure 13). Viet Nam receives 40% of the financial sector lending in ADF 
VIII, with 11% going to Kyrgyz Republic and 10% received by Bangladesh and Sri Lanka each. 
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IV. Project Performance 
 
24. ADB’s project performance reporting system enables review of the lending portfolio at 
any stage in the project implementation cycle. As of 30 September 2003, 89% of the total ADF 
lending was satisfactory in terms of its implementation progress and 96% likely to achieve the 
respective development objectives (see Figures 14 and 15). Five percent of the total ADF 
lending with unsatisfactory implementation performance are receiving close supervision 
attention of the project administration both by ADB, with particularly focused support of the 
resident missions, and the DMC; and 1% of the total lending deemed unlikely to achieve their 
development objectives are candidates for redesign and cancellation.   
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Table 2.  Achievement of Development Objectives 
and Implementation Performance of Total Ongoing ADF Loans 

(As of 30 September 2003) 
 

 
 

Total
No. % No. % No. % No. % 

East and Central Asia 0 0.0 39 100.0 0 0.0 0 0.0 39
Mekong Region 3 4.2 68 94.4 1 1.4 0 0.0 72
Pacific Region 0 0.0 21 91.3 1 4.3 1 4.3 23
South Asia Region 4 3.3 113 91.9 5 4.1 1 0.8 123
South East Region 2 9.5 17 81.0 2 9.5 0 0.0 21
  Total 9 3.2 258 92.8 9 3.2 2 0.7 278

Total
No. % No. % No. % No. % 

East and Central Asia 3 7.7 33 84.6 1 2.6 2 5.1 39
Mekong Region 6 8.3 59 81.9 4 5.6 3 4.2 72
Pacific Region 0 0.0 20 87.0 2 8.7 1 4.3 23
South Asia Region 7 5.7 100 81.3 8 6.5 8 6.5 123
South East Region 2 9.5 18 85.7 0 0.0 1 4.8 21
  Total 18 6.5 230 82.7 15 5.4 15 5.4 278

Likely Achievement of Development Objectives

Implementation Performance of Loan Portfolio

Unsatisfactory

Highly Satisfatory Satisfactory Partially Satisfactory Unsatisfactory
Region

Region
Highly Satisfatory Satisfactory Partially Satisfactory
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BORROWERS IN ADF VIII (2001-2004) 
 

 
Classification 

 

 
Country 

  
Group A Afghanistan 
(ADF only) Bhutan 

 Cambodia 
 Kiribati 
 Kyrgyz Republic 
 Lao PDR 
 Maldives 
 Mongolia 
 Nepal 
 Samoa 
 Solomon Islands 
 Tajikistan 
 Tuvalu 
 Vanuatu 
  
  

Group B1 Azerbaijan 
Bangladesh 

(ADF with limited Cook Islands 
access to OCR) Marshall Islands 

 Micronesia, Fed. States of 
 Pakistan 
 Sri Lanka 
 Tonga 
 Viet Nam 
  
  

B2 Indonesia 
(OCR with limited  Papua New Guineaa 

access to ADF  
  
  

Potential New Borrowers Naurub 
Timor-Lestec 
Uzbekistand 

  
  

a In light of deteriorating macroeconomic conditions, Papua New Guinea is under a process for reclassification as a 
possible Group B1. 

b Nauru classified currently as B2 without access to ADF is under process of being classified with a likely designation 
as a Group B1.  

c East Timor under process of being classified with a likely designation as a Group A. 
d  In light of deteriorating macroeconomic conditions, Uzbekistan is under process for reclassification as 
 a possible Group B2. 
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Disbursement Performance by Country Groups 
 

1. This appendix reviews the ADF disbursements covering not only the current ADF VIII 
resources, but all the approved loans drawing from the entire fund. A total principal of $28.8 
billion has been committed to loan projects and programs in 32 countries. A total of $19.3 billion 
has been transferred to the developing countries in terms of disbursements. About $2.9 billion of 
this has been recovered in form of cancellations and savings from completed and closed loans, 
including the non-performing loans and returned to the overall commitment authority. The 
currently ongoing 278 loans, totaling $6.6 billion,1 are under implementation and are disbursing. 
Majority of this total undisbursed stock reflects a normal lag between approval and 
disbursement. Half of the undisbursed loan amount relates to loans approved since 2001; and 
most (95%) to loans approved since 1996 (see Figure 1). The mature loans, approved in 1991-
1996, are generally being disbursed as expected. However, few of such loans have slow 
disbursing but highly valued components. Most of the ongoing loans are undergoing the 
respective process for becoming effective, establishment, procurement and recruitment, and 
commencement of activities, namely delivery of goods and services and the policy inputs, 
including payments for transitional costs. 
 
2. However, ADB is acutely aware of the need to ensure effective use of the ADF 
resources. ADB is closely monitoring implementation of project activities and loan conditions. 
Regional missions are particularly focused on timely disbursement performance and in many 
cases are implementing specific action plans for supporting disbursement. Statistical annex to 
this appendix provides information on total disbursements by country and region and 
disbursements under all ongoing loans by approval year. The current disbursement is helped by 
the increasing use of quick-disbursing sector development program lending, but also slowed 
due the increasing complexity of the activities under the projects and programs that aim to fully 
involve the stakeholders in the design and implementation. 
 

Figure 1. Disbursements of Ongoing ADF Loans by Year 

Year 

Net Loan 
Amount           
(in $ Mn) 

Cumulative 
Disbursement    

(in $ Mn) 
% 

Disbursed 

Undisbursed 
Amount                 
(in $ Mn) 

% 
Undisbursed 

Number of 
Ongoing 

Loans 
       

1991               212.9                    172.2               80.9                 40.8                 19.1  1 
1992                 43.0                      40.0               93.0                   3.0                  7.0  1 
1993               406.2                    343.0               84.4                 63.2                 15.6  7 
1994               102.5                      91.1               88.9                 11.3                 11.1  3 
1995               675.3                    457.6               67.8               217.7                 32.22  13 
1996               661.7                    503.9               76.2               157.8                 23.8  21 
1997            1,171.4                    638.8               54.5               532.6                 45.5  32 
1998               797.1                    394.4               49.5               402.8                 50.5  19 
1999            1,005.0                    321.6               32.0               683.4                 68.0  25 
2000            1,547.2                    320.4               20.7            1,226.8                 79.3  45 
2001            1,494.0                    251.5               16.8            1,242.4                 83.2  45 
2002            1,754.0                    187.8               10.7            1,566.3                 89.3  53 

Total (as of 
Sept 2003)            9,870.5                  3,722.4               37.7            6,148.1                 62.3              265  

1  As of 30 September 2003, includes 2003. 
2  A higher undisbursed percentage in 1995 is due to two sector loans in Pakistan for national drainage, which have 

proven difficult to implement. A portion of the funds have been reallocated for an emergency drought mitigation 
project in Pakistan.   
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1. Disbursement Performance – Group A Countries 

 
3. As of 30 September 2003, total ADF lending to the Group A countries amounted to $6.6 
billion. Of this $4.1 billion has been disbursed and $613 million has been collected in terms of 
cancellations of closed loans. The 118 ongoing loans relate to a net loan amount $2.8 billion 
(Figures 2 and 3) and are under implementation with $1.9 to be disbursed (67%).  

Source: Controller’s Department, ADB. Total ADF gross disbursements to group A countries.  
Cancellations of closed and nonperforming loans and undisbursed loan amount.  

 
• Disbursements3 have performed in accordance with or exceeded forecasted 

expectations in Bhutan (75% disbursed), Kyrgyz Republic (68% disbursed), Maldives 
(62% disbursed), Mongolia (71% disbursed), Nepal (73% disbursed), Tuvalu (69% 
disbursed), Samoa (86% disbursed), and Lao PDR (70% disbursed).  

 
• Disbursement experienced difficulties in Cambodia (57% disbursed) and Kiribati (58% 

disbursed) are due to constraints in absorption capacity, particularly the weak 
institutional and fiscal capacity affecting project implementation.  

 
• Afghanistan has recently received a new loan in June 20034 that nearly doubled the 

committed lending, reducing its disbursement ratio to 38% from 68% in March 2003 of its 
ongoing loans. However, the second tranche disbursement ($50 million) under the 
Postconflict Multisector Program is on track for release in December 2003 and, 
combined with emergency rehabilitation works to get underway in early 2004, should 
result in considerable improvement in Afghanistan's good disbursement performance.  

 

3  Refers to the disbursed amount as a share of the total loan amount approved to the DMC less cancellations and 
savings.  

4  Loan No. 1997-AFG: Emergency Infrastructure Rehabilitation and Reconstruction approved for $150 million in 
March 2003. 
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• Disbursement in Tajikistan (26% disbursed) has only begun to improve in 2002. Delayed 
disbursement has been largely a function of the postponement of two ongoing loans due 
to the temporary suspension of mission travel following the war in Afghanistan in 2001. 
With the expansion of the loan portfolio, the government's in-house expertise is being 
expanded.  

 
• Disbursements were disrupted in Solomon Islands in 2002 due to the repayment arrears. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: ADB database on Loan Financial Information Services (LFIS). Annual gross ADF disbursements. 

 
 

 
2. Disbursement Performance – Group B1 Countries 

 
4. Total ADF lending to the Group B1 countries amounted to $19.1 billion as of 30 
September 2003. Of this $13 billion has been disbursed and $2.0 billion has been cancelled 
from the balances of closed loans. The total of 130 ongoing loans relate to a net loan amount of 
$6.8 billion (Figures 4 and 5), of which $ of $4.2 billion remains to be disbursed (61.5%).  
 
5. Total OCR lending to the Group B1 countries amounts to $6.5 billion. Of this $4.4 billion 
has been disbursed and $469.5 million has been cancelled. The ongoing 26 loans relate to a 
current loan commitment of $1.7 billion. 

 

Figure 3: ADF Disbursements for Group A DMCs, 1968-2002
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Source: Controller’s Department, ADB. Total ADF and OCR gross disbursements to group B1 countries. 
Cancellations of closed and nonperforming loans and undisbursed loan amount.  

 
• ADF disbursements have performed in accordance with or exceeded forecasted 

expectations in Bangladesh (84% disbursed), Cook Islands (92% disbursed), RMI (78% 
disbursed), Pakistan (79% disbursed), Sri Lanka (71% disbursed), and Tonga (89% 
disbursed).  

 
• ADF disbursement in FSM (61% disbursed) has been constrained by absorption 

capacity, particularly due to weak institutional relating to the federal structure of the 
Government and the related fiscal capacity to facilitate projects.  

 
• Nepal (62% disbursed) is taking measures to improve its relatively weak disbursement 

performance of the ongoing loans. The slow disbursement of the ongoing is caused by 
significant share of the portfolio involving social and rural sector community level 
activities that require time-consuming capacity building and nuturing of participation. 
However, the portfolio is experienceing delays due to increasingly due to the uncertain 
security situation and limited administration capacity. While the reform initiatives having 
made positive impact on portfolio performance, the disbursement of the ongoing loans 
remains at 33% of the total ongoing loans. To improve the disbursement performance, 
the Government, ADB, the World Bank, and JBIC are taking joint action to improve 
project design and supverision, procurement and financial administration of the projects, 
and project monitoring, evaluation, operation, and maintenance. This led to a 14 point 
action plan, of which 4 actions remained pending. These are the focus of the Nepal 
Resident Mission and subject of ongoing discussion with the Government. 

 
• ADB operations in Viet Nam (53% disbursed) resumed in 1993, and for several years 

implementation was slow because of weak capacity and lack of familiarity with ADB 
procedures, including the competitive awarding of contracts. The annual disbursement 
ratio, measured as a share of the total undisbursed loan amount, increased to 20.8% in 
2002 from 17% in 2001. Contract awards and disbursements increased to 96% and 92% 
of projections in 2002 from 45% and 85% in 2001. The percentage of projects classified 
as “at risk” declined to 9.4% in 2002 from 17.8% in December 2001, against an ADB 
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average of 16%. However, implementation performance still requires improvement. 
Factors impairing project implementation, including lengthy decision-making processes, 
lengthy procurement and recruitment processes, in adequate project management 
capacity, weak local contracting industry, and resettlement issues are gradually being 
overcome through harmonization and simplification of procedures; closer follow-up 
including delegation of project implementation to the Resident Mission; and capacity 
building and improvement of national environmental and social safeguards. 

 
Disbursement Experience in Viet Nam 

 
Young portfolios–relating to more recent commencement of borrowing–is reflected in lower 
disbursements as a share of loan commitment. For example in Viet Nam, the disbursements constitute 
about half of commitments because the portfolio is relatively young, since operations only resumed in 
1993. Thus, for example, loans approved in 2001, 2002, and up to November 2003 total $611 million, 
equivalent to slightly less than 25% of total commitments. Given that average time from loan approval to 
effectiveness has been 8.6 months during 2001 and 2002, implementation of these loans has only 
recently started. In addition, the early stages of loan implementation are devoted mainly to preparation of 
bids and awarding of contracts, therefore relatively little disbursements take place in the first two years 
since approval. For countries with an older portfolio, the share of new loans with low initial disbursements 
is smaller because many older loans will have been completely disbursed and closed, hence the ratio of 
disbursements to commitments will be higher. Similarly countries that joined or recommenced operations 
more recently have lower disbursement shares of the total commitment.  
 
In light of this, ADB’s disbursements have compared well with those of other development banks in Viet 
Nam.Net resource transfers as a percentage of commitments for the period 1993-December 2003, based 
on a joint portfolio review carried out in June 2003 provide the following information: ADB 53%; KfW52%; 
World Bank 42%; JBIC 37%; and AFD:5 31% 
 
World Bank disbursements have also picked up in the last couple of years mainly because of larger use 
of quick-disbursing operations. ADB’s implementation performance in Viet Nam has steadily improved. 
The disbursement ratio increased from 17% in 2001 to 20.8% in 2002. Contract awards and 
disbursements increased from 45% and 85% of projections in 2001 to 96% and 92% in 2002. The 
percentage of projects classified as “at risk” declined from 17.8% in December 2001 to 9.4% in 2002, 
against an ADB average of 16%. ADB is, however, aware of the need to improve its record further: A 
number of actions which ADB has undertaken, including harmonization of procedures, preparation of 
manuals and training, close portfolio follow-up through monthly and quarterly meetings and annual 
reviews are underway. 
 
 

• OCR disbursements have performed in accordance or exceeded forecasted 
expectations in Pakistan (76% disbursed), and RMI (89% disbursed). Viet Nam’s OCR 
disbursements reflect loans prior to the reopening of the lending program in 1996. OCR 
disbursements in Bangladesh (12% disbursed) and in Sri Lanka (36% disbursed) 
commenced in 1999 and 1997, respectively.  

 
• Loan disbursements in Bangladesh have fluctuated widely during 1990-2002. This has 

been due to an abrupt drop in contract awards during an unfavorable political climate 
that existed in 2001. The relatively low disbursement ratio6 since 2002 can be attributed 
to a recent increase in the total loan amount as a result of newly approved loans in the 
amount of $292 million that became effective during the second half of the year. 

5 Agence Francaise pour Developpement. 
6 Disbursements in a given year as a ratio of total outstanding undisbursed loan amount. 
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Figure 5: ADF and OCR Disbursements for Group B1 DMCs, 
1968-2002
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However, some loans approved in the 1990s, particularly those in the social sectors  are 
implementing grassroots participatory approaches that have proven time-consuming and 
affect the disbursements For example, BAN: Urban Primary Health, although 
disbursements are relatively low, the Project is considered as very successful by the 
donor community in the country.  A contrary example, however, is provided by the 
Sundarbarns Biodiversity Conservation Project that has been suspended due to an 
ambitious design and goveranance issues. The Baglandesh resident mission is closesly 
monitoring the portfolio performance and focused in its daily work on effective use of 
ADF resources.  

 
 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
Source: ADB database on Loan Financial Information Services (LFIS). Annual gross ADF and OCR 
disbursements. 
 
 
3.  Disbursement Performance – Group B2 Countries 

 
6. As of 30 September 2003, total ADF lending to the Group B2 countries–Indonesia and 
Papua New Guinea–amounted to $1.8 billion (Figures 6 and 7). Of this $1.1 billion has been 
disbursed and $125.5 million has been cancelled. Under implementation are 19 ongoing loans 
with a total net loan amount of $636.2 million, of which $518.8 million remains to be disbursed 
(82%).  
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Source: Controller’s Department, ADB. Total ADF and OCR gross disbursements to group B2 countries. 
Cancellations of closed and nonperforming loans and undisbursed loan amount. 

 
• In Papua New Guinea with 84% of ADF and 68% of the OCR loans disbursed as of 30 

September 2003 has demonstrated improved disbursements over time. However, 
disbursements have remained slower than desired because of capacity constraints, 
including both simple administrative limitations and more fundamental inadequacies in 
commitment to reforms.  

 
• In Indonesia with 64% of ADF and 86% of OCR loans disbursed as of 30 September 

2003, is still under-performing in terms of disbursements, but the health of the portfolio is 
comparable with ADB-wide performance. The disbursement ratio of 30% for Indonesia 
exceeds the ADB-wide total (22.2%) in 2002. Of the 51 ongoing projects, 35 had 
satisfactory performance ratings as of end September 2003, reflecting a significant 
improvement since June 2001 when 46% of the projects were considered to be at risk. 
During 2001-2003, 23 less than satisfactorily performing loans were partly or fully 
canceled. However, the Indonesian resident mission is focused on dialogue with the 
government on the need for expediting loan effectiveness, provision of adequate 
counterpart funding, and compliance with program-loan conditions. 
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Source: ADB database on Loan Financial Information Services (LFIS). Annual gross ADF  

      and OCR disbursements. 

Figure 7: ADF and OCR Disbursements for 
Group B2 DMCs, 1968-2002
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Net Loan Amount Cancellations  (in $ Mn) %

South Asia Region 16,856.8               2,249.0           13,120.0      77.8        
Afghanistan 339.5                    47.1                128.8           37.9        
Bangladesh 5,855.7                 792.5              4,902.4        83.7        
Bhutan 105.5                    12.0                78.6             74.5        
Maldives 80.3                      2.1                  49.6             61.8        
Nepal 1,812.7                 318.6              1,316.5        72.6        
Pakistan 5,914.0                 858.4              4,693.5        79.4        
Sri Lanka 2,749.1                 218.3              1,950.7        71.0        

South East Asia Region 2,250.3                 225.4              1,757.5        78.1        
Indonesia 1,287.6                 78.9                828.3           64.3        
Philippines 962.7                    146.4              929.2           96.5        

Mekong Region 4,186.5                 138.4              2,437.1        58.2        
Cambodia 665.0                    17.0                377.8           56.8        
Lao PDR 1,077.1                 26.9                752.3           69.8        
Viet Nam 2,444.4                 94.6                1,307.0        53.5        

Pacific Region 818.4                    80.9                679.2           83.0        
Cook Islands 25.1                      1.5                  23.0             91.8        
Kiribati 13.8                      1.4                  8.0               57.8        
Marshall Islands 69.7                      3.9                  54.5             78.1        
Micronesia, Fed. States of 55.8                      1.1                  33.9             60.8        
Papua New Guinea 369.6                    46.6                310.1           83.9        
Samoa 111.9                    2.8                  96.4             86.2        
Solomon Islands 65.4                      18.3                54.1             82.6        
Tonga 52.1                      2.8                  46.2             88.6        
Tuvalu 6.0                        -                 4.1               68.7        
Vanuatu 49.0                      2.5                  49.0             100.0      

Central and East Asia Region 1,342.5                 7.3                  863.5           64.3        
Azerbaijan -                        -                 -               
Kazakhstan 55.7                      0.9                  50.5             90.8        
Kyrgyz Republic 525.0                    3.7                  357.7           68.1        
Mongolia 550.9                    2.7                  392.0           71.2        
Tajikistan 191.6                    0.0                  48.9             25.5        
Uzbekistan 19.3                      -                 14.4             74.3        

Total 25,454.6               2,701.0           18,857.3      74.1        

Source: Controller's Department, ADB.

Lending (in $ Mn) Disbursements Country and Region

Statistical Annex 1
Total ADF Commitments and Disbursements 

(As of 30 September 2003)
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Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn) % Disbursed

Undisbursed 
Amount                 
(in $ Mn) % Undisbursed

Group A: 2,806.7            926.6                  33.0                    1,880.0               67.0                   

Afghanistan 311.6               100.9                  32.4                    210.7                  67.6                   
Bhutan 43.0                 16.2                    37.5                    26.9                    62.5                   
Cambodia 478.7               191.4                  40.0                    287.2                  60.0                   
Kiribati 10.1                 4.2                      42.0                    5.8                      58.0                   
Kyrgyz Republic 277.1               109.8                  39.6                    167.3                  60.4                   
Lao PDR 483.8               159.0                  32.9                    324.8                  67.1                   
Maldives 46.2                 15.5                    33.5                    30.7                    66.5                   
Mongolia 213.8               54.9                    25.7                    158.9                  74.3                   
Nepal 742.5               246.2                  33.2                    496.2                  66.8                   
Samoa 17.9                 2.4                      13.6                    15.5                    86.4                   
Solomon Islands 12.1                 0.8                      6.5                      11.4                    93.5                   
Tajikistan 167.9               25.2                    15.0                    142.8                  85.0                   
Tuvalu 2.0                   0.1                      6.4                      1.9                      93.6                   
Vanuatu -                   -                      -                      -                      -                    

Group B1: 6,753.1            2,598.3               38.5                    4,154.8               61.5                   
Azerbaijan -                   -                      -                      -                      -                    
Bangladesh 1,564.8            611.5                  39.1                    953.4                  60.9                   
Cook Islands 2.4                   0.4                      14.8                    2.0                      85.2                   
Marshall Islands 32.4                 17.1                    52.8                    15.3                    47.2                   
Micronesia, Fed. States of 32.9                 11.1                    33.6                    21.9                    66.4                   
Pakistan 2,082.9            862.4                  41.4                    1,220.5               58.6                   
Sri Lanka 1,214.3            415.9                  34.3                    798.4                  65.7                   
Tonga 10.9                 5.0                      45.7                    5.9                      54.3                   
Viet Nam 1,812.3            674.9                  37.2                    1,137.4               62.8                   

Group B2: 636.2               117.4                  18.5                    518.8                  81.5                   
Indonesia 565.7               106.5                  18.8                    459.3                  81.2                   
Papua New Guinea 70.5                 10.9                    15.5                    59.5                    84.5                   

Group C: 143.5               99.9                    69.6                    43.6                    30.4                   
Kazakhstan 18.9                 13.8                    72.9                    5.1                      27.1                   
Philippines 105.2               71.7                    68.1                    33.5                    31.9                   
Uzbekistan 19.3                 14.4                    74.3                    5.0                      25.7                   

TOTAL 10,339.4          3,742.2               36.2                    6,597.2               63.8                   

Statistical Annex 2
Commitments and Disbursements of Ongoing Loans by DMC Groups (As of 30 September 2003)

DMC Group
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Region Project Name

Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn)

Undisbursed 
Amount                 
(in $ Mn)

% 
Undisbursed

South Asia Region 6,005.4       2,268.6            3,736.8          62.2               

Afghanistan 311.6          100.9               210.7             67.6               

2002 154.3          100.9               53.4               34.6               
Postconflict Multisector Program 154.3          100.9               53.4               34.6               

2003 157.3          -                   157.3             100.0             
Emergency Infrastructure Rehabilitation and Reconstruction 157.3          -                   157.3             100.0             

Bangladesh 1,564.8       611.5               953.4             60.9               

1993 93.1            79.7                 13.4               14.4               
Third Natural Gas Development 93.1            79.7                 13.4               14.4               

1995 84.9            82.8                 2.1                 2.5                 
Secondary Towns Infrastructure Development Project II 57.2            56.0                 1.3                 2.2                 
Command Area Development 27.7            26.8                 0.8                 3.0                 

1996 157.7          92.0                 65.7               41.7               
Forestry Sector 57.7            15.9                 41.9               72.5               
Ninth Power 99.9            76.1                 23.8               23.8               

1997 206.0          163.3               42.7               20.7               
Urban Primary Health Care 30.7            15.0                 15.6               50.9               
Jamuna Bridge Railway Link 106.3          102.8               3.4                 3.2                 
Third Rural Infrastructure Development 69.1            45.4                 23.6               34.2               

1998 78.9            24.5                 54.4               69.0               
Rural Livelihood 44.5            16.4                 28.2               63.2               
Sundarbans Biodiversity Conservation 34.4            8.1                   26.3               76.5               

1999 252.9          90.5                 162.4             64.2               
Secondary Education Sector 61.2            27.4                 33.8               55.3               
Southwest Road Network Development 115.8          42.3                 73.5               63.5               
Dhaka Power Systems Upgrade 76.0            20.8                 55.2               72.6               

2000 221.3          62.3                 159.0             71.9               
Chittagong Hill Tracts Rural Development 33.2            0.7                   32.5               97.8               
Northwest Crop Diversification 50.9            1.7                   49.2               96.6               
Road Maintenance and Improvement 79.0            11.6                 67.4               85.3               
Southwest Flood Damage Rehabilitation 58.2            48.3                 9.9                 17.1               

2001 178.5          14.8                 163.7             91.7               
Second Small-Scale Water Resources Development Sector 38.2            3.5                   34.6               90.7               
Post-Literacy and Continuing Education 72.5            2.5                   70.0               96.5               
West Zone Power System Development 67.8            8.7                   59.1               87.2               

2002 291.6          1.7                   289.9             99.4               
Road Network Improvement and Maintenance 70.0            -                   70.0               100.0             
Jamuna-Meghna River Erosion Mitigation 45.7            1.7                   44.0               96.2               
Dhaka Clean Fuel 45.9            -                   45.9               100.0             
Urban Governance and Infrastructure Improvement (Sector) 65.0            -                   65.0               100.0             
Rural Infrastructure Improvement 65.0            -                   65.0               100.0             

Statistical Annex 3
Commitments and Disbursements of Ongoing Loans (As of 30 September 2003)

Country / 
Approval Year
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Region Project Name

Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn)

Undisbursed 
Amount                 
(in $ Mn)

% 
Undisbursed

Bhutan 43.0            16.2                 26.9               62.5               

1998 5.8              3.4                   2.4                 41.6               
Urban Infrastructure Improvement 5.8              3.4                   2.4                 41.6               

1999 9.4              8.4                   1.0                 10.5               
Sustainable Rural Electrification 9.4              8.4                   1.0                 10.5               

2000 10.2            2.8                   7.5                 73.0               
Road Improvement 10.2            2.8                   7.5                 73.0               

2001 7.9              1.5                   6.3                 80.5               
Basic Skills Development 7.9              1.5                   6.3                 80.5               

2003 9.7              -                   9.7                 100.0             
Rural Electrification and Network Expansion 9.7              -                   9.7                 100.0             

Maldives 46.2            15.5                 30.7               66.5               

1997 6.6              6.2                   0.4                 6.2                 
Third Power System Development 6.6              6.2                   0.4                 6.2                 

1998 6.5              2.9                   3.6                 56.0               
Postsecondary Education Development 6.5              2.9                   3.6                 56.0               

1999 7.9              5.9                   2.0                 25.7               
Regional Development 7.9              5.9                   2.0                 25.7               

2001 19.8            0.5                   19.2               97.3               
Information Technology Development 10.7            0.2                   10.6               98.4               
Outer Islands Electrification (Sector) 9.0              0.4                   8.7                 96.0               

2002 5.4              -                   5.4                 100.0             
Strengthening of the Public Accounting System 5.4              -                   5.4                 100.0             

Nepal 742.5          246.2               496.2             66.8               

1994 9.5              6.2                   3.3                 34.9               
Irrigation Management Transfer 9.5              6.2                   3.3                 34.9               

1996 209.6          192.3               17.3               8.2                 
Second Irrigation Sector 22.8            22.6                 0.2                 1.0                 
Rural Infrastructure Development 11.3            8.7                   2.6                 22.7               
Second Tourism Development 14.6            10.6                 4.0                 27.2               
Kali Gandaki "A" Hydroelectric Power 148.4          140.4               7.9                 5.3                 
Third Livestock Development 12.6            10.0                 2.6                 20.6               

1998 51.2            5.8                   45.3               88.6               
Community Groundwater Irrigation Sector 31.2            2.3                   28.8               92.5               
Rural Microfinance 20.0            3.5                   16.5               82.6               

1999 51.8            0.1                   51.7               99.9               
Rural Electrification, Distribution and Transmission 51.8            0.1                   51.7               99.9               

2000 191.1          7.2                   184.0             96.3               
Small Towns Water Supply and Sanitation Sector 38.0            1.8                   36.2               95.4               
Crop Diversification 12.0            1.7                   10.3               85.9               
Corporate and Financial Governance 8.1              0.6                   7.6                 93.0               
Melamchi Water Supply 133.0          3.1                   129.9             97.6               

2001 104.9          14.4                 90.5               86.2               
Teacher Education 21.9            1.6                   20.3               92.9               
Governance Reform Program 32.1            11.9                 20.1               62.8               
Road Network Development 51.0            1.0                   50.0               98.1               

2002 64.9            0.5                   64.4               99.2               
Secondary Education Support 32.4            0.5                   31.9               98.5               
Urban and Environmental Improvement 32.5            -                   32.5               100.0             

Statistical Annex 3
Commitments and Disbursements of Ongoing Loans (As of 30 September 2003)

Country / 
Approval Year
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Region Project Name

Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn)

Undisbursed 
Amount                 
(in $ Mn)

% 
Undisbursed

Nepal
2003 59.5            19.7                 39.8               66.8               

Public Sector Management Program 34.8            19.7                 15.1               43.4               
Community-Based Water Supply and Sanitation Sector 24.7            -                   24.7               100.0             

Pakistan 2,082.9       862.4               1,220.5          58.6               

1991 212.9          172.2               40.8               19.1               
Chashma Right Bank Irrigation (Stage III) 212.9          172.2               40.8               19.1               

1992 43.0            40.0                 3.0                 7.0                 
Health Care Development 43.0            40.0                 3.0                 7.0                 

1993 228.1          183.6               44.6               19.5               
Urban Water Supply and Sanitation 54.9            46.7                 8.2                 14.9               
Middle School 49.0            34.7                 14.3               29.3               
Pehur High-Level Canal 124.2          102.2               22.0               17.7               

1994 41.4            35.7                 5.7                 13.7               
KESC Sixth Power (Sector) 41.4            35.7                 5.7                 13.7               

1995 361.2          176.0               185.2             51.3               
Technical Education 47.6            30.9                 16.7               35.1               
Rural Access Roads 119.6          119.6               -                 -                 
Forestry Sector 21.5            4.4                   17.2               79.6               
National Drainage (Sector)-1 61.7            7.3                   54.4               88.2               
National Drainage (Sector)-2 110.8          13.8                 96.9               87.5               

1996 78.3            49.4                 28.9               36.9               
Second Girls Primary School Sector 42.4            32.1                 10.3               24.3               
Bahawalpur Rural Development 35.9            17.3                 18.6               51.8               

1997 182.2          20.9                 161.2             88.5               
Dera Ghazi Khan Rural Development 36.9            4.8                   32.1               87.1               
Second Science Education Sector 40.7            14.9                 25.7               63.3               
Second Flood Protection (Sector) 104.6          1.2                   103.4             98.8               

1999 91.5            13.7                 77.8               85.0               
Women's Health 47.6            11.2                 36.4               76.6               
Malakand Rural Development 43.9            2.6                   41.3               94.1               

2000 149.8          23.6                 126.2             84.3               
North-West Frontier Province Area Development Phase II 57.2            0.5                   56.8               99.2               
Microfinance Sector Development Program - Project Loan-1 73.5            19.7                 53.7               73.1               
Microfinance Sector Development Program - Project Loan-2 13.5            3.3                   10.2               75.2               
Capacity Enhancement in the Energy Sector 5.6              -                   5.6                 100.0             

2001 397.2          114.9               282.3             71.1               
North-West Frontier Province Urban Development Sector 23.1            0.2                   22.9               99.1               
Agriculture Sector Program II 133.4          51.8                 81.7               61.2               
Agriculture Sector Program II (TA Loan) 2.2              -                   2.2                 100.0             
Road Sector Development Program (Sector) 84.8            -                   84.8               100.0             
Access to Justice Program 90.7            62.7                 28.0               30.8               
Institutional Development for Access to Justice 22.4            0.3                   22.1               98.8               
Reproductive Health 40.7            -                   40.7               100.0             

2002 297.2          32.3                 264.9             89.1               
Decentralized Elementary Education (Sindh) 80.7            -                   80.7               100.0             
Sindh Rural Development 54.2            -                   54.2               100.0             
Decentralization Support Program 69.3            30.3                 39.0               56.3               
Local Government Performance Enhancement (TA Loan) 24.8            -                   24.8               100.0             
Gender and Governance Mainstreaming (TA Loan) 7.6              -                   7.6                 100.0             
Punjab Community Water Supply and Sanitation Sector 54.2            2.0                   52.2               96.3               
Strengthening Pension, Insurance and Savings Systems 3.2              -                   3.2                 100.0             
Strengthening Regulation, Enforcement, and Governance of 
Nonbank Financial Markets 3.2              -                   3.2                 100.0             

Statistical Annex 3
Commitments and Disbursements of Ongoing Loans (As of 30 September 2003)

Country / 
Approval Year
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Region Project Name

Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn)

Undisbursed 
Amount                 
(in $ Mn)

% 
Undisbursed

Sri Lanka 1,214.3       415.9               798.4             65.7               

1994 51.6            49.2                 2.3                 4.5                 
Third Road Improvement 51.6            49.2                 2.3                 4.5                 

1995 55.2            52.6                 2.6                 4.7                 
Plantation Reform-1 37.3            37.3                 -                 -                 
Plantation Reform-2 17.9            15.3                 2.6                 14.6               

1996 18.6            15.0                 3.5                 19.0               
North Central Province Rural Development 18.6            15.0                 3.5                 19.0               

1997 162.6          87.1                 75.5               46.4               
Science and Technology Personnel Development 19.8            14.2                 5.6                 28.1               
Upper Watershed Management 17.0            6.5                   10.5               61.6               
Second Perennial Crops Development 20.2            12.4                 7.8                 38.6               
Southern Provincial Roads Improvement 29.3            25.9                 3.4                 11.7               
Third Water Supply and Sanitation (Sector) 76.3            28.0                 48.2               63.2               

1998 187.2          83.2                 104.0             55.6               
Urban Development and Low Income Housing 71.6            44.3                 27.4               38.2               
Tea Development 35.7            19.8                 15.9               44.5               
Road Network Improvement 79.8            19.1                 60.7               76.1               

1999 152.1          29.1                 123.1             80.9               
Skills Development 19.4            3.6                   15.8               81.5               
Southern Transport Development 92.2            13.5                 78.7               85.3               
Coastal Resource Management 40.5            11.9                 28.6               70.6               

2000 206.9          69.3                 137.5             66.5               
Forest Resources Management Sector 29.1            4.9                   24.2               83.2               
Secondary Education Modernization 53.8            11.3                 42.5               79.0               
Water Resources Management 21.3            1.3                   19.9               93.8               
Protected Area Management and Wildlife Conservation 12.8            0.6                   12.2               95.3               
Private Sector Development Program (Subprogram I) 89.9            51.2                 38.7               43.0               

2001 94.8            26.9                 67.8               71.6               
Colombo Port Efficiency and Expansion 11.2            0.8                   10.5               93.2               
North East Community Restoration and Development 28.0            3.1                   24.9               89.0               
Southern Province Rural Economic Advancement 27.7            1.4                   26.3               95.0               
Small and Medium Enterprise Sector Development Program 
(Program Loan) 21.1            21.1                 -                 -                 
Small and Medium Enterprise Sector Development Program 
(Investment Loan for the Business Services Support Facility) 6.7              0.6                   6.1                 91.0               

2002 173.0          3.5                   169.5             98.0               
Aquatic Resource Development and Quality Improvement 14.8            0.3                   14.5               98.0               
Plantation Development-1 4.2              -                   4.2                 100.0             
Plantation Development-2 17.3            -                   17.3               100.0             
Power Sector Development Program (Project Loan) 75.6            -                   75.6               100.0             
Road Sector Development 61.0            3.2                   57.8               94.8               

2003 112.5          -                   112.5             100.0             
Secondary Towns and Rural Community-Based Water Supply and 
Sanitation 65.3            -                   65.3               100.0             
Distance Education Modernization 47.2            -                   47.2               100.0             
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Region Project Name

Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn)

Undisbursed 
Amount                 
(in $ Mn)

% 
Undisbursed

South East Asia Region 670.9          178.1               492.8             73.4               

Indonesia 565.7          106.5               459.3             81.2               

1993 18.0            16.8                 1.2                 6.7                 
Sustainable Agriculture Development in Irian Jaya 18.0            16.8                 1.2                 6.7                 

1995 26.5            23.5                 2.9                 11.1               
Sulawesi Rainfed Agriculture Development 26.5            23.5                 2.9                 11.1               

1996 56.4            30.2                 26.2               46.5               
North Java Flood Control Sector 34.2            27.2                 7.0                 20.3               
Segara Anakan Conservation and Development 22.2            3.0                   19.3               86.7               

1997 30.5            11.8                 18.7               61.3               
Coastal Community Development and Fisheries Resource 
Management 15.4            4.7                   10.7               69.7               
Second Junior Secondary Education 15.1            7.2                   8.0                 52.7               

2000 182.2          15.4                 166.8             91.6               
Community Empowerment for Rural Development 55.3            2.5                   52.8               95.4               
Marine and Coastal Resources Management 55.2            4.6                   50.6               91.6               
Decentralized Health Services 71.7            8.2                   63.5               88.5               

2001 110.5          8.7                   101.8             92.1               
Decentralized Basic Education 110.5          8.7                   101.8             92.1               

2002 141.6          -                   141.6             100.0             
Poor Farmers' Income Improvement through Innovation 60.2            -                   60.2               100.0             
Coral Reef Rehabilitation and Management Phase II 35.8            -                   35.8               100.0             
Sustainable Capacity Building for Decentralization 45.7            -                   45.7               100.0             

Philippines 105.2          71.7                 33.5               31.9               

1995 34.0            26.4                 7.6                 22.4               
Second Irrigation Systems Improvement 12.2            11.1                 1.1                 9.4                 
Integrated Community Health 21.8            15.3                 6.5                 29.7               

1996 46.9            34.6                 12.4               26.4               
Cordillera Highland Agricultural Resource Management 7.8              6.3                   1.5                 19.1               
Rural Microenterprise Finance 17.9            17.6                 0.3                 1.9                 
Rural Water Supply and Sanitation Sector 17.5            8.1                   9.3                 53.4               
Bukidnon Integrated Area Development 3.8              2.6                   1.2                 32.0               

1997 15.3            5.4                   9.9                 64.5               
Fisheries Resource Management 15.3            5.4                   9.9                 64.5               

1998 9.0              5.3                   3.7                 40.7               
Early Childhood Development 9.0              5.3                   3.7                 40.7               

Mekong Region 2,774.8       1,025.3            1,749.4          63.0               

Cambodia 478.7          191.4               287.2             60.0               

1995 21.9            21.9                 -                 -                 
Rural Infrastructure Improvement 21.9            21.9                 -                 -                 

1996 31.9            30.4                 1.5                 4.9                 
Phnom Penh Water Supply and Drainage 18.1            16.7                 1.4                 7.5                 
Siem Reap Airport 13.9            13.7                 0.2                 1.4                 

1998 39.0            22.2                 16.8               43.2               
GMS: Phnom Penh to Ho Chi Minh City Highway (Cambodia) 39.0            22.2                 16.8               43.2               

1999 87.8            50.7                 37.2               42.3               
Primary Roads Restoration 67.4            45.6                 21.9               32.4               
Provincial Towns Improvement 20.4            5.1                   15.3               74.9               
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Region Project Name

Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn)

Undisbursed 
Amount                 
(in $ Mn)

% 
Undisbursed

Mekong Region

Cambodia

2000 100.6          46.6                 54.0               53.7               
Rural Credit and Savings 5.2              1.4                   3.8                 72.9               
Stung Chinit Irrigation and Rural Infrastructure 17.1            4.0                   13.0               76.4               
Provincial Power Supply 20.5            1.0                   19.5               95.3               
Emergency Flood Rehabilitation-1 32.4            16.5                 15.9               49.0               
Emergency Flood Rehabilitation-2 7.3              6.4                   0.8                 11.5               
Emergency Flood Rehabilitation-3 6.4              6.0                   0.4                 5.6                 
Emergency Flood Rehabilitation-4 10.9            10.5                 0.4                 3.5                 
Emergency Flood Rehabilitation-5 1.0              0.8                   0.2                 19.5               

2001 71.3            17.7                 53.6               75.1               
Northwestern Rural Development 30.2            3.1                   27.1               89.7               
Education Sector Development Program (Program) 21.1            9.9                   11.2               53.0               
Education Sector Development Program (Project) 19.9            4.7                   15.2               76.4               

2002 126.2          2.0                   124.2             98.4               
Tonle Sap Environmental Management 11.8            -                   11.8               100.0             
Health Sector Support 21.7            1.0                   20.7               95.4               
GMS: Cambodia Road Improvement 54.2            -                   54.2               100.0             
Financial Sector Program (Subprogram II) 10.8            -                   10.8               100.0             
Commune Council Development 10.8            1.0                   9.8                 91.0               
GMS: Mekong Tourism Development (Cambodia) 16.9            -                   16.9               100.0             

Lao PDR 483.8          159.0               324.8             67.1               

1993 10.8            10.0                 0.7                 6.8                 
Industrial Tree Plantation 10.8            10.0                 0.7                 6.8                 

1996 13.6            12.1                 1.5                 10.9               
Community-Managed Irrigation Sector 13.6            12.1                 1.5                 10.9               

1997 100.6          86.6                 14.0               13.9               
Secondary Towns Urban Development 26.2            21.9                 4.3                 16.3               
Xieng Khouang Road Improvement 45.3            38.3                 7.1                 15.6               
Power Transmission and Distribution 29.0            26.4                 2.6                 9.0                 

1998 20.9            4.8                   16.1               76.9               
Basic Education (Girls) 20.9            4.8                   16.1               76.9               

1999 58.2            20.2                 38.0               65.3               
Shifting Cultivation Stabilization 5.6              3.4                   2.2                 39.4               
Water Supply and Sanitation 20.6            4.0                   16.5               80.4               
GMS: East-West Corridor (Lao PDR) 32.1            12.8                 19.3               60.1               

2000 65.2            12.1                 53.1               81.5               
Primary Health Care Expansion 21.2            3.5                   17.7               83.7               
Decentralized Irrigation Development and Management Sector 16.9            2.6                   14.3               84.4               
Rural Access Roads 27.1            6.0                   21.1               77.9               

2001 72.6            7.3                   65.3               90.0               
Vientiane Urban Infrastructure and Services 28.5            1.9                   26.5               93.3               
Second Education Quality Improvement 22.5            0.5                   22.0               97.7               
Environment and Social Program 21.6            4.9                   16.8               77.6               

2002 93.8            5.8                   88.0               93.8               
Nam Ngum River Basin Development Sector 16.2            -                   16.2               100.0             
Banking Sector Reform (TA Loan) 4.3              0.2                   4.1                 95.1               
Banking Sector Reform Program 16.0            5.2                   10.8               67.6               
Smallholder Development 13.0            0.2                   12.8               98.5               
GMS: Mekong Tourism Development (Lao PDR) 11.8            0.3                   11.5               97.9               
GMS: Northern Economic Corridor 32.5            -                   32.5               100.0             
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Region Project Name

Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn)

Undisbursed 
Amount                 
(in $ Mn)

% 
Undisbursed

Lao PDR

2003 48.1            -                   48.1               100.0             
Small Towns Development Sector 17.3            -                   17.3               100.0             
Northern Area Rural Power Distribution 30.7            -                   30.7               100.0             

Viet Nam 1,812.3       674.9               1,137.4          62.8               

1993 56.2            52.9                 3.3                 5.9                 
Ho Chi Minh City Water Supply and Sanitation Rehabilitation 56.2            52.9                 3.3                 5.9                 

1995 91.6            74.5                 17.1               18.7               
Provincial Towns Water Supply and Sanitation 56.1            52.5                 3.6                 6.4                 
Fisheries Infrastructure Improvement 35.5            22.0                 13.5               38.1               

1996 39.1            38.8                 0.3                 0.7                 
Population and Family Health 39.1            38.8                 0.3                 0.7                 

1997 339.9          179.9               159.9             47.1               
Second Provincial Towns Water Supply and Sanitation 64.9            35.2                 29.7               45.8               
Forestry Sector 22.7            3.7                   19.0               83.5               
Lower Secondary Education Development 47.9            29.5                 18.5               38.5               
Rural Infrastructure Sector 104.3          68.5                 35.8               34.3               
Central and Southern Viet Nam Power Distribution 100.0          43.1                 57.0               57.0               

1998 328.0          185.1               142.9             43.6               
Third Road Improvement-1 117.2          74.7                 42.6               36.3               
Third Road Improvement-2 60.8            55.3                 5.5                 9.1                 
Vocational and Technical Education 54.3            7.3                   47.1               86.6               
GMS: Phnom Penh to Ho Chi Minh City Highway (Viet Nam) 95.6            47.8                 47.8               50.0               

1999 181.1          66.9                 114.2             63.1               
Ho Chi Minh City Environmental Improvement 72.7            3.3                   69.5               95.5               
Teacher Training 25.7            2.9                   22.8               88.6               
GMS: East-West Corridor (Viet Nam) 25.7            3.7                   22.0               85.6               
State-Owned Enterprise Reform and Corporate Governance 
Program 57.0            57.0                 -                 -                 

2000 205.6          47.0                 158.6             77.1               
Rural Health 74.7            1.2                   73.5               98.4               
Tea and Fruit Development-1 37.1            12.0                 25.1               67.7               
Tea and Fruit Development-2 6.5              1.6                   4.9                 75.2               
Rural Enterprise Finance-1 32.1            26.0                 6.1                 18.9               
Rural Enterprise Finance-2 5.2              0.2                   5.0                 96.4               
Rural Enterprise Finance-3 49.9            6.0                   43.9               88.0               

2001 272.1          8.7                   263.3             96.8               
Second Red River Basin Sector 77.3            5.0                   72.3               93.5               
Third Provincial Towns Water Supply and Sanitation 67.1            0.6                   66.5               99.1               
Central Region Livelihood Improvement-1 5.7              -                   5.7                 100.0             
Central Region Livelihood Improvement-2 43.0            -                   43.0               100.0             
Provincial Roads Improvement Sector 79.0            3.1                   75.9               96.1               

2002 250.6          21.1                 229.5             91.6               
Second Financial Sector Program (Subprogram I) 53.6            21.1                 32.5               60.6               
GMS: Mekong Tourism Development (Viet Nam) 9.2              -                   9.2                 100.0             
Agriculture Sector Development Program (Policy Reform) 64.2            -                   64.2               100.0             
Agriculture Sector Development Program (Investment Loan) 32.1            -                   32.1               100.0             
Upper Secondary Education Development 59.5            -                   59.5               100.0             
Housing Finance 32.1            -                   32.1               100.0             

2003 48.1            -                   48.1               100.0             
Support Implementation of the Public Administration Reform 
Master Program- Phase I 48.1            -                   48.1               100.0             
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Region Project Name

Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn)

Undisbursed 
Amount                 
(in $ Mn)

% 
Undisbursed

Pacific Region 191.2          52.0                 139.1             72.8               

Cook Islands 2.4              0.4                   2.0                 85.2               

2001 2.4              0.4                   2.0                 85.2               
Waste Management 2.4              0.4                   2.0                 85.2               

Kiribati 10.1            4.2                   5.8                 58.0               

1998 10.1            4.2                   5.8                 58.0               
Sanitation, Public Health, and Environment Improvement 10.1            4.2                   5.8                 58.0               

Marshall Islands 32.4            17.1                 15.3               47.2               

1999 9.0              8.7                   0.3                 3.4                 
Ebeye Health and Infrastructure Project 9.0              8.7                   0.3                 3.4                 

2000 7.4              2.3                   5.2                 69.5               
Skills Training and Vocational Education 7.4              2.3                   5.2                 69.5               

2001 8.4              6.2                   2.2                 26.5               
Fiscal and Financial Management Program 8.4              6.2                   2.2                 26.5               

2002 7.6              -                   7.6                 100.0             
Outer Island Transport Infrastructure 7.6              -                   7.6                 100.0             

Micronesia, Fed. States of 32.9            11.1                 21.9               66.4               

1996 9.6              9.1                   0.4                 4.6                 
Water Supply and Sanitation 9.6              9.1                   0.4                 4.6                 

2000 8.9              -                   8.9                 100.0             
Basic Social Services 8.9              -                   8.9                 100.0             

2001 14.5            2.0                   12.6               86.5               
Private Sector Development Program (Program Loan) 5.5              1.9                   3.7                 66.7               
Private Sector Development Program (Project Loan) 9.0              0.1                   8.9                 98.7               

Papua New Guinea 70.5            10.9                 59.5               84.5               

1997 9.7              5.8                   3.8                 39.5               
Health Sector Investment Project 9.7              5.8                   3.8                 39.5               

1999 20.5            3.7                   16.9               82.1               
Employment-Oriented Skills Development 20.5            3.7                   16.9               82.1               

2000 27.6            0.9                   26.7               96.6               
Microfinance and Employment 10.4            0.9                   9.5                 91.1               
Provincial Towns Water Supply and Sanitation 17.1            -                   17.1               100.0             

2001 6.6              0.5                   6.1                 92.4               
Nucleus Agro-Enterprises 6.6              0.5                   6.1                 92.4               

2002 6.1              -                   6.1                 100.0             
Coastal Fisheries Management and Development 6.1              -                   6.1                 100.0             

Samoa 17.9            2.4                   15.5               86.4               

2000 11.2            2.4                   8.7                 78.2               
Education Sector 7.4              1.9                   5.5                 74.6               
Small Business Development 3.8              0.6                   3.3                 85.2               

2001 6.7              -                   6.7                 100.0             
Power Sector Improvement 6.7              -                   6.7                 100.0             
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Region Project Name

Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn)

Undisbursed 
Amount                 
(in $ Mn)

% 
Undisbursed

Solomon Islands 12.1            0.8                   11.4               93.5               

1998 1.0              0.8                   0.2                 23.9               
Public Sector Reform Program- TA Loan for Privatization of State-
Owned Enterprises 1.0              0.8                   0.2                 23.9               

2000 11.1            -                   11.1               100.0             
Post-Conflict Emergency Rehabilitation 11.1            -                   11.1               100.0             

Tonga 10.9            5.0                   5.9                 54.3               

2002 10.9            5.0                   5.9                 54.3               
Economic and Public Sector Reform Program 10.9            5.0                   5.9                 54.3               

Tuvalu 2.0              0.1                   1.9                 93.6               

2002 2.0              0.1                   1.9                 93.6               
Maritime Training 2.0              0.1                   1.9                 93.6               

Central and East Asia Region 697.1          218.0               479.1             68.7               

Kazakhstan 18.9            13.8                 5.1                 27.1               

1997 18.9            13.8                 5.1                 27.1               
Basic Education 9.5              9.5                   -                 -                 
Water Resources Management and Land Improvement 9.5              4.3                   5.1                 54.3               

Kyrgyz Republic 277.1          109.8               167.3             60.4               

1997 27.8            17.5                 10.4               37.3               
Rural Financial Institutions 10.0            5.3                   4.8                 47.6               
Capacity Building in Corporate Governance and Insolvency 
Procedures 3.9              3.2                   0.7                 18.7               
Education Sector Development Project 13.9            9.0                   4.9                 35.1               

1998 59.5            52.2                 7.3                 12.3               
Second Road Rehabilitation 49.6            46.1                 3.5                 7.0                 
Social Services Delivery and Finance 9.9              6.0                   3.9                 39.0               

1999 37.1            4.5                   32.6               87.8               
Agriculture Area Development 37.1            4.5                   32.6               87.8               

2000 43.9            10.2                 33.6               76.6               
Community-Based Infrastructure Services Sector 38.4            10.1                 28.3               73.7               

Almaty-Bishkek Regional Road Rehabilitation (Kyrgyz Component) 5.5              0.1                   5.3                 97.4               

2001 82.4            17.8                 64.5               78.4               
Third Road Rehabilitation 45.4            0.5                   44.9               98.9               
Second Phase of the Corporate Governance and Enterprise 
Reform Program 36.9            17.3                 19.6               53.0               

2002 15.7            7.6                   8.1                 51.6               
Regional Trade Facilitation and Customs Cooperation Program 
(Kyrgyz) 15.7            7.6                   8.1                 51.6               

2003 10.8            -                   10.8               100.0             
Community-Based Early Childhood Development 10.8            -                   10.8               100.0             
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Region Project Name

Net Loan 
Amount           
(in $ Mn)

Cumulative 
Disbursement    

(in $ Mn)

Undisbursed 
Amount                 
(in $ Mn)

% 
Undisbursed

Mongolia 213.8          54.9                 158.9             74.3               

1997 52.1            26.0                 26.1               50.1               
Ulaanbaatar Heat Efficiency 40.6            15.2                 25.4               62.5               
Health Sector Development Project 11.5            10.8                 0.7                 6.1                 

1999 25.5            8.3                   17.2               67.3               
Second Roads Development 25.5            8.3                   17.2               67.3               

2000 44.1            13.9                 30.3               68.6               
Cadastral Survey and Land Registration 10.2            1.0                   9.3                 90.6               
Second Financial Sector Reform Program 15.7            4.8                   10.9               69.3               
Agriculture Sector Development Program - Program Loan 7.3              3.4                   3.9                 53.4               
Agriculture Sector Development Program - Project Loan-1 4.8              2.3                   2.5                 51.8               
Agriculture Sector Development Program - Project Loan-2 6.1              2.4                   3.7                 61.1               

2001 39.9            5.5                   34.4               86.2               
Social Security Sector Development Program (Project) 4.5              0.6                   3.9                 86.6               
Social Security Sector Development Program (Program) 8.8              2.0                   6.8                 77.5               
Housing Finance (Sector)-1 10.9            1.6                   9.3                 85.6               
Housing Finance (Sector)-2 5.9              0.8                   5.1                 86.2               
Rural Finance 9.8              0.5                   9.2                 94.5               

2002 37.6            1.2                   36.4               96.9               
Integrated Development of Basic Urban Services in Provincial 
Towns 22.2            0.5                   21.6               97.6               
Second Education Development 15.4            0.6                   14.8               95.9               

2003 14.6            -                   14.6               100.0             
Second Health Sector Development 14.6            -                   14.6               100.0             

Tajikistan 167.9          25.2                 142.8             85.0               

1999 20.2            11.0                 9.1                 45.3               
Social Sector Rehabilitation 20.2            11.0                 9.1                 45.3               

2000 60.1            4.5                   55.6               92.5               
Power Rehabilitation 37.9            1.0                   36.9               97.3               
Road Rehabilitation 22.2            3.5                   18.7               84.2               

2001 3.7              3.6                   0.1                 2.0                 
Emergency Restoration of Yavan Water Conveyance System 3.7              3.6                   0.1                 2.0                 

2002 75.6            6.0                   69.5               92.0               
Emergency Baipaza Landslide Stabilization 5.7              1.0                   4.7                 82.4               
Regional Trade Facilitation and Customs Cooperation Program 
(Tajikistan) 10.4            5.0                   5.4                 51.6               
Regional Power Transmission Modernization (Tajik Component) 21.6            -                   21.6               100.0             
Agriculture Rehabilitation 37.9            -                   37.9               100.0             

2003 8.4              -                   8.4                 100.0             
Microfinance Systems Development Program (Program Loan) 4.2              -                   4.2                 100.0             
Microfinance Systems Development Program (Project Loan)-1 1.4              -                   1.4                 100.0             
Microfinance Systems Development Program (Project Loan)-2 2.7              -                   2.7                 100.0             
Microfinance Systems Development Program (Project Loan)-3 0.1              -                   0.1                 100.0             

Uzbekistan 19.3            14.4                 5.0                 25.7               

1997 19.3            14.4                 5.0                 25.7               
Basic Education Textbook Development 19.3            14.4                 5.0                 25.7               

TOTAL 10,339.4     3,742.2            6,597.2          63.8               
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Absorptive Capacity in the Region 
 

1. This appendix provides information on the current absorptive capacity of the DMCs. The 
absorptive capacity is being reviewed annually country by country in preparation of the CSPs 
and CSPUs. Evaluation of absorptive capacity is complex and involves various factors, including 
the characteristics of the donors’ programs. DMCs capacity to effectively implement aid, 
however, can be adversely affected by delayed or partial delivery of the development inputs, 
including goods, services, and policy outcomes. Good governance, sound macroeconomic 
management, effective public administration create absorptive capacity––together with 
improvement in financial position helped by effective fiscal management, increased loan 
repayment capacity, growth, and growth in exports. Stakeholder ownership enhanced by 
awareness and education of the end users, particularly the poor, also enhance sustainable 
absorption of the development outputs and help to realize the full benefits of development 
assistance.  
 
2. ADB’s technical assistance caters toward these complex but critical processes. To 
achieve the today’s levels of absorptive capacity, technical assistance has been instrumental: 
knowledge products and services, technology transfer programs, policy support, including 
exposure to regional and global development processes have been indispensable in achieving 
the current levels of growth and competitiveness. In particular, technical assistance has been 
effective in the following:  
 

• supporting preparation and implementation of investments that realize their 
economic returns;  

• design and execution of macroeconomic and public policy adjustment opening 
financing possibilities and enable growth;  

• developing sector policy reforms and cost-recovery policies making services more 
affordable and expanding their coverage,  

• establishing operating, maintenance systems, monitoring and control systems that 
have led to lower life-cycle costs of service systems and assets,  

• fostering crucial transfer of technology enhancing skills, providing exposures to 
alternative operational modalities, and  

• supporting change processes operationalizing reforms improving competitiveness.  
 

 1. South Asia Region-Afghanistan, Bangladesh, Bhutan, Maldives, Nepal,  
  Pakistan, and Sri Lanka 
 
3. In the South Asia region aid absorption reflects the constraining impact the war in 
Afghanistan, the still relatively limited debt repayment capacity and Pakistan and in Nepal to a 
lesser extent. However, enhanced capacity is evident in Sri Lanka with the civil conflict 
subsiding. Maldives demonstrates success with development impacts yielding capacity 
improvements and macroeconomic progress that makes it eligible for a graduation from LDC 
status possibly in the near future. Bhutan’s sustainable debt level reflects increased absorption 
capacity and improved aid effectiveness. Against this backdrop, aid absorption can be improved 
among South Asian ADF borrowers with increasing prudence in fiscal management and 
implementation of more effective macroeconomic policies.  
 

• In Afghanistan, the limited absorptive capacity and corresponding need for capacity 
building, policy and institutional reforms emerged as immediate requirement in the 
reconstruction. ADB’s support has led to a demonstrated improvement in capacity to 
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effectively use the government’s funds and establishment of fiduciary controls that 
are prerequisites for implementing donors’ support. In addition, to quickly rebuild 
capacity, external consultant services have carried out the immediate procurement, 
financial management, and audit functions on an interim basis under ADB’s 
programs. These services are simultaneously developing the administration’s 
capacity to assume responsibility for these functions and are improving the 
absorptive capacity of assistance by the Afghan authorities and society. However, in 
almost all sectors in Afghanistan, significant institutional gaps are compounded by 
the need to improve disbursement rates. This requires acceleration of the ongoing 
projects, further building capacity, as well as expansion of international security 
forces across the country to enable effective deliver of aid outside of the capital. 

 
• In Bangladesh, absorption capacity has not been saturated. ADF and OCR 

borrowing at the proposed levels will have no major impact on Bangladesh’s debt 
service capacity. To the contrary, the development partners have concluded that that 
an increased level of support is critical to sustain the ongoing reforms that are 
improving efficiency, sustaining growth, including export growth that is crucial to debt 
servicing capacity. The needed structural and sector reform call for further support to 
enhance institutional capacity to ensure effective and efficient use of external 
resources.  

 
• Nepal’s outstanding debt and the debt service burden is characterized by low interest 

rates and long grace periods for repayments. Much of the absorptive capacity relates 
to the risks relating to the civil conflict.  

 
• Pakistan’s debt absorption capacity has improved since 2001, as a result of a debt 

management strategy that led to a decline in debt-to-GDP ratio from 102% in 2002 to 
91% in 2003. With the improved balance of payments, the debt service capacity has 
been enhanced. However, effective use of external aid remains a concern, 
particularly with the overall contract award ratio below ADB-wide average. In the 
social sector, the recipient of a bulk of ADF proceeds, devolution of service delivery 
to local governments offers new opportunities in terms of ownership, adoption to 
local needs, transparency, and community involvement. While the capacities among 
these agencies need to be strengthened, the local governments would be able to 
make better and more efficient use of available resources and able to expedite 
implementation service delivery. 

 
2.  Mekong Region – Cambodia, Lao PDR, and Viet Nam 

 
4. Cambodia’s absorptive capacity has substantially improved over the last ten years. 
There is however, a continued reliance on foreign and domestic consultants for most aid-funded 
activities. There is an need to further develop local level capacity. Like its neighbors, Cambodia 
has been negotiating the partial write-off and rescheduling of its old Russian and USA debts. 
Cambodia’s current debt levels are sustainable and repayment is not an issue. Counterpart 
funds have been provided on time. Lao PDR is officially a highly indebted poor country. 
However, the recent agreement with Russia to write-off part of its old debt, and reschedule the 
remainder, should alter this position significantly, and reduce its debt to sustainable levels. To 
some extent, absorptive capacity is constraint by fiscal pressures.  However, the Government 
recently increased counterpart funding to more than 20% of Government expenditures. The 
capacity of local level Government still needs further improvement for the effective use of 
external assistance. Viet Nam’s absorptive capacity has not been saturated and further 
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assistance beyond the currently available resources can be delivered effectively, and be 
absorbed. Viet Nam’s debt servicing capacity is prudently managed and the Government is able 
to prioritize development initiatives and provide the needed counterpart funds. More pertinent to 
Viet Nam is the need to accompany project implementation with the needed sector reforms, and 
to expand the central and provincial agencies’ capacity to effectively implement external aid. 
 
5. All three Government are improving government competencies, notably with ADB’s 
assistance to support public administration reform and upgrading of regulations, financial 
management, and human resources. ADB’s resident missions are concentrating on portfolio 
performance and mitigating weaknesses in the administrative systems by mentoring and 
regularly monitoring of portfolio management. In the case of Viet Nam, ADB is supporting critical 
change processes that further improve aid absorption, notably harmonizing procedures among 
donors. In Cambodia, ADB is harmonizing its procedures with the World Bank, while the new 
CSP is being formulated in close cooperation with the World Bank and DfID.  
 

3.  South East Asia Region– Indonesia  
 
6. While concerns have emerged regarding a slow implementation progress of some of the 
current loans, the Indonesia’s ambitious decentralization initiatives and the large financing 
needs stemming from the exit from the IMF Program require increased resources. The political 
transition and ongoing process of decentralization present significant challenges to Indonesia’s 
absorptive capacity. To ensure better project implementation results, more resources are 
required to support the ongoing decentralization reforms.  Besides strengthening the capacity of 
the central Government, which is being refocused through countrywide policy formulation, 
efforts are required to strengthen local governments and their financing to facilitate better 
planning and project implementation. These measures, along with the ongoing measures to 
formulate a sound on-lending arrangement from the central to local governments, will help 
enhance absorptive capacity in near term.   
 
7. As the capacity of the central Government is strengthened in countrywide policy 
formulation and local governments are building capacity in planning and project implementation, 
including resolving issues related to onlending from the central government, the absorptive 
capacity will building improve over in near term. ADB’s technical support is indispensable in 
developing this capacity. Of the 37 technical assistance programs approved since 2001, nearly 
half support public administration, devolution processes, auditing and monitoring, and fiscal and 
macroeconomic management  
 

4.  Central Asia Region – Azerbaijan, Kyrgyz Republic, Mongolia, and 
 Tajikistan 

 
8. Weak institutions, particularly the central agencies, limit the absorptive capacity in the 
Central Asian DMCs. While capacity is improving slowly in line with economic growth, the 
continuing inefficient use of aid is feared to lead to a reduction in aid that in turn would erode the 
achieved improvement in competency. In Tajikistan, administrative capacity is of concern as 
most of the civil servants have traditionally been Russians, and are leaving the country due to 
political instability. Weak institutional capacity stems also from limited experience with 
multilateral procedures are constraining implementation and therefore aid absorption. This is 
evidenced in limited capacity in public investment planning and has resulted in inadequate 
counterpart funding. In response to the high levels of debt in Azerbaijan and Kyrgyz, ADB is 
keeping ADF assistance at appropriate reduced low levels. 
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9. ADB supports improvements in the absorptive capacity improvement both through 
programs that induce broad-based growth and through technical assistance that improve 
management of public finances and capacity building developing greater skills in project 
management and ability of the end-users to capture the benefits. 
 

5. Pacific Region – Cook Islands, FSM, Kiribati, RMI, PNG, Samoa, Solomon 
Islands, Tonga, Tuvalu and Vanuatu 

 
10. The largely resource-poor Pacific countries rely heavily on external assistance. 
However, in many Pacific DMCs, political instability is causing deterioration in the administrative 
capacity and reducing resources otherwise available for implementation of development 
projects. Policy and strategic directions tend to change frequently together with the changes in 
the ministerial incumbents. Absorption capacity is curtailed also due to the limited role the 
private sector plays in these economies and when challenged, the Pacific countries tend to opt 
for interventionist policies. Aid effectiveness is hampered by the limited institutional capacities: 
while qualified administrators exist, they are often in short supply in the government service. 
Also typically, financial resources and political support are lacking, leading to a lack of 
prioritization and extended external assistance portfolios. Most Pacific DMCs experience severe 
fiscal constraints that pose controls on total volume of assistance.  
 
11. All Pacific DMCs, however, place high value of external aid in meeting the considerable 
needs, particularly of the poor. ADB has proven a valuable partner for the Pacific DMC in 
provision of relentless advisory services. In light of scarce human resources, absorption 
capacity is enhanced through mechanisms in the project design, including international and 
local consulting services. Responding to the public management needs in Solomon Islands, 
Papua New Guinea, and Vanuatu, ADB’s programs are shaped by their governance content. In 
the very resource-limited conditions in Kiribati, Marshall Islands, and the Federated States of 
Micronesia, ADB’s support spearheads participation of the poor in the decision-making and in 
building capacity. In the more advanced countries, in Samoa and Cook Islands, ADB focuses on 
divestiture of the state from service provision and improvement of quality in services. 
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Country Dossiers 
 
I. Introduction 
 
1. The Country Dossiers are prepared for the ADF borrowing developing member countries 
(DMCs) based on the approved Country Strategy and Programs (CSPs). These incorporate an 
evaluation of the multiple dimensions affecting the stage of development of the DMCs and their 
prospects of achieving the Millennium Development Goals (MDGs). The development cycle of 
ADB commences with the poverty assessment and examination of the macroeconomic, 
governance, gender, private sector, and environmental conditions in the DMCs as well as the 
sector needs. These are synthesized in the CSPs and endorsed by ADB’s Board of Directors. 
All lending and technical assistance programs support the ADB’s strategic framework in the 
CSPs and are featured in these documents. ADB reviews and monitors CSP on continuing 
basis and under its reorganized structure is focused on country performance. CSPs are 
increasingly incorporating measurable development targets for the strategy, the program, and 
the sectors and the specific interventions. A separate paper describes ADB’s incorporation of 
management by results into its corporate processes.  
 
2. Demand identified under these established strategic planning process has led to a 
determination of a volume of assistance required for optimal delivery of the strategy. Demand 
for ADF IX is reviewed throughout the implementation period and particularly in the context of 
the processes carried out for the annual preparation of the CSPs and CSP Updates. Thus, the 
demand profiles reflect the current conditions and are revised to respond to the dynamic 
developments in the DMCs. Notwithstanding the total resources available and the annual 
country-specific allocations determined based on the relative performance of the DMCs by the 
performance allocation system, the following strategic priorities are identified for the use of ADF 
IX by subregion. The country dossiers are subsequently given in an alphabetical order. These 
are intended to communicate to the ADF donors the distinctive development conditions of each 
borrower, their respective specific needs for development services, and the responding uses of 
ADF IX. 
 
II. Strategic Framework for Use of ADF IX in the South Asia Region 
 
3. Use of ADF IX resources in the South Asia Region implements ADB’s poverty reduction 
strategy. The accent is on development conditions for broad-based, pro-poor growth––and 
working with the civil society, local communities, the private sector, and other development 
partners, to build capacity and enhance social and gender development. The focus is on social 
cohesion and enhancing universal access to basic social services, including greater 
empowerment of women. Regional programs promote improvement of subregional 
infrastructure to particularly support the land-locked DMCs and to reduce the pockets of poverty 
that are acutely deficient in economic infrastructure. These programs include development of 
transport connectivity and expanding power transmission to support the rapid growth of inter-
regional and intra-regional trade, investment, and movement of people and production of 
regional goods by improving environmental management, human resource development, and 
deepening regional and subregional cooperation networks. 
 
III. Strategic Framework for Use of ADF IX in the Mekong Region 
 
4. ADF IX will support poverty reduction, through programs that generate employment and 
economic opportunities and improve access to services. ADF IX responds to the constraints to 
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exit from poverty: access to opportunities, markets and jobs, weaknesses in governance, and 
empowerment of the poor, particularly of women. ADF IX regional cooperation focuses on 
connectivity, competitiveness, and community, and include reinforcing and promoting the 
creation and completion of regional networks for transportation, power distribution, 
communications, trade, and commerce; and network effects of establishing standards, sharing 
knowledge and building capacity. 
 
IV. Strategic Framework for Use of ADF IX in the Central Asia Region 

 
5. In the Central Asian Region, the economic challenges relate to creation of an enabling 
environment for income-generating opportunities, improving quality and equity in access to 
health and education, rural infrastructure improvements that improve agricultural productivity 
and lead to employment generation, social protection reforms to serve the vulnerable more 
effectively, and better conditions for disadvantaged persons, including refugees and internally 
displaced persons. ADF IX resources will be used to reduce poverty and to support sustaining 
economic growth will be through programs that promote private sector, with a focus on creating 
conducive environment for domestic investment in the rural sector, where significant 
employment can be generated. Increasing agricultural productivity requires infrastructure 
investment, structural and institutional change, and incentives for productively increase. 
Reducing transaction costs is crucial for stimulating the domestic market and encouraging 
enterprises that can compete on price and quality with imported goods. 
 
V. Strategic Framework for Use of ADF IX in the Southeast Asia Region––Indonesia 
 
6. Strategic theme for the use of ADF IX resources in Indonesia is poverty reduction, 
human development, good governance, sustainable management of environmental and natural 
resources, and economic growth. ADF IX resources will used to promote (i) sound 
macroeconomic management and financial sector reforms to support economic stability; (ii) 
reduction in inflation and price stability, particularly the price of basic food commodities; and (iii) 
reduction in the large number of people just above the poverty line needing social protection 
and jobs. ADB will increase effectiveness of its program by sharpening its geographic focus, 
supporting decentralization and identifying local development partners that prioritize good 
governance and poverty reduction as primary outcomes. 
 
VI. Strategic Framework for Use of ADF IX in the Pacific Region 
 
7. The key development challenges facing the Pacific are (i) increasing productivity, (ii) 
reducing transaction costs, and (iii) prudent management of the environment and natural 
resources. Transport and other transaction costs are high due to the small size, remoteness, 
and geographical fragmentation and dispersion of the PDMCs. These explain the high cost 
structure in these economies, which adversely affects the level of consumption. ADF IX will 
support (i) improvement in public sector management to ensure that public services be 
delivered more efficiently to the areas with the greatest needs and (ii) enhancement of the 
business environment through more effective regulations to enable private businesses continue 
the economic growth of recent years with key themes to build and strengthen knowledge and 
institutional capacity in the areas of public expenditure and investment, private sector 
development, transport and communications, and environment and natural resources. 
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AFGHANISTAN 
(Group A) 

 
A. The Development Challenge 
 
Economic Conditions: Afghanistan is emerging from a quarter-century of invasion, civil war, and 
disruption. The population of 21.8 million includes returned refugees, nomads, and internally displaced 
people (IDPs). As much as 85% of the work force of about 8.7 million is employed in agriculture with only 
9.2% of the land area arable. The estimated GDP is $4.05 billion and per capita GDP $186 (2002). 
Building on a greatly deteriorated economic base at the cessation of conflict, economic growth was 
estimated by the IMF in September 2003 to be 28.4% year-on-year ending March 2003––a turnaround 
that resulted from good rainfall, donor-supported emergency assistance and rehabilitation work, 
construction and urban services induced by the international community’s spending, and private sector 
activities encouraged by structural reforms undertaken via the ADB-supported Postconflict Multisector 
Program Loan (PMPL).1 A similar GDP gain of 20% is expected for 2003/2004, again partly resulting from 
donor-driven reconstruction activities. The 2003 cereal crop was the highest ever recorded at 5.37 million 
tons, a 50% increase over 2002.2 The Government’s reform program, especially in agriculture, will be the 
major driving force for growth over medium term. Despite very difficult circumstances and immense 
challenges, the Government has made commendable progress to put in place sound economic policies, 
and is clearly committed to the maintenance of fiscal discipline and achievement of low inflation. 
 
Attainment of MDGs:  Given the complete lack of even rudimentary statistics, it is clear that meeting most 
of the MDGs will almost certainly prove an insuperable challenge. Although the Government is committed 
to pursuing a path of broad based and participatory growth strategy with a strong commitment to reducing 
poverty, a great deal depends on the maintenance of peace and security, the fostering of political and 
social stability, and the continuation of high rates of economic growth. If these can be maintained, at least 
MDGs 1 and 2, the halving of the numbers living in extreme poverty and hunger, may be achievable. 
There is, however, a further concern of resource availability. Considering donors finance the entire 
development budget, the country’s ability to achieve the MDGs by 2015 is inextricably linked with the 
availability of adequate and timely external assistance to support the country’s social and economic 
recovery and reconstruction. 
 
State of Poverty: While reliable statistics on poverty in Afghanistan are not available, the picture is grim.3 
Using the oft-cited standard of $1 per day consumption, the incidence of poverty is estimated at 60%–
80%. According to a preliminary estimate by ADB, about 53% of the population lives below the poverty 
line of $102 per capita in 2002 prices.4 Vulnerable groups include small farmers, landless laborers, 
sharecroppers, debtors and IDPs (1.1 million); returned refugees (2.1 million); ex-combatants (1 million); 
war widows and orphans, the abandoned, and the disabled (800,000, including 200,000 mine victims5). 
Average life expectancy is about 44 years. About 70% of the population is malnourished. Nearly two 
thirds of adults are illiterate. Net primary school enrollment is 33%. More than 70% of schools need 
repairs, as do most of the country’s primary roads. Only 23% of Afghans have access to safe water, 12% 
to adequate sanitation, and 6 percent to electricity. 
 
Root Causes of Poverty: While no systematic studies are available, poverty is assumed to be associated 
with the economic devastation and collapse of employment opportunities resulting from the long war, and 

1  The Postconflict Multisector Program—the first loan to Afghanistan by an international financial institution since 
lending was suspended in 1979 -- was approved for $150 million on 4 December 2002.  PMPL laid the foundations 
for key policy and institutional reforms in the financial, transport and energy sectors, in line with the operational 
thrusts of ADB’s Afghanistan program as well as private sector development needs and constraints. 

2  Food and Agriculture Organization /World Food Program (WFP). Crop and Food Supply Assessment Mission to 
Afghanistan, August 2002. 

3  No full-blown poverty assessment has been carried out. Preparation of a poverty partnership agreement will be 
synchronized with that of a full country strategy and program scheduled for 2005. ADB will be providing a technical 
assistance grant to support statistical capacity building and poverty assessment. 

4  Sufficient to meet the minimum 2,100-calorie-a-day energy requirement plus 30% for nonfood expenditure. 
5  ADB, UNDP, and World Bank. January 2002. 
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to agroecological factors including resource degradation, land ownership and tenure status, livestock 
ownership, drought, access to water and other farm inputs, displaced persons, gender, ethnicity, head of 
household status, and physical disability. 
 
B. Resource Mobilization–Cooperation with Development Partners 
 
Domestic Savings: The 2003 National Development Budget comprised an ordinary budget of $550 million 
and a development budget of $1.7 billion. Revenue collection for 2002 exceeded targets by 20%; targeted 
collections for 2003 of $200 million should be achieved. The remainder of the recurrent budget ($350 
million) and the entire development budget should be financed by external assistance. The authorities 
have shown a strong commitment to maintain fiscal discipline. The budget decree explicitly prohibits the 
government from taking recourse to central bank financing. In addition, the budget imposes ceilings on 
the number of civil service employees. The authorities are committed to establishing firm monetary 
control, achieving price stability, and restoring confidence in the national currency. To achieve monetary 
control, a new currency to was introduced in September 2002 to replace at least three local currencies 
(Afghanis) then circulating. To ensure transparency and accountability of donor funds, the Government is 
working with donors to implement responsible fiscal policies, including improved capacity for budgetary 
management, revenue collection, customs reform, and effective control measures for expenditures, 
accounting and auditing. 

Resource Mobilization:  At the first meeting of the Afghanistan Reconstruction Steering Group (SG) (co-
chaired by Japan, Union States, Saudi Arabia and the European Union) in November 2002, the ADB, 
UNDP and World Bank were requested to prepare a preliminary needs assessment (PNA) for 
Afghanistan’s recovery and reconstruction. The PNA was finalized at ADB and presented at the 
International Conference on Reconstruction Assistance to Afghanistan in Tokyo in January 2002. 
According to the PNA, $14.5 billion in assistance would be needed over ten years to support 
Afghanistan’s economic and social recovery, excluding humanitarian assistance, with requirements for 
the first year estimated at $1.7 billion and, for the first 2.5 years, $4.9 billion. The PNA was well received 
by donors, who made pledges totaling $1.8 billion for the first year, and $4.5 billion for the first 2.5 years. 
Actual disbursements of assistance were slow to get started. 
At a ministerial-level meeting of the Afghanistan Development Forum in September 2003, the Finance 
Minister informed donors that over the past two years it has been possible to better assess the scale of 
Afghanistan’s recovery and reconstruction needs, and it is clear that the PNA did not capture the full scale 
of the country’s requirements. Reconstruction costs were underestimated because of rising costs caused 
by insecurity, lack of detail at the time on the extent of devastation of physical and human capital, and 
new needs for enhanced strategies to overcome growing narco-mafia networks. In this context the 
Finance Minister called for new pledges of $30 billion over the next five years––three times the amount 
estimated at the Tokyo Conference in January 2002––which would translate into a per capita investment 
of $225 a year. This figure is based on the average provided to other post conflict countries recently. In 
this regard, the Finance Minister called for the preparation of a credible and detailed needs assessment 
to be prepared with the assistance of the ADB, UNDP and World Bank in advance of a new major 
pledging conference in January 2004. 
 
Donor Coordination: Since the earliest post-Taliban days, Afghanistan’s aid partners have pursued an 
effective coordination strategy to harness international assistance to rebuild and develop the country. 
Several early donor-established groups providing advocacy support, policy guidance and a coordination 
umbrella among funding agencies gave way in March 2003 to a Consultative Group (CG) chaired by the 
Government. In addition, the Government announced that the national budget would remain the central 
instrument for policy and institutional reform and for mobilizing and coordinating domestic and external 
resources. It also established local level donor-government focal groups covering 12 sectors, chaired by 
the concerned government ministry, with one or two donors designated as focal points. Donors have 
expressed confidence in the CG process as an effective means to improve budget preparation and donor 
coordination. 
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ADB’s Partnerships: ADB consults extensively with relevant partner institutions and agencies in 
processing its assistance. ADB has worked closely with the Government and with bilateral and multilateral 
donors on assessments of Afghanistan’s transport, education, natural resources and agriculture, and 
environment sectors. The design of the PMPL and the subsequent Emergency Infrastructure 
Rehabilitation and Reconstruction Project (EIRRP) took into account the activities of the World Bank, 
UNDP, IMF, European Commission, and bilateral assistance programs. ADB’s Special Liaison Office in 
Kabul was upgraded to a Resident Mission in November 2002 and is coordinating ADB assistance to 
Afghanistan as it gradually assumes responsibility for programming and project implementation. 
Considerable efforts are being made to mobilize cofinancing for ADB operations in Afghanistan. 
Cofinancing partners so far include the Japan Fund for Poverty Reduction ($42 million for education and 
health pilot projects, community development, and road rehabilitation), Kuwait Fund for Arab Economic 
Development ($15 million for improvement of the Kandahar-Spin Boldak road), the Danish Cooperation 
Fund for Renewable Energy and Energy Efficiency ($450,000 for environment technical assistance), and 
the Australian Agency for International Development ($136,000 for capacity building activities at MOF and 
the Afghanistan Assistance Coordination Authority). 
 
C. Performance-Based Allocation to Afghanistan 
 
Because Afghanistan is a postconflict developing member country, lending levels are determined under 
the exceptional circumstances provisions of the performance-based allocation policy. Actual assistance 
levels also depend on the country’s absorptive capacity and debt sustainability. 
 
D. Strategic Objectives and Use of ADF VIII 
 
Since September 2001, ADB has assumed a key role in the international community’s efforts to plan for 
and assist in Afghanistan’s reconstruction, drawing on its experience in providing postconflict assistance 
in Cambodia, East Timor, and Tajikistan. At the Tokyo Conference, ADB pledged $500 million in 
concessional loans and grants by June 2004. ADB assigned this assistance the highest priority. By 
September 2003, ADB had approved the delivery of $325 million in ADF loans and grant technical 
assistance, fulfilling two-thirds of its pledge. The objective of ADB’s strategy and operations in 
Afghanistan is to assist the Government in the reconstruction and rehabilitation of the country, to ensure a 
seamless transition from humanitarian to reconstruction and development assistance. The accent is on 
broad-based, pro-poor growth, which is also key to securing peace and stability. Based on ADB’s lead 
role in preparing Afghanistan’s preliminary and comprehensive needs assessments, the Government 
requested ADB to focus its loan and TA operations on three sectors: (i) natural resource management 
(agriculture, irrigation, and environment), (ii) transport (roads and civil aviation), and (iii) energy (power, 
gas and petroleum). In addition, ADB is providing technical assistance for the financial sector. ADB works 
with Afghan civil society, local communities, the private sector and other development partners. 
 
Disbursement Performance: Afghanistan has recently received a new loan in June 20036 that nearly 
doubled the committed lending, reducing its disbursement ratio to 38% from 68% in March 2003. 
However, the second tranche disbursement ($50 million) under the Postconflict Multisector Program is on 
track for release in December 2003 and, combined with emergency rehabilitation works to get underway 
in early 2004, should result in considerable improvement in Afghanistan's good disbursement 
performance.  
 
 
 
 
 
 
 
 

6  Loan No. 1997-AFG: Emergency Infrastructure Rehabilitation and Reconstruction approved for $150 million in 
March 2003. 
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Absorptive Capacity: Each phase of postconflict recovery and development in Afghanistan will require 
substantial external financing. The international community has been generous since the Afghanistan 
Interim Administration assumed in December 2001. Much of the aid in the initial phase was directed 
towards relief and more limited amounts towards reconstruction, reflecting Afghanistan’s considerable 
humanitarian needs and limited absorptive capacity and need for capacity building and major policy and 
institutional reforms. Demonstrated capacity to ensure the effective utilization and control over 
government funds and strong fiduciary assurances are prerequisites for realizing increased pledges of 
donor support. To quickly rebuild capacity, the Government engaged qualified firms at an early stage to 
carry out government procurement, financial management, and audit functions on an interim basis. These 
firms are developing the administration’s capacity to assume responsibility for these functions and 
improving absorptive capacity of assistance by the Afghan authorities. In almost all sectors in 
Afghanistan, there is a significant gap between the financial requirements and commitments from the 
donors, compounded by the need for improved disbursement rates. Donors have supported the need for 
acceleration in implementation of ongoing projects and the emergence of results that would make a 
visible difference in the quality of life for Afghans. Donors have commented, however, that there is a need 
to urgently invest in building the capacity of the civil service and public administration in a much more 
focused way, across almost all sectors. Donors have also called for the urgent expansion of international 
security forces across the country, adding that many countries are unlikely to commit more funds unless 
the worsening security situation there improves. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

 
Governance: 
• Loan 1954: Postconflict 

Multisector Program 
 
• TA 3874-AFG: Capacity 

Building for Reconstruction 
and Development 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Objectives: The Program supports policy and institutional reforms to improve 
governance and strengthen the financial, transport, and energy sectors, and 
promote economic recovery and growth within the framework of a market 
economy. The TA Cluster consists of 19 components and is helping to 
strengthen the ability of various government ministries and departments to 
formulate policies and plans and implement projects in a range of sectors. 
  
Progress: The PMPL was approved on 4 December 2002. On 6 December 
2002, ADB disbursed the first tranche of $100 million to the Government. The 
second tranche of $50 million is scheduled on track for release in December 
2003.  While its institutional and policy reforms have only recently been set in 
place, the fact that the Government complied with the first tranche conditions 
in a timely and effective manner underscores its ownership of the program. 
Policy dialogue to date suggests the Government is committed to adopting 
required policy and institutional reforms. 
 
In terms of infrastructure development, the Program will support the 
adjustment costs of reform to: (i) improve the national road network, (ii) 
improve road maintenance, (iii) promote subregional cooperation and foreign 
private investment in electricity and natural gas development; and (iv) increase 
production and distribution of natural gas and electricity.  
 
In terms of governance and financial sector development, the Program will: (i) 
improve the efficiency and effectiveness of the public sector; (ii) improve 
resource mobilization from domestic and foreign sources for rehabilitation and 
reconstruction; (iii) improve macroeconomic management and establish a 
payments system; and (iv) develop, diversify, and deepen the financial sector.  
 
TA 3874 is supporting long- and short-term advisors in key reconstruction 
ministries.  Equipment, computers, and vehicles delivered under the grant 
program have improved the operational capacity of the Government. Training 
of government staff is also being provided. 
 
Risks: Government commitment to the reform process could weaken as 
political will is tested in the months leading up to elections in June 2004, 
compounded by limited understanding of the importance of synchronization 
and appropriate phasing of reforms. 
 
Actions for Improvement: Review missions were completed in March and 
October 2003. The program is on track for disbursement of the 2nd tranche 
according to schedule, by December 2003. Continued monitoring will be 
required given plans for program lending operations by ADB and other donors. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

 
Human Development:  
• JFPR 9019-AFG: 

Community-Based Gender-
Sensitive Basic Education 
for the Poor Project 

 
• JFPR 9030-AFG:  Primary 

Health Care Partnership for 
the Poor Project 

 
• TA 3875-AFG: Disaster 

Preparedness and 
Management Capacity 
Building 

 
 
 

 
Objectives: JFPR 9019 is helping to rebuild Afghanistan’s education system 
through the construction of new facilities and the provision of necessary 
equipment and materials. Training is also being provided for teachers and 
school administrators. JFPR 9030 allows the Ministry of Health to contract 
nongovernment organizations to develop community organizations to 
construct, upgrade, and maintain small health centers, water supply facilities, 
and toilets, as well as community-managed health centers. The TA 3875-AFG 
is helping to build capacity in the Office of Disaster Preparedness. 
 
Progress: JFPR pilot projects are just getting underway. TA 3875 has carried 
out an assessment of the institutional environment, technical capacity and 
supported the training and equipment needs of the Office of Disaster 
Preparedness.  A basic risk-management training course and a high-level 
awareness and skills development tour were organized for senior officials. 
Additional training courses and observation tours course are planned to help 
extend awareness to the provinces. 
 
Risks: The overall political and security situation remains volatile. It is yet to be 
seen how much the situation will affect project implementation, particularly in 
rural areas. ADB will continue to closely monitor and coordinate with local and 
central authorities and UN to ensure adequate protection. 
 
Actions for Improvement: Close coordination with implementing agencies is 
required particularly on security-related matters. 
 

Private Sector Development: 
• JFPR 9024-AFG: Road 

Employment Project for 
Settlement and Integration 
of Returning Refugees and 
Displaced Persons 

 
• TA 4088-AFG: Energy 

Sector Review and Gas 
Development Master Plan 

 

Objective: JFPR 9024 (supported by the Japan Fund for Poverty Reduction 
and the Kuwait Fund for Arab Economic Development) is rehabilitating the 
105-kilometer Kandahar to Spin Boldak road, one of the country’s major trade 
and transport links with its neighbors. The project’s social components include 
training to develop skills in road construction, supporting education for children 
and adults, and providing basic health services and microcredit for returning 
refugees and displaced persons, including demobilized combatants. TA 4088 
will undertake a review of the energy sector and will prepare a comprehensive 
gas subsector development master plan that will guide and promote the 
energy supply based on identification of promising potential resources; attract 
private capital by removing impediments in government policies and 
strategies; improve sector efficiency through institutional strengthening; and 
prepare a gas development master plan. 
 
Progress: Substantial completion should be achieved by December 2003. 
 
Risks: The overall political and security situation remains volatile. ADB will 
continue to closely monitor and coordinate with local and central authorities 
and UN to ensure adequate protection. Mounting security concerns in the 
project area and procurement delays have slowed project implementation. 
 
Actions for Improvement: Security services are being engaged to facilitate 
project implementation. Procurement procedures are being streamlined. 
 

 
Pro-Poor Growth: 
• Loan 1997: Emergency 

Infrastructure Rehabilitation 
and Reconstruction Project 

 

 
Objective: The Project is rehabilitating and reconstructing 447 kilometers of 
the primary national road network from Pule Khumri to Mazar-i-Sharif, 
Sheberghan, and Andkhoy, including a link to Uzbekistan. It is also repairing 
or rebuilding power transmission lines in the northern provinces and the power 
distribution system in Kabul, as well as damaged gas production, 
transmission, and distribution facilities in Sheberghan, including a natural gas 
pipeline to Mazar-i-Sharif. The Project maximizes utilization of local labor and 
will generate 580,000 person-days of employment during construction. The 
road, power and gas components will benefit about 9 million people in seven 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

provinces, where 45% of the inhabitants live below $0.25 per day. 
 
Progress:  Approved on 3 June 2003.  Civil works will get underway in early-
2004. 
 
Risks: The overall political and security situation remains volatile. ADB will 
continue to closely monitor and coordinate with local and central authorities 
and UN to ensure adequate protection. Undue delays in implementation of key 
activities may be experienced due to weak implementation capacity. Project 
consultants as well as consultants working under capacity building TAs will 
assist the EA and IAs in implementation. Energy sector utilities may be unable 
to make gas and power production, transmission and distribution financially 
and economically viable. An appropriate mechanism is proposed for improving 
capacity, cost recovery and maintenance. Inadequate counterpart resources. 
ADB will work closely with the EA and IAs to ensure adequate allocation of 
resources. Road deterioration due to lack of maintenance and overloading. 
ADB will encourage the Government to make appropriate budgetary resources 
from PMPL. 
 
Actions for Improvement: Close coordination with implementing agencies is 
required particularly on security matters. 
 

 
 
E. Strategic Objectives and Use of ADF IX 
 
The objective of ADB’s operations is to assist the Government in the reconstruction and rehabilitation of 
the country, to ensure a seamless transition from humanitarian to reconstruction and development 
assistance. The accent is on broad-based, pro-poor growth––also key to securing peace and stability. 
ADB is working with Afghan civil society, local communities, the private sector and other development 
partners. Thematically, ADB’s operations in Afghanistan focus on capacity building, the rehabilitation of 
physical infrastructure, the revitalization of agriculture and rural development, private sector and social 
development, and gender empowerment. In the early stages, capacity building has proven essential to 
promote good governance and sound economic management. In the transport and energy sectors, ADB 
is supporting the rehabilitation of national roads, power transmission facilities, and the gas subsector. The 
national economy cannot be revived quickly unless these critical constraints are addressed. ADB 
operations in natural resources and agriculture cover rehabilitation of production, irrigation systems, and 
provision of import supplies, and work toward eliminating poppy cultivation, using a demand-driven, 
participatory, and community-based approach. 
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AZERBAIJAN 
(Group B1) 

 
A. The Development Challenge 
  
Economic Performance: Azerbaijan has enjoyed robust economic growth over the last seven years, with 
GDP growth averaging 8% in 1996-2002 and per capita GDP reaching $754 in 2002. This has been due 
to speedy implementation of market-oriented reforms, most notably a land reform, and large inflows of 
foreign direct investment to the oil and gas sector. The growth is projected to remain buoyant in the 
medium-term, driven by a continuing investment boom in the oil and gas sector in 2003-05 and rapid 
expansion in oil and gas production and exports thereafter. However, the oil and gas sector driven growth 
has had and will have only a limited direct impact on poverty reduction for three reasons. First, expansion 
in the oil and gas sector, which accounts for some 30% of GDP and only 1% of total employment, creates 
relatively few new job opportunities. Second, under the production sharing agreements between 
Azerbaijan and foreign companies developing Azeri oil and gas fields, a lion share (about 85%) of oil and 
gas revenues goes to the oil companies until they recovery all their investments. Third, the remaining part 
of oil and gas revenues directly accrue to state coffers and are largely accumulated in the State Oil Fund 
or invested in oil and gas projects. 
  
Attainment of MDGs: Azerbaijan's progress towards the MDGs has been mixed. Most of the non-
monetary indicators of poverty are better than in other countries with a similar per capita income. The 
literacy rate is estimated to be close to 100%.  The enrolment rates in primary and secondary education 
are 77% and 90%, respectively, with no significant gender disparities. Infant mortality rate was 12.5 per 
1000 live births, the under-5 mortality rate was 24.8 per 1000 live births, and the maternal mortality rate 
was 25.4 per 100,000 births in 2001. However, disturbing trends are emerging: The non-income 
indicators of poverty, such as the quality and access to education, heath care, drinking water, and other 
basic services, have deteriorated. The mortality rates are reportedly higher than indicated in official 
statistics. The extent of malnutrition among poor children and the increasing incidence of infectious 
diseases are of concern. While the country has already achieved the target for gender equality in primary 
and secondary education and there is a good chance of meeting the target pertaining to enrolment in 
primary education, considerable and steady progress will be needed to meet the targets relating to 
income poverty, infant and maternal mortality, and access to safe drinking water. 
 
Extent of Poverty: About 4 million people1 or 49% of the population lived in poverty in 2001. The poverty 
incidence is believed to be even higher among 1 million internally displaced persons (IDPs) and refugees, 
accounting for 12% of Azerbaijan's population.  
 
Characteristics of Poverty Conditions: While income poverty and inequality appears to have declined 
since mid-1990s, poverty reduction remains a major challenge. Seventeen percent of the population that 
live in an extreme poverty with a monthly consumption less than $15 (AZM72,000) per capita. While 
poverty was spread broadly over all regions of the country, urban poverty is greater than in the rural 
areas. Access to basic services, including health care, electricity and water supply and heating, is 
deteriorating, especially in rural areas, exacerbating the gap between the poor and the rich. In 2000, 24% 
of the population, and 48% of the population in the poorest quintile did not have access to drinking water.  
 
Root Causes of Poverty: Living conditions are further affected by numerous environmental problems, 
including degradation of agricultural land and pollution of the Caspian Sea. As a result of the armed 
conflict between Azerbaijan and Armenia over Nagorno Karabakh, about 1 million Azerbaijanis have been 
displaced, giving a rise to a large population of IDPs and refugees. IDPs and refugees also represent a 
vulnerable group with limited access to land, assets, and heavy dependency on the state and donor 
assistance. Most IDPs and refugees do not have permanent employment and live in camps and public 

1   Using the monthly consumption expenditure of less than $24 (AZM120,000) per capita as a measure of welfare in  
2001. 
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buildings with poor sanitary conditions, and consequently IDPs and refugees health and education 
indicators are below the national averages.  
 
B. Resource Mobilization–Cooperation Among Development Partners 
 
Domestic Savings: Although gross domestic savings increased dramatically over the last several years 
(from 0.3% of GDP to an estimated 25.4% in 2002), these are still less than what the economy needs to 
fully finance net income payments abroad (which were equivalent to 6.3% of GDP in 2002) and gross 
domestic investments (which surged to 32.8% of GDP in 2002 due to the launch of several large-scale 
investment projects in the oil and gas sector). The gap is financed by massive inflows of FDI, primarily, in 
to the oil and gas sector. In fact, capital flows have been so large over the last four years that Azerbaijan 
has effectively been investing abroad by accumulating foreign assets. Similarly, while the general 
government budget (which includes the state budget and the Social Protection Fund) continues recording 
a small deficit, the consolidated budget (comprised of the general government budget and the Oil Fund), 
has been posting a surplus since 2000 due to growing revenues of the Oil Fund. Despite these balance of 
payments and fiscal surpluses, Azerbaijan needs substantial external financial assistance to rehabilitate 
its deteriorating infrastructure and to combat poverty. 
 
Resource Mobilization: The Government currently mobilizes external resource on the basis of its State 
Programme on Poverty Reduction and Economic Development (SPPRED) of February 2003. The 
SPPRED covers a 3-year implementation period (2003-2005) and presents a comprehensive set of policy 
measures to tackle poverty in the country. The SPPRED Secretariat, under the Ministry of Economic 
Development, is fully responsible for coordinating and monitoring the SPPRED implementation process. 
To guide this work, the Government has established an advisory board chaired by the Minister of 
Economic Development and comprising members from Government, funding agencies (including ADB) 
and civil society. The main mechanism by which inter-agency coordination is undertaken is through a 
number of sector working groups. The Annual Update to the SPPRED, which will be prepared at the end 
of this year, will evaluate the progress made towards achievement of the objectives of the SPPRED and 
set out a revised program and targets for mobilizing external resources during 2004-2005.  
 
ADB’s Partnerships: ADB has played a major role in the formulation of the SPPRED and is continuing to 
play an important role in its implementation. During the formulation phase, ADB assisted in the annual 
household income and expenditure surveys that were the basis for the new poverty estimates 
underpinning the SPPRED. Following this, ADB provided long-term poverty and sector expertise, as well 
as financing of a national workshop. In the implementation phase, ADB is continuing to finance the long-
term poverty and sector expertise. ADB’s support is closely coordinated with the Government’s SPPRED 
Secretariat and other external agencies, such as the World Bank and the United Nations Development 
Programme. The main mechanisms through which the coordination is done are (i) in-country 
consultations, (ii) participation in conferences and workshops, and (iii) regular working-level contacts with 
counterparts in other development agencies. With the establishment of ADB’s resident mission in Baku, 
expected in the first quarter of 2004, it can be expected that ADB will be able to fulfill its role as one of the 
major funding agencies in Azerbaijan. 
 
C. Performance-Based Allocation to Azerbaijan 
 
Country Performance: Azerbaijan will easily qualify for the base case under the performance based 
allocation system, but may have difficulties in meeting the criteria for the high case. In particular, 
Azerbaijan has been successful in maintaining macroeconomic stability in the face of large inflows of 
foreign exchange related to hydrocarbon development and is making good progress in implementing 
structural reforms and improving governance. However, the reform process has not been evenly applied 
across all the sectors (e.g., reform of the health sector is particularly slow) and there is a need for the 
government to push its reform agenda in these neglected sectors more forcefully.  
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D. Strategic Objectives and Use of ADF VIII 
 
To maximize its development impact, ADB's assistance is focused in four areas: (i) assistance to IDPs 
and refugees, (ii) agriculture and rural development, (iii) water supply and sanitation, and (iv) road 
transport. In addition, ADB provides technical assistance for improving governance and enhancing the 
Government's capacity for economic management. Although no loans have been provided to Azerbaijan 
during the period of ADF VIII (2001-2004), programs are under preparation in the following areas: 
 

• Flood Mitigation: the project is aimed at addressing the problem of recurrent flooding in the 
Greater Caucasus, Nakhchivan, Gusar and Astara areas of Azerbaijan. It will improve the well-
being of the affected population, particularly the poor, through significantly reducing the recurring 
losses and providing security that will promote enhanced development.  

 
• Urban Water Supply and Sanitation: the project will address water supply and sanitation needs in 

three secondary towns: Goychay, Agdash, and Nakhchivan. It will promote socially inclusive 
development through extending critical public services to the populations of the three towns. Also, 
the project will directly alleviate the spread of infectious diseases.  

 
Absorptive Capacity: Azerbaijan’s absorptive capacity remains limited. Weak institutional capacity in the 
public sector is the main cause of the low absorptive capacity for development assistance, with 
government agencies charged with the overall planning and coordination of external assistance still 
unable to effectively carry out their mandates. As a result, public investment program planning has been 
erratic. The World Bank’s experience with disbursement has also been mixed, with delays in counterpart 
funding and procurement being the main contributing factors to slow disbursement for some projects. 
ADB’s proposed lending level takes into account the limited absorptive capacity of Azerbaijan in two 
ways: (i) negative experience of other donors in particular sectors (i.e., health sector) has been taken into 
account and project designs modified accordingly, and (ii) keeping the overall amount of ADF funds 
modest compared what was envisioned during the formulation of the Azerbaijan interim operational 
strategy. 
 
E. Strategic Objectives and Use of ADF IX 
 
During the first year of the ADF IX, ADB’s strategic objectives will remain basically the same, with the 
focus on the same four medium-term areas as under ADF VIII. ADF IX will address the economic and 
poverty-related challenges facing Azerbaijan. Azerbaijan faces three types of economic challenges (i) to 
preserve macroeconomic stability, (ii) to manage the oil windfalls to improve living conditions of all 
segments of the population, especially the poor, and sustainability of these revenues for the benefit of the 
future generations, and (ii) to foster the development of the non-oil sector to create productive job 
opportunities and achieve broad-based and sustainable growth.  
 
Apart from the economic challenges, ADF resources will address challenges to meeting the goals of the 
SPPRED program, including (i) creation of an enabling environment for income-generating opportunities, 
(ii) quality and equity in access to health and education, (iii) infrastructure improvements, (iv) social 
protection reforms to serve the vulnerable more effectively, and (v) better conditions for refugees and 
internally displaced persons.  
 
Under ADF IX, ADB’s strategic thrusts under its new country strategy and program would respond to the 
above challenges and be very likely centered on the following three development outcomes: 
 

• Balanced Development: The Government’s SPPRED focuses on promoting non-oil sector 
development as well assistance for under-developed areas outside of Baku. ADB fully supports 
this move towards a more balanced sectoral and regional development, which is critical to 
achieving strong and sustained economic growth and, consequently, poverty reduction in support 
of MDG 1. 
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• Socially Inclusive Development: Basic social service delivery (e.g. assistance to IDPs, early 
chilhood development, nutrition, and potable water coverage) embracing community participation 
in raising the demand for improved services and strengthening management and supervision of 
service delivery. This strategic component addresses MDGs 2 to 7. 

 
• Governance: Strengthen governance by improving fiscal, financial, public sector, and economic 

management and strengthening central policy formulation and institutional development. ADB will 
continue to assist select central government agencies through strategic economic policy advise, 
as well as indicators of improved public service delivery in support of MDGs 2 to 7. 
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BANGLADESH 
(Group B1) 

 
A. The Development Challenge 
 
Economic Conditions: Bangladesh has an area of 147,570 km2 and a population of 133 million with about 
23% in urban and 77% in rural areas. The country has made some progress in socioeconomic 
development in the 1990s: GDP growth averaged around 5%, the country successfully avoided debt crisis 
and high inflation, budget deficit has been controlled, and the balance of payments were maintained at a 
sustainable level. The fiscal, monetary, and exchange rate management has been adequate and the 
government has implemented trade and sector reforms. Despite these gains, however, future challenges 
remain daunting. The country is one of the poorest in the world with a per capita GDP of only $361 
(2002). Its population density of around 900 people per square kilometer is one of the highest in the 
world.  
 
Attainment of MDGs: Attaining MDGs is a considerable challenge for Bangladesh and will require 
substantial support from the development partners, including ADB. Halving poverty by 2015 requires an 
annual GDP growth rate of about 7%, high against the annual GDP growth of 5% in the past decade. 
While the achievement of MDG targets on school enrolment and gender equality is feasible, the success 
should not come at the cost of quality. Enrolment in primary education has increased and gender parity in 
enrolment has been largely achieved, both in primary and secondary education. The dropout rates, 
however, remain high and the quality of education has declined. The country has now one of the fastest 
infant mortality reduction rates in the developing world. Gender parity has been achieved in life 
expectancy. Despite impressive progress in declining infant and maternal mortality and child malnutrition 
over last decade, the MDG health targets seem unattainable unless there is renewed emphasis on health 
and nutrition. The health sector needs to be addressed as part of a comprehensive human development 
strategy with an emphasis on providing adequate budget for human capital, particularly education and 
health, addressing governance and better targeting of the health and nutrition interventions for the poor 
and children. This, in turn, calls for widening of economic opportunities and growth, improved 
governance, faster implementation of sector and structural reforms, and private sector development.  
 
Extent of Poverty: Poverty is pervasive in Bangladesh with 50% of the population living below the poverty 
line (2000). In the 1990s poverty incidence declined only from 59% to 50%. In 2000, the headcount rate 
for urban poor declined to 37% against 45% in 1992. Over the same period, rural poverty dropped to 53% 
from 61%. However, the number of people living below the poverty line has remained unchanged at about 
63 million.  

 
Characteristics of Poverty Conditions: Progress in reducing human poverty has been better. The share of 
those experiencing human deprivation declined. Reflecting this, the human poverty index (HPI)1 dropped 
from 61% in 1983 to 36% by 2000. However, sustained progress in the non-income poverty incidence 
depends on the reduction in the income-poverty. Concern is also attached to the growing governance 
issues and quality of basic public services, including education and health. Income inequality increased 
considerably, particularly in urban areas. There are considerable regional variations in poverty in the 
country and pockets of severe distress are associated with low-lying districts with vulnerability to river 
erosions. 
 
Root Causes of Poverty: Rural poverty in Bangladesh is connected with high population density, an 
unfavorable agricultural environment, and inadequate access to basic social services. Limited transport, 
power, and other social infrastructure exacerbate poverty in the rural sector. Poverty is experienced 
acutely by female-headed households, illiterates, and agricultural wage labor. Typically anti-poverty 
programs emphasize food production, agricultural diversification, non-farm sector development, and 
human capital development, particularly education, health, and nutrition. These interventions underscore 
need to expand physical infrastructure, social protection against shocks, and traditional and non-

1  HPI measures broad progress in terms of deprivations in longevity, education and other economic and social 
provisioning.  
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traditional social safety net schemes. Poverty reduction programs highlight need to enhance voice, 
empowerment, and institutional capability of the poor and the socially disadvantaged groups, including 
women and the most vulnerable.  
 
B. Resource Mobilization–Cooperative Arrangement with Development Partners 

Domestic Savings: The country’s national savings remain low at 23.6% of GDP (2002) and dependence 
on external assistance for funding its development spending is still close to 50%. The government has no 
access to borrowing from international capital markets. Debt sustainability is of concern although the debt 
service ratio is still low at less than 9% of exports of goods and services. In particular, the government is 
working to adopt key measures (including both policy and financial support) to help increase the 
competitiveness of the garment sector, hence to prevent any negating impact on the country’s exports 
due to the phasing out of the multi-fiber arrangement by end-2004.  

Resource Mobilization: The Bangladesh Development Forum, convened in Dhaka once a year, provides 
an easy platform for pledging of donor commitments and discussing development challenges between the 
Government and the development partners. The Government mobilizes resources with the support of its 
National Strategy for Economic Growth, Poverty Reduction and Social Development that amplifies the 
importance of (i) economic growth to increase income and employment of the poor, (ii) human 
development to raise the capabilities of the poor to participate in the development process; (iii) women’s 
advancement and the closing of gender gaps; (iv) social protection to the poor through targeted efforts; 
and (v) participatory governance to involve the poor in the decision-making process. Coordination of 
external funding is accomplished through the local consultations group (LCG) that comprises 22 active 
sector/thematic working groups on operational strategies and provides a forum for exchange views on 
development and policy issues. ADB is in a lead role in supporting coordinating and the Government’s 
reform initiatives in railway, port, and power and gas, and education and urban sectors, and chairs the 
relevant LCG working groups.  
 
ADB’s Partnerships: ADB is one of the largest external financiers of development in Bangladesh along 
with Japan and the World Bank. Significant assistance is also provided by the UN agencies and by United 
Kingdom, Germany, Netherlands, the United States, and Sweden. ADB’s operations support the 
government’s development strategy and are determined in consultation with the civil society, private 
sector, and Bangladesh’s major development partners. Through its Resident Mission in Dhaka, ADB has 
been able to develop strong partnerships with donors in the country and ADB exchanges views with the 
IMF on regular basis, particularly when formulating program loans in support of key sector reforms.  
 
C. Performance-Based Allocation to Bangladesh  
 
Country Performance: Country performance is assessed under the performance-based allocation (PBA) 
based on indicators in the areas of macroeconomic management, structural and sector-specific reforms 
and overall portfolio performance. There have been notable achievements in macroeconomic 
management, and structural and sector reforms in recent years; however, scope exists to further improve 
portfolio performance to ensure development effectiveness. For instance, budget deficit remains below 
5% GDP, and foreign exchange reserve has been strengthen to about $2.6 billion or over 3 months’ 
equivalent of imports at end-October 2003. Both the Expenditure Review and the Revenue Reforms 
Commissions were established and submitted their interim reports which were used by the Government in 
revising the FY2003 budget and preparing the FY2004 budget.2 Key performance triggers in sector 
reforms were accomplished including such as introduction of rationalized power tariff structure, approval 
by Parliament of the Energy Regulatory Commission Bill. Despite the fact that Bangladesh had the lowest 
percentage of unsuccessful projects among the major countries in the subregion according to the 2003 
country assistance program evaluation, however, in 2002, contract award and loan disbursement ratios 
(18.1% and 15.4%, respectively) were below the ADB-wide average (22.6% and 22.2%). 
 

2 Bangladeshi fiscal year ends 30 June. 
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D. Strategic Objectives and Use of ADF VIII 
 
ADB’s strategic objective is to eliminate poverty. Emphasis is on private sector-led, higher and broad-
based economic growth. With a direct impact on growth, upgrading and maintaining the basic 
infrastructure are central to the ADF-funded program. ADB also supports private sector by creating a 
culture of good governance and developing the country’s human resources with improved access to 
education and health services.  
 

• Education Sector: ADB, together with other development partners, assisted the Government in 
the preparation and implementation of the second phase of the primary education development 
program (2003–2009), focusing on quality improvement through a radically improved system of 
governance, including reform of the examination system and overall management of the 
subsector, and on addressing the issue of a widening “quality divide” in education between the 
rich and the poor. Besides, nonformal education and continuing education programs implemented 
through NGOs provide learning opportunities for illiterate adult, particularly adult women.  

 
• Human Development: Human development in Bangladesh remains one of the lowest in the 

developing world. Lack of access to basic facilities such as education, healthcare, and civic 
amenities has resulted in a poor quality of life for the majority of the people. ADB supports 
projects that directly benefit the rural and urban poor by improving the quality of schools, 
including infrastructure and academic atmosphere, enabling girls and women to be educated, and 
providing better facilities to the urban poor such as urban primary healthcare, sanitation, water 
supply, and waste disposal.  

 
• Health Sector: ADB concentrates on primary health care in urban areas. The focus is on 

upgrading the quality of primary health care services, particularly women and children, through a 
partnership between the Government and NGOs. The ADF-funded projects have helped 
improving the health of the urban poor and reduce preventable mortality and morbidity, especially 
among women and children. In addition, the projects also helped sustain improvements in urban 
primary healthcare by building the capacity of local governments to manage, finance, plan, 
monitor, and evaluate the health care services. At a broader level, many ADB-assisted 
infrastructure projects have also been designed to include specific components to address 
HIV/AIDS and trafficking especially in the cross-border areas. 

 

• Gender: Gender equity is an integral part of ADB’s programs. ADB promotes women’s 
participation both as beneficiaries and agents in planning and implementation, and in addressing 
gender-based needs of beneficiaries. Gender equity concerns are mainstreamed in health, 
education, infrastructure, self-employment and microfinance, agriculture, water supply, 
biodiversity conservation, and governance interventions. Several projects promote qualitative and 
quantitative participation of both women and men as beneficiaries, agents, and stakeholders. 
Under many programs, women’s participation as laborers in construction and road maintenance, 
and tree plantation provides empowering employment to women. supported projects. Gender-
sensitive designs are built into the infrastructure facilities. Access to economic activities is being 
ensured for rural women, including through the women’s market corners, open space, and special 
provision for training on business management in rural areas. ADB’s support includes initiatives 
to reduce inequality of wages for women and men in construction. Micro-credit-based income-
generating opportunities in the livestock sector have created self-employment, increased 
livestock production, and improved family nutrition in the rural areas.  

 
• Rural Infrastructure: ADB supports the Government’s approach to rural infrastructure 

development and continues to finance a series of projects to develop, upgrade, and maintain rural 
roads and bridges, build irrigation works and flood protection—thereby enhancing the flow of 
services and investment to the rural market, as well as providing the rural poor with the means to 
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engage in income-earning activities. ADB assistance focuses promoting greater community 
participation in infrastructure development, coordinating complementary road and transport 
activities, establishing and funding a good maintenance system, and increasing the role of the 
private sector. Support to the road sector facilitates rural mobility. Road interventions also aim to 
develop links with neighboring countries to support the growing regional traffic. ADF programs 
incorporate extensive participation of stakeholders and ADB has played a key role in changing 
the road sector agency from its construction focus to high-impact maintenance agency. This 
required intense institution and capacity building; initiating strategic management, and promotion 
of private sector participation. ADB supports microfinance and credit for crops or agri-business 
and livestock development.  

 
• Urban Development: ADB’s emphasis is on developing secondary towns with a focus on 

decentralizing and strengthening the local government; improving financial revenue generation; 
supporting the involvement of the community and private sector in urban services; and improving 
living conditions for the urban poor and addressing urban environmental issues. 

• Natural Resources: ADB supports protection and preservation of the environment and its 
treasures. ADB’s Sundarbans Biodiversity Conservation Project is one of its programs for 
conserving Bangladesh’s ecosystem and biodiversity. ADB-assisted Dhaka Clean Fuel Project 
aims to reduce air pollution in the cities by improving and monitoring the operational fitness of 
vehicles, especially three-wheel “baby taxis” with two-stroke engines, and converting buses and 
three-wheelers to compressed natural gas powered vehicles that are far less polluting. ADB has 
also provided assistance for creating irrigation systems, developing command areas to provide 
equitable irrigation water supply, small-scale water resource management, and flood protection. 

• Energy Development: Recent achievements with ADB support to improve the energy sector 
efficiency include (i) tariff rationalization for power and gas; (ii) corporatization of power sector 
entities; (iii) achieving full autonomy to key gas sector entities; (iv) establishment of an 
independent regulatory body to regulate the unbundled power and gas sectors; and (v) the 
Government’s decisions to privatise marketing of petroleum products and further induct the 
private sector in power generation, oil and gas oil exploration, and compressed natural gas 
business. ADB is continuing to assist though policy dialogue, technical assistance, investment 
projects, and subregional cooperation initiatives that will increase sector efficiency.  

 
• Railways: ADB has played a significant role in the railway sector. The ongoing technical 

assistance implements reforms to turn Bangladesh Railway (BR) from a loss-making state-owned 
enterprise into an efficient corporate entity, rationalizing assets from operations and including 
private sector involvement.  
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Box: Second Primary Education Development Program (PEDP II) 
 
ADB, as a lead agency, has prepared PEDPII as a sector wide approach program (SWAP) loan designed to support 
the Government’s Second Primary Education Development Program in 2003–2009. With the support of ADB’s 
technical assistance and leadership, PEDPII was prepared in consultation with stakeholders through a government-
led participatory process. PEDPII is expected to become effective in by January 2004. 
 
In light of the relatively high primary school enrolment in Bangladesh, PEDPII focuses on improving the quality of 
education in primary schools. It aims to strengthen policy and institutional development necessary to support 
subsector planning, management, and monitoring. PEDPII includes a comprehensive policy and institutional reform 
framework, key performance indicators, and a common implementation framework for support from the government 
and its development partners. PEDPII was designed to catalyze achievement of holistic and sector-wide planning in 
the long term. PEDPII supports achievement of the MDGs and the poverty reduction. The Program emphasizes 
improvement in completion rates, which are low for both boys and girls. It contains gender strategies in filling the 
government quota of 60% female teachers. Gender equality training will be included in the subcluster and teacher 
training. At the end of the program period, enrollment of poor children is expected to increase by 3.2 million, and net 
enrolment for primary school from 80% to 88% and completion rates from 68% to 80%. 
  
PEDPII has established a precedent for cooperation among donors with nine development partners supporting its 
financing framework. The total cost of the six-year program is estimated at $1.815 billion. Government finances about 
two-thirds of the total cost and external funding is arranged on un-tied basis from six grant cofinanciers, including the 
European Commission, the UK, Sweden, Canada, Norway, and Netherlands, and from and ADF loan of $100 million. 
ADB will administer most of the external funding with IDA providing additional parallel cofinancing, together with 
UNICEF, AUSAID, and JICA. 
 
PEDPII also stands out as an example for harmonization. About 85% of the external funding will be channeled to a 
common pool of funds for the use of the Executing Agency. Reporting, monitoring, procurement, auditing etc 
requirements of the participating donors have been harmonized.  
 
 
Disbursement Performance: Loan disbursements and disbursement ratios fluctuated widely during 1990-
2002. Disbursements varied between $380 million to $171 million from 1994-2002. The disbursement 
ratio ranged between 25-15% from 1995-2002,3 and was consistent at 22% in 1999 and 2000 but 
dropped to 17% in 2001 and to 15% in 2002. Typically, disbursement ratio is affected by approval of new 
loans (1991, 1993, 1997, and 2002). In addition, decline in disbursement performance in 2001 was due to 
an abrupt drop in contract awards under an unfavorable political climate during the second half of 2001 
when a caretaker government was appointed from June 2001 until the newly elected government took 
office in October 2001. During this period no decisions were made on the award of major procurement 
packages, which resulted in a shortfall in the contract award target. In 2002, Bangladesh’s achievements 
in contract awards and disbursements were 95% and 101% of the annual projections, respectively.  
 
 
 
 
 
 
 
 
 
 
 
 

3 Disbursements in a given year as a ratio of total outstanding undisbursed loan amount. 
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Absorptive capacity: ADB’s volume of lending to Bangladesh is largely based on macroeconomic 
performance, commitments of the governments to poverty reduction, the progress of policy reforms to 
improve sector efficiencies, and overall performance of the current country portfolio. ADB recognizes the 
large development needs, to develop the basic infrastructure and human resources with the objective to 
foster economic growth, poverty reduction, and achievement of the MDG targets. ADB also appreciates 
the recent assessment by the development partners including the IMF that an increased level of support 
would be critical to sustain and deepen the ongoing reforms to improve sector efficiency and accelerate 
growth. ADB has evaluated Bangladesh’s borrowing capacity in collaboration with the IMF for both ADF 
and OCR resources and concluded that the proposed lending levels have no major impact on 
Bangladesh’s debt service capacity. The projections further indicated that export growth is crucial to the 
change of debt service capacity, and structural and sector reforms are critical to address deep-rooted 
problems in governance and the financial and infrastructure sectors, hence to improve the investment 
climate and move the economy to a higher growth path. ADB’s role is crucial in helping the Government 
improve implementation of externally funded projects, especially by building the capacities of government 
institutions and project implementation agencies, to ensure effective and efficient use of external 
resources.  
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Governance: 
 
Loan 1947: Urban Governance and 
Infrastructure Improvement 
 
TA 3649-BAN: Bangladesh Public 
Expenditure Review  
 
TA 3787-BAN: Central Depository 
Capacity Building  
 
TA 3801-BAN: Corporatization of 
West Zone Distribution Operations 
of PDB  
 
TA 3978-BAN: Corporatization of 
Dhaka Electric Supply Authority  
 
TA 4003-BAN: Supporting Urban 
Governance Reform  
 
TA 4006-BAN: Enhancing Capacity 
of Infrastructure Agencies in 
Management of Involuntary  
Resettlement  
 
TA 4044-BAN: Efficiency 
Enhancement of Fiscal 
Management II  
 
TA 4065-BAN: Strengthening 
Primary Education Development 
Program  
 
TA 4140-BAN: Support to Good 
Governance Initiative  
 
TA 4104-BAN: Assistance to 
Privatization Commission  
 
Proposed Assistance to SME 
Development and Export 
Expansion  
 
Proposed Institutional Support  for 
Chittagong Port Efficiency  
 
Proposed Development of a 
National Involuntary Resettlement 
Policy  
 
Proposed Financial Markets 
Governance Program (PPTA) 

Objectives:  To strengthen capacity and performance across the public sector 
particularly for the fiscal management, financial market, implementation of 
anticorruption initiatives, poverty reduction monitoring, and national account 
management; improvement of procurement practices and procedures; 
financial reporting and auditing; municipal and local government, and public 
sector management in the sectors where ADB operates.  
 
Progress: Good progress has been achieved including in the areas of  
macroeconomic management covering  fiscal and monetary policies,  creation 
of an independent anticorruption commission,  introduction of merit-based 
promotion system for mid-level government officials, and appointment of 
several senior officials on merit from the outside of the Government, 
corporatization of energy sector entities and institutional reforms in transport  
and social sectors.  

 

Risks and Constraints: Confrontational political environment and vested 
interests pose problems in addressing key governance issues. Expectations 
with respect to improvements in governance often exceed what the country 
can deliver.  
 
Actions for Improvement: The country needs further assistance to improve 
governance across the public sector for achieving faster economic growth and 
rapid poverty reduction. Key challenges for the Government are curbing 
corruption, improving public sector management, improving urban governance 
and enhancing quality of public services.  
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Human Development:  
Loan 1881: Post-Literacy and 
Continuing Education 
 
Loan 2015: Second Primary 
Education Development Program II 
(PEDP-II) 
 
Proposed Teaching Quality 
Improvement for Secondary 
Education 
 
 
 

Objective:  To improve human development through provisions of quality 
primary and secondary education and improved primary health care services 
for urban poor.  
 
Progress: So far there has been considerable progress in terms of enrollment 
for primary education, elimination of gender inequality in basic education and 
improvement of key health indicators.   
 
Risks and Constraints: Lack of commitment and especially capacities to 
implement agreed reforms, and inadequate budgetary provisions for education 
and health sectors may constitute the major risks. 
 
Actions for Improvement: Continued assistance is needed for human 
development, particularly for improvement in quality of education and sectoral   
reforms, and effective delivery of primary health care services including 
governance, e.g. corruption.  
 

Private Sector Development: 
 
Loan 1884: West Zone Power 
System Development 
 
Loan 1942: Dhaka Clean Fuel 
 
Loan 1929: Road Network 
Improvement and Maintenance 
 
Proposed Road Network 
Improvement and Maintenance II 
 
Proposed: Regional Rail Traffic 
Enhancement 
 
Proposed SME Sector 
Development Program (SMESDP) 
 

Objective: To   improve the climate for private sector development through 
provision of basic physical infrastructure covering transport, port and energy, 
soliciting private sector participation in key infrastructure and mobilization of 
private sector resources.   
 
 
Progress: Over the years, key physical infrastructure has been upgraded. 
There has been good progress in the areas of : (i) tariff rationalization for 
power and gas; (ii) corporatization of power sector entities; (iii) allowing full 
autonomy to key gas sector entities; (iv) establishment of an independent 
regulatory body to regulate the unbundled power and gas sectors. The 
government is in the process to pronounce a land transport policy, create a 
road fund to address the problems of operation and maintenance, and 
restructure the Bangladesh Railway for improved operational and financial 
performance.  
 
Risks and Constraints: The reform agenda for fostering the climate for the 
private sector development may be weakened by political opposition, or by 
opposition from vested interests including the bureaucracy. 
 
Actions for Improvement; The Government needs external assistance to 
support the comprehensive reform agenda in the energy, transport sector, 
ranging from supporting implementation of a national land transport sector 
policy, railway development, promoting private sector participation in these 
subsectors, supporting subregional cooperation through an improved railway 
and roads network as well as through port services, and fostering the growth 
of SMEs.  
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Pro-Poor Growth: 
 
Loan 1881: Post-Literacy and 
Continuing Education 
 
Loan  2015: Second Primary 
Education Development Program II 
(PEDP-II) 
 
Proposed Teaching Quality 
Improvement for Secondary 
Education 
 
Loan 1947: Urban Governance and 
Infrastructure Improvement 
 
Loan 1831: Second Small-scale 
Water Resources Development 
Sector 
 
Loan  1941: Jamuna-Meghna River 
Erosion Mitigation 
 
Loan 1952: Rural Infrastructure 
Improvement 
 
Proposed Participatory Livestock 
Development Project II (PLDP-II) 
 
Loan 1920: Road Network 
Improvement and Maintenance 
 
Loan 1831: Second Small-scale 
Water Resources Development 
Sector 
 
Proposed Road Network 
Improvement and Maintenance II 
 
Proposed Secondary Town 
Integrated Flood Protection II 
 
TA 3648-BAN(SF): Bangladesh 
Poverty Assessment  
 
TA 4170-BAN: Arsenic Mitigation 
Review and Strategy Formulation  

Objective: To foster pro-poor growth through promoting livelihood 
improvement, introduction of small-scale livestock development, improved 
rural infrastructure, increased educational attainment, increased agricultural 
production, improved living environment, increased employment, and 
sustainable and safe water supply and sanitation services. 
 
Progress: In the decade ending 2000, the income poverty declined by about 
one percentage point per annum. Although inequality increased, the poorest 
groups did benefit from economic growth. Progress in reducing human poverty 
has been impressive. For the first time, Bangladesh was ranked by UNDP in 
2003 as being in the medium human development league along with its 
neighbors – India, Sri Lanka and Bhutan. The most striking areas of success 
in human development include increasing rates of primary education 
enrollment, a reduction in the population growth rate, attaining gender parity in 
basic education rates, and steady progress in reducing infant mortality.   
 
Risks and Constraints: The   adverse global market conditions could 
substantially reduce the country’s growth particularly export prospects and 
hence sharply reduce the rate of poverty reduction.  Other risk factors include 
the country’s vulnerability to natural disaster (particularly floods and river 
erosion), lack of adequate external assistance for the poverty reduction 
agenda and slippage in the government’s commitment to spearhead the 
overall development agenda.   
   
Actions for Improvement:  Despite faster poverty reduction over the past 
decade, 50% of population still lives below poverty line. Due to population 
growth, the absolute number of persons classified as poor remained virtually 
unchanged at around 63 million in last decade. The country needs substantial 
external assistance to halve poverty by 2015 as per Millennium Development 
Goals. The Government has prepared the National Strategy for Economic 
Growth, Poverty Reduction and Social Development with strong commitment 
towards meeting MDGs. The Government is currently working on a full blown 
Poverty Reduction Strategy, which is expected to articulate overall 
development plans and policies within a clear poverty reduction framework.  
 

 
E. Strategic Objectives and Use of ADF IX 
 
ADB’s strategic development objective is poverty reduction in Bangladesh. There is a need to address 
both the extreme poverty and the vulnerable livelihoods of the majority. This can be achieved through 
sustainable broad-based growth that benefits all segments of the population, particularly the poor. In light 
of the reliance of the poor on wage incomes, labor-absorbing growth and real wage increases are central 
objectives in poverty reduction. Poor quality of social services––health, education, sanitation, and credit 
among others, poor governance, and a lack of voice of the poor in the decisions that shape their lives––
have inhibited the poor from capturing opportunities offered by a growing economy.  
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Growth-generating diversification from agriculture-based growth and improvement in agricultural 
productivity calls for investment in infrastructure, particularly in power, transport and communication 
sectors, as well as in human resources development. In the past ADB has demonstrated comparative 
advantage in the development of social and physical infrastructure, and management of agriculture and 
natural resources.  It has also met with success in mainstreaming governance and gender considerations, 
and in enhancing stakeholder participation as well as in fostering private sector development. 
 

• Labor-absorbing growth: A strategic focus on development of infrastructure, human resources, 
public sector services, and selective interventions to address extreme poverty, will ensure that 
increasing numbers of poor enter the mainstream economy. This strategy gives continued 
emphasis on enhancement of governance and gender development, community participation, 
and private sector development. The underpinnings for broad-based agriculture-driven growth 
and productivity improvement, crop diversification, non-crop agriculture, and exploiting new 
opportunities in the global market lie in rural infrastructure, agricultural extension, and 
biotechnology interventions. Promotion of small and medium industries, information and 
communication technology, and export facilitation promise growth and poverty reduction through 
increased demand.  

 
• Social Development: The strategic focus of ADB’s support through lending and/or technical 

assistance in social development could be broadly categorized as promoting human capital 
development (improving the quality, quantity and relevance of primary education, ensuring 
universal education to girls, and providing access to primary healthcare services to the urban 
poor), social capital development (increasing the opportunities of the poor to participate in the 
workings of society by means of promoting community based groups to undertake micro finance 
and natural resource management), mainstreaming gender through interventions in most ADB 
financed projects and social protection (micro credit, slum improvement, wage employment 
creation, and awareness raising in trafficking and HIV/AIDs).  

 
• Governance: Enhancement of governance conditions is incorporated in all lending programs, 

particularly in support of basic service delivery capacity building at the local government level.  
These efforts foster local participation, private sector involvement, and collaboration with 
community-based organizations to incorporate local knowledge and enhance sustainability. 

 
Continued ADF support is called for core areas with direct impact on poverty: (i) pro-poor growth 
programs through agriculture, management of natural resources and rural development (agriculture 
extension, research and training, environment, fisheries, irrigation and drainage, flood protection, 
livestock, water resource management, micro credit), transport (including railways, ports, and roads) and 
support for SMEs; and (ii) social development through urban development (urban water supply and 
sanitation, and waste management), education, urban primary healthcare, social protection (social 
assistance and welfare services targeted at women and children, micro or area-based schemes on a pilot 
basis to introduce best practice). 
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BHUTAN 
(Group A) 

 
A. The Development Challenge 
 
Economic Conditions:  During the past 5 years, Bhutan’s real average gross domestic product  (GDP) 
grew by 6.7% per annum.  In this period, the agriculture sector grew by 3.7% per annum, industry sector 
by 9.6%, and services sector by 7.2%. In recent years, the main drivers of GDP growth have been the 
hydroelectric power, construction, and transport sectors. The hydroelectric sector accounts for some 12% 
of GDP and 45% of the Government revenues.  The average per annum savings rate over the past 5 
years is 17% of GDP, whereas gross domestic investment rate is 42%. Tax revenues, which have 
exhibited an average annual growth rate of 19%, have not shown corresponding buoyancy. Direct tax 
collections during 2002 recorded a 7% growth over the previous year and accounted for 61% of tax 
revenues and 32% of total revenues. The overall budget deficit rose from 3.9% of GDP in 2000 to 11.1% 
of GDP in 2002,1 before declining to 5.5% of GDP in 2003. As measured by the consumer price index, 
inflation continued to decline, falling to 2.3% in December 2002 from 2.7% at the end of June 2002. This 
is the lowest inflation rate in the past 3 years. To enhance the domestic revenue base, effective 1 January 
2002, the Government instituted the personal income tax applicable on six sources of income.   Bhutan’s 
per capita GDP in 2001 was $777.  
 
Attainment of MDGs: Bhutan is on track to achieve the MDGs. It is likely to attain universal primary 
education by 2007. The primary school gross enrollment rate increased from 67% to 72% from 1990 to 
2000. Significant improvements have been achieved in decreasing infant and maternal mortality, lower 
child malnutrition and better access to clean drinking water. However, while health care coverage is 
high—90%—the Government plans to improve the delivery of health services. Based on available data, it 
is likely that Bhutan would meet the MDG targets by 2015 with the possible exception of Goal 1: 
Eradication of extreme poverty and hunger.  More analytical work will be undertaken under a planned 
ADB advisory technical assistance in 2003 to better monitor the progress of this MDG.2  
 
State of Poverty: Poverty in Bhutan is a rural phenomenon with poverty incidence amounting to 29% in 
rural areas and 2.4% in urban areas.3  
 
Characteristics of Poverty Conditions: Although the Government has not adopted an explicit poverty 
reduction strategy, it is committed to achieving the MDGs by adopting an integrated rural development 
program comprising, among others, agriculture support services, improved rural access, and targeted 
food aid programs. During implementation of the NFYP, the Government plans to maintain the pro-poor 
focus of its development objectives. Toward this end, it plans to further improve the coverage and quality 
of social services in the rural areas. Decentralization and devolution of development programs are 
expected to result in improved governance and delivery of social services. To measure progress toward 
achieving the MDGs, the Government with ADB assistance is strengthening research and diagnostic work 
and is undertaking the 2003 integrated living standards survey. The survey will provide the first “official” 
poverty lines for Bhutan. The Planning Commission Secretariat is establishing a poverty monitoring 
system and is analyzing, on a pilot basis, the impact of rural roads on poverty. 
 
Root Causes of Poverty:  Lack of employment opportunities, limited availability of arable land, and 
inadequate physical infrastructure are the main contributing reasons for rural poverty in Bhutan. 
 
 
 

1  Bhutan’s fiscal year ends on 30 June. 
2  ADB. 2001. Technical Assistance to Bhutan for Strengthening the National Statistical System, and in 

the pipeline: ADB.2004. Proposed TA to Bhutan for Building a Poverty Monitoring System. 
3 Measured by a minimum caloric intake of 2,124 calories per person per day. 
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B. Resource Mobilization–Cooperation with Development Partners 
 
Domestic Savings: While domestic revenues (tax and non-tax) have consistently exceeded current 
expenditures in the past five years, their contribution to meeting capital (development) expenditures has 
varied from a high of 26% in 1998 to a low of 8% in 2003, with an overall average per annum contribution 
of 15%. Thus, domestic resources are inadequate for supporting the development process, making 
Bhutan reliant to a very large extent on external assistance for funding its development programs and 
initiatives. 
 
The average annual savings rate over the past 5 years is 17% of GDP, whereas the gross domestic 
investment rate is 42%. Gross domestic savings (GDS) comprising mainly of corporate savings have 
ranged between 33-47% in the last six years. GDS has consistently fallen short of gross domestic capital 
formation, requiring an average net inflow of about 13% of GDP in the last 10 years. More recently, the 
savings-investment gap as a percentage of GDP has risen to over 26%, with the latest figure being 29% 
for 2001. 
 
Resource Mobilization: Domestic revenues have on average grown by 10.8% per annum over the past 5 
years. These have consistently been above 20% of GDP during 1998-2002, a performance that 
compares very favorably with other South Asian countries. Tax revenues, however, exhibiting an average 
annual growth of 19%, have not shown the corresponding buoyancy. The average per annum tax to GDP 
ratio over the past several years has been stagnant at around 10.5% of GDP, with no appreciable upward 
trend.  With the twin objectives of equity and tax buoyancy, the Government introduced, effective from 1 
January 2002, a personal income tax and income derived from intellectual property rights.  
 
Donors identify their assistance programs during the bi-annual round table conference.  The last round 
table meeting held in February 2003 confirmed support to the Government’s plans for decentralization, 
support for poverty alleviation programs by focusing on pro-poor growth programs, and a greater role to 
be played by the private sector in development. The Government has strong support from the bilateral 
grant sources, particularly from its closest neighbor, India. The average inflow of development 
cooperation funds over the past 11-year period was $85 million per annum.4  Bhutan’s development 
assistance has been predominantly in the form of grants—on average around 85% of total assistance.  
As of June 2002, India had provided most of the soft loans to Bhutan, with cumulative gross 
disbursements totaling $216 million, primarily for developing the hydropower sector. India’s assistance 
was followed by that from ADB, the World Bank, and the Kuwait Fund for Arab Economic Development 
with gross cumulative disbursements of $63 million, $36 million, and $28 million, respectively. India’s 
assistance finances nearly half of Bhutan’s development budget––with most of this support going to the 
development of the hydropower sector. Other primary donors are Denmark––with a focus on the 
environment sector, and Japan with grant support to rural electrification program.  Inflows of external 
assistance in the form of grants and concessional loans are the primary source of financing for capital 
expenditures. Given the global economic slowdown it is possible that the quantum of external assistance 
available to Bhutan may decline in the future. In the case of any possible shortfall in external assistance, 
the Government, which regularly reviews the progress in implementing the NFYP, may opt for domestic 
borrowing to fill the financing gap, or may phase the implementation of some of the development 
programs to the first 2 years of the Tenth Five-Year Plan. The Planning Commission monitors the poverty 
reduction outcomes and undertakes impact analysis, on a pilot basis, on specific programs.  
 
ADB’s Partnerships: ADB coordinates its operations with the development partners. This is undertaken at 
the bi annual development forum, and more frequently by regular consultations with resident donors by 
the annual Country Strategy and Program mission, the Country Program Confirmation Mission and on a 
sectoral basis by ADB sector missions  
 
 
 

4 2002. UNDP. Development Cooperation Report for Bhutan. 
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C. Performance-Based Allocation to Bhutan 
 

Country Performance: Bhutan has performed well under the country performance criteria of the 
performance-based criterion and for each of the past three years 2001-2003 and has been ranked in the 
first quintile among ADF recipients. The country specific criteria include macroeconomic management, 
policy and institutional reforms, and portfolio performance.  Portfolio performance was adversely affected 
in 2001 due to late compliance with policy conditionality of a program loan has, however, registered an 
improvement.  However, there is room for improvement with respect to privatization, especially in the 
financial sector. ADB’s policy dialogue is crucial for optimizing outcomes from the financial sector reforms, 
private sector development, and diversification of the economy. 
 
D. Strategic Objectives and Use of ADF VIII 
 
The Government prefers bilateral grants to multilateral loans for the development of social sectors and 
deepening of the decentralization/governance process.  Under the Government’s policy framework it 
borrows only for the development of infrastructure, where financing requirements are generally large.  
ADB’s strategic objective in Bhutan is on poverty reduction. ADB has introduced poverty focus in the 
Government’s expenditure planning and supported its diagnostic work on living standards survey, and 
assessment on poverty-focused approaches. Towards this end, the Government will improve the 
coverage and quality of services in the rural areas, decentralize and devolve to improve governance and 
delivery of social services. The strategic thrust of ADB’s country operational strategy is fully consistent 
with the emphasis of the Government’s Ninth Five Year Plan from July 2002 to June 2007 (NFYP) on 
strengthening infrastructure, improving the quality of social services, ensuring good governance, 
promoting private sector growth and employment, and generation and promotion of culture and 
environment.  ADB’s operational program assists the Government in meeting its priority development 
objectives by continued and follow-on interventions for the development of road infrastructure, rural 
electrification and promotion of the private sector.   
 
To stimulate private sector investment and to facilitate employment generation, a proposed program for 
small and medium enterprise/microfinance is included in the three-year proposed assistance program. 
Greater competition in the financial sector would prove beneficial for private sector growth, employment 
generation, and poverty alleviation. To facilitate deepening and consolidation of financial sector reforms, 
including assessment of existing and new bank and non-bank financial institutions and financial 
instruments, a follow-on financial sector reform program.5  To open-up additional rural areas and provide 
market access to farmers an integrated rural development project has been included in the three-year 
operational strategy. 
   
Disbursement Performance: ADB’s lending operations in Bhutan started in 1983. As of end June 2003, 
ADB had provided 18 loan projects, with a cumulative value of $95.5 million and has been involved in 
almost all sectors.  Out of the 18 projects, 14 have been closed and 4 are ongoing.  The 4 ongoing loans 
have a net loan amount of $33 million. The financial performance of the portfolio, including disbursement 
performance, has improved and compares favorably with ADB-wide average. For 2002, the disbursement 
ratio in Bhutan, for both with and without program loan categories of 43% and 28%.  In consultation with 
ADB, the Government has strengthened portfolio management leading to improvements in 
disbursements, reduction in implementation delays, and better compliance with covenants.  
 

 
 
 
 
 
 
 
 

5  Using a Sector Development Program (SDP) modality. 
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Absorptive Capacity: In a recent assessment of debt sustainability,6 Bhutan’s public debt dynamics 
appear sustainable under a number of domestic and external shocks. In the baseline scenario, the 
Government debt-to-GDP ratio is expected to rise rapidly from 58% in FY2001/02 to 80% by FY2004/057 
due to external loans from India that are necessary to complete the Tala hydropower project, but would 
decline to 63% of GDP by FY2009/10. These generally favorable debt dynamics reflect a combination of 
high-expected growth, low average interest costs, and moderate primary deficits.  As these parameters 
are subject to change over time, existing prudent fiscal stance should continue.8 The technical assistance 
given to the Royal Monetary Authority is enhancing the staff's skills-mix and providing relevant external 
training.  Bhutan is also receiving assistance from the IMF with respect to upgrading of its institutional 
capacity for national accounting, including debt management and accounting.  Given the exchange rate 
peg between the Ngultrum and the Indian Rupee, there is limited room for monetary policy in Bhutan, and 
this in turn limits the exposure and institutional capacity.  However, the IMF is strongly supportive of the 
exchange rate pegging arrangement. In summary, Bhutan now has adequate institutional capacity to 
address the issue of (debt) absorptive capacity in its entirety. 
 
 
 
 
 
 
 
 
 
 
 
 
 

6  International Monetary Fund. 2003. Bhutan: 2002 Article IV Consultations, February. Washington DC. 
7  The debt-to-GDP ratio will peak in 2004/05 on completion of the Tala Hydropower Project. 
8 The ngultrum is pegged at par with the Indian rupee and therefore reflects changes in the exchange rate 

development of the rupee. Between FY1995 and FY2002, the ngultrum depreciated against the dollar by an 
average of 5.9% per annum. Between June 2001 and June 2002, however, it depreciated by 3.8 % against the 
dollar.   
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ADF VIII Program 

 
Objectives / Progress / Constraints / 
Actions to Improve Implementation 

 
Pro-Poor Growth -- Infrastructure 
Development: 
 
Loan 1763: Road Improvement 

Project (Sept 2000) 
 
 
Loan 2009: Rural Electrification 

Network Expansion (Sep 
2003) 

 
TA (4188) for Bhutan Electricity 

Authority to build capacity and 
TA (4189)  to help determine 
the feasibility of establishing 
the Druk Hydropower 
Corporation (approval year) 

 
Loan for Industrial Estate and Dry 

Port Development (to be 
approved in 2004) 

 

 
Objectives:  
 To provide access to the rural population of Bhutan and linkage with urban 

centers, health facilities and education; and 
 to bring electricity to 8,000 new consumers in mostly poor rural areas of 

Bhutan and to support sector reforms by creation of an autonomous Bhutan 
Power Company. 

 Planned industrial estate and dry port development will facilitate cross-
border trade between India and Bhutan and provide a fillip to the private 
sector by establishing an industrial estate. 

 
Progress:   
 The project for road improvement is facilitating the improvement of the East-

West Highway as well as increasing the length of the highway thus 
connecting more people by formal means of transport.  The project will also 
result in strengthening of the local construction industry, as well as a source 
of employment.  

 The Rural Electrification and Network Expansion Project was approved in 
September 2003 and is in process of being made effective.  

 
 
Risks:    Inadequate budget allocations for operations and maintenance of roads 
              Policy reversals in deregulation of the power sector and pricing 

 
Action for Improvement:  
              Dedicated road maintenance funds are being established 
              Bhutan Power Corporation has been established  
 

Human Development:  
 
Loan 1830-Basic Skills 

Development (June 2001) 
 
 
Loan 1762: Health Care Reform 

(Sept 2000) 
 
 

Objective:  
 To improve basic skills training system to meet the demands of a growing 

private sector and to reform the current technical and vocational education 
and training system to provide skills more in line with demand. 

 To help the Government explore sustainable ways of financing the health 
sector and reduce dependence on external assistance and to specifically 
address the primary health care needs of vulnerable groups, including 
women and children. 
 

Progress:  
 Under the basic skills program objective are yet to be achieved. 

Construction of vocational training skills projects is under varying degree of 
completion.  However, on completion, there would be strong 
complementarity between market demands and the skills of vocational 
graduates. 

 Under the health care reforms the disbursement of ADB loan has provided 
the much needed resources for the Health Trust Fund.  However, there still 
remains a funding gap, which the Government is committed to fill.   

 
Risks:     Land acquisition issues delay the construction of vocational training 

institutes, existing gap in the Health Care Trust Fund may limit the 
services, especially those catering to the poor. 

 
Action for Improvement:  
               The Government prefers to have an amicable settlement, failing which 

it has the option to acquire land, for national interest, under the existing 
Land Acquisition Act 
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E. Strategic Objectives and Use of ADF IX 
 
While Bhutan has achieved important success in social development and the MDGs, nearly one in third is 
poor in the rural areas. Broad-based equitable economic growth can lead to a decline in the incidence of 
poverty, but requires that development programs direct benefits to the rural sector. Development of the 
basic infrastructure for marketing links remains vital for the support of income generating small and micro 
enterprises in rural areas.  
 
Employment generation: Given the high capital intensity and low employment elasticity of the hydropower 
sector, the current mainstay of the economy, there is a need to find alternative sources for employment 
generation. Vocational education and training can endow part of the emerging labor force with the 
required skills. Innovative solutions, including support for self-employment and public-private partnerships 
merit further examination.  To minimize migration to the two main urban centers an integrated approach 
comprising public infrastructure development and private sector employment generation in secondary 
towns will be given high priority. 
 
Private sector development: Incentives to boost private sector activity include support to the financial 
sector to rationalize the domestic interest rates and the existing collateral requirements, enhancing 
capacity of the banking system for project appraisal and monitoring, greater coordination among 
Government agencies, and rationalization of the environmental standards to facilitate mineral exports.    
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CAMBODIA 
(Group A) 

 
A. The Development Challenge 
 
Economic Conditions: Cambodia emerged from a civil conflict of more than two decades in the mid-
1990’s. Since then political and economic stability have led to a positive macroeconomic environment, 
including an average annual GDP growth of 6-7% (1993-2002). Per capita GDP by contrast has shown 
little improvement in local currency terms, while expressed in US Dollars, per capita GDP has declined as 
a result of the strong devaluation of the local currency during the troubled 1997-1998 period. Major 
challenges remain, such as the narrow base of economic growth––limited largely to garment and tourism 
subsectors, and insufficient revenue resulting in heavy reliance on official development assistance. 
Inadequate investment is particularly a problem in a post-conflict country requiring a significant social and 
physical rebuilding. ADB and other international donors fill an important role in providing capital for this 
purpose. 
 
Attainment of MDGs: With only little progress made toward the MDGs, attainment of the targets by 2015 
will be difficult. Between 1993 and 1997, poverty incidence has dropped from 39% to 36%; infant mortality 
has declined to 64 per 1,000 from 91 per 1,000 in ten years from 1992; and under-five child mortality 
remains high at 120 of 1,000 live births.  Similarly, maternal mortality has declined from 590 to 437 per 
100,000 live births in five years from 1995 to 2000. However, an encouraging exception is presented by 
achieving universal primary education with the net primary school enrolment rate having increased from 
50% in 1990 to 78% ten years after; girls account now for 32% of this enrolment. and halting the spread 
of HIV/AIDS with rate of HIV/AIDS among adults having declined from 3.7% to 2.7% from 1998 to 2001. 
However, malaria remains a significant health risk. Unsustainable and illegal logging and fishing remains 
a serious environmental problem. In 2000, 26% of the population had access to safe water. 

 
State of Poverty: Despite relative good GDP growth over the last 5 years, poverty, and especially rural 
poverty remains pervasive. Because economic growth base has been narrow, no visible impact has been 
achieved on poverty. Overall, 36% of the population lives below the poverty line, with poverty extending to 
44% of the population in the rural areas 
 
Characteristics of Poverty Conditions: Ninety percent of the poor live in the rural areas. The overall 
poverty incidence in the rural areas is 40-45%, reaching 60% in some provinces around the Tonle Sap. 
The poor experience a high degree of food insecurity, increasing landlessness, reduced access to forest 
and fishery products, and inability to pay for health services. A significant number of people are transient 
moving into and out of poverty as external factors affect their lives. 
 
Root Causes of Poverty: Causes of poverty relate to the high population growth, inadequate market and 
employment opportunities, low educational and skills levels, insecurity and no access to justice for the 
poor, social exclusion, and vulnerability to external shocks.  
 
B. Resource Mobilization-Cooperation with Development Partners 
 
Domestic Savings: Cambodia will remain heavily dependent on official development assistance (ODA) for 
basic investment needs. All public investments are financed through ODA, with domestic revenues used 
for recurrent expenditures. In 1993–2002, net ODA disbursements to Cambodia totaled $4.5 billion, or 
annually about $450 million with 34% from multilateral sources, 58% from bilateral sources, and 8% from 
nongovernment organizations. Grant aid accounted for a high 82% of ODA. External aid corresponds to 
nearly 8% of GDP. External assistance is also instrumental in strengthening domestic institutions and 
policies. 
 
Resource Mobilization: For the period 2003-2005, the National Poverty Reduction Strategy has identified 
that $1.5 billion are needed for implementation of the poverty reduction action plans, of which over $1 
billion has to come from ODA. Many external assistance agencies are active in Cambodia, with the bulk 
of funds coming from the World Bank, Japan, USA, and ADB.  
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ADB’s Partnerships: In order to ensure compatibility of policy advice and the harmonization of 
investments, ADB pays particular attention to close coordination with other donors. Recently, ADB, WB 
and DfID (UK) began working jointly on the respective country strategies. In conjunction with its lending 
program, ADB has actively pursued cofinancing mainly from official sources, particularly with 
concessional loan cofinanciers and bilateral grant cofinancing partners (Japan, France, USA, AusAID, 
Germany, and Sweden) to effectively address the important thematic priorities for poverty reduction. 
ADB’s Cambodia Resident Mission has facilitated and promoted improved aid agency coordination 
through thematic and sectoral working group meetings, including cochairing the working groups on 
Natural Resources and Environment (with FAO), on Infrastructure and Regional Integration (with Japan), 
and on Public Financial Management (with IMF). ADB has a role in education, transport, the financial 
sectors, decentralization, natural resources management, and agriculture development.  

C. Performance-Based Allocation to Cambodia 
 
Country Performance: ADF allocations are triggered by four country-specific performance indicators, 
namely: (i) macroeconomic management; (ii) execution of budget implementation for each of the four 
priority sectors (health, education, agriculture, and rural development); (iii) portfolio management; and (iv) 
reforms in the forestry sector. Macroeconomic stability is a necessary condition for the reform process to 
succeed; budget implementation in the four priority sectors is important for ensuring poverty reduction 
through broad-based capture of benefits from economic growth; portfolio performance monitors the 
efficiency at which funds are being utilized and the ability of the Government to absorb additional funding; 
adoption of the Forestry Law and Community Forestry sub-decree, and rationalization of forest 
concessions is a key to efficient use of forest resources. Performance regarding these triggers has been 
good, with the forest management area presenting an outlier.  
 
D. Strategic Objectives and Use of ADF VIII 
 
ADB’s operations focus on the development of the rural economy, human resources, and the private 
sector. ADB made an important contribution to the post-conflict reconstruction and rehabilitation and 
attention is shifting towards development. In the rural sector, accelerating agriculture sector reforms, 
improved water resources management, and strengthening of environmental management comprise focal 
areas. The objective is to develop the rural economy in a pro-poor and sustainable manner. This is being 
carried out through a combination of program and project loans, and capacity building. In the human 
development, ADB supports improved access to basic education, health care systems, and to clean water 
supply and sanitation with the objective to improve the distributional effects of economic growth. 
Particularly, the sector-wide approach pioneered in the education sector a sector-wide approach was 
successful and resulted in increased access to basic education for the poor. ADB’s support to 
infrastructure rehabilitation, including to transportation network and power supply, and financial sector 
support are supporting the development of an enabling environment for the private sector.  
 
Disbursement Performance: Since operations started in 1993, the disbursement ratio1 has fluctuated 
around 20%, with outliers in 1995 (37%) and 2002 (30%). Disbursements were very low in 1997 due to 
the political unrest at the time. Both contract award and disbursements have been strong in recent years, 
due to active involvement of the Cambodia Resident Mission, close monitoring of follow-up actions 
agreed upon with the Government, and portfolio review missions jointly done with the World Bank. 
 
 
 
 
 
 
 
 

1  Disbursements in a given year as a ratio of total outstanding undisbursed loan amount. 
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Absorptive Capacity: Cambodia’s absorptive capacity has substantially improved over the last ten years. 
Absorptive capacity remains constraint by the limited human resource capacity in the Government, and 
there is a continued reliance on foreign and domestic consultants for most aid-funded activities and a 
need to further develop local level capacity. In terms of debt repayment capacity, Cambodia has been 
negotiating the partial write-off and rescheduling of its old Russian and USA debts. Cambodia’s current 
debt levels are sustainable and repayment is not an issue. Counterpart funds have been provided on 
time. ADB is harmonizing its procedures with the World Bank, while the new CSP is being formulated in 
close cooperation with the World Bank and DfID, which will positively impact on the absorptive capacity.  
 

ADF VIII Program 
 

Objectives/Progress/Risks/ 
Action for Improvement 

Rural Economic Development 
 

● Loan 1862: 

Northwestern Rural Development 

(2001) 

● Loan 1939: Tonle Sap Environmental 
Management (2002) 

● Loan proposed: Northwest Irrigation 
Development Sector (2003) 

● Loan proposed: Agriculture Sector 
Development Program (2003) 

● Loan proposed: Chong Kneas 
Environmental Improvement (2004) 

 

Objectives: Sustainable growth of market-based agriculture, physical 
infrastructure, improving socioeconomic conditions, and enhancing 
rural livelihoods, improving agriculture productivity. 
 
Progress: Building on earlier projects/programs financed under ADF 
VII, further progress is being made in liberalizing agriculture and 
providing rural infrastructure. 
 
Risks: Access to water for agriculture, country-wide need for 
infrastructure, environmental sustainability. 
 
Action for Improvement: Under ADF IX it is proposed to focus rural 
interventions on the Tonle Sap area, and include more projects with 
water management and irrigation development. 
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ADF VIII Program 
 

Objectives/Progress/Risks/ 
Action for Improvement 

Human Resources Development: 
 
● Loan 1864/65: Education Sector 

Development Program (2001) 
● Loan 1940: Health Sector Support 

(2002) 
● Loan 1945: Commune Council 

Development (2002) 
● Loan proposed: Rural Water Supply 

and Sanitation (2004) 
 

Objectives: Increase budget share of education and health, improve 
access of the poor, and especially females, to education and health 
services, promote decentralized public sector management, and 
provide water and sanitation facilities. 
 
Progress: Building on earlier projects under ADF VII, access to basic 
education has greatly improved; quality of health services has 
improved under the pilot contracting-in and contracting-out scheme. 
 
Risks: Capacity in the civil services, capacity at the provincial and 
commune levels, fiscal management 
 
Action for Improvement: Under ADF IX it is proposed to continue 
support for the education sector as a sector-wide approach to further 
improve sector management and decentralization; it is proposed to 
invest in fiscal decentralization and deconcentration in support of 
commune development; and a better focus on health financing issues 
for the poor. 
 

Private Sector Development: 
 
● Loan 1859/1951/proposed: Financial 

Sector Program (cluster, 2001, 2002, 
2004) 

● Loan 1945: GMS Cambodia Road 
Improvement (2002) 

● Loan 1969: GMS Mekong Tourism 
Development (2002) 

● Loan proposed: GMS Power 
Transmission (2003) 

● Loan proposed: SME Development 
Program (2004) 

Objectives: Rehabilitate and develop the physical infrastructure 
necessary for private sector development and establish the financial 
sector on a sound footing to ensure efficient financial intermediation. 
 
Progress: Physical infrastructure financed under ADF VII greatly 
contributed to the restoration of the primary road network, and this 
continues. The first two clusters of the financial sector cluster 
program have been successfully completed.  
 
Risks: Government intervention and involvement in the private sector 
is pervasive, serious constraints in the transport network, high costs 
of electricity, governance issues. 
 
Action for Improvement: Further investments in the road network are 
proposed, streamlining of Government regulations in the private 
sector, further privatization, investments in provincial power supply in 
the Tonle Sap area. 
 

 
 
E. Strategic Objectives and Use of ADF IX 
 
Subject to further development of the CSP together with the World Bank and DfID, the program under 
ADF IX will provide an improved and coherent focus on poverty reduction. The use of ADF IX resources 
will be anchored in the Government’s National Poverty Reduction Strategy of December 2002. The 
strategy is expected to have three focal areas:  
 

• Broad-based Economic Growth. Sustainable poverty reduction is to be achieved on the 
foundation of broad economic growth. The CSP will provide key building blocks to achieve this in 
the medium to long term. This part of the strategy will focus on Financial sector development, 
Small and medium enterprises, Education, (particularly primary education), Agricultural 
productivity and competitiveness, Infrastructure, particularly transport and small-scale irrigation; 
and linkage to the GMS program. This part of the strategy will be implemented nation-wide. 

• Improved and Equitable Access. In the short to medium term, the poor will be targeted to gain 
and maintain improved access to land, natural resources, health services and rural roads. This 
part of the strategy will focus on ensuring that the land titling process is accelerated, instances of 
land grabbing are reduced, and social concessions are granted; ensuring that the rural poor have 



Appendix 5 108  

equitable access to fisheries and forest resources in such a manner that the resources are 
utilized in a sustainable manner; ensuring that the poor have access to affordable basic health 
care so they are less in danger of losing their livelihoods or lands due to illness; and construction 
of rural roads to reduce physical isolation and ensure access to education, health, economic 
activities and markets. The impact of this type of assistance is greatest if it is focused on a limited 
geographical area, with tangible results to be achieved during the implementation period. The 
area selected for geographical focus is the Tonle Sap Biosphere Reserve Region.  

 
F. Gender Development: 
 
 Poverty cannot be reduced successfully unless policies and programs address gender disparities 

and achieve gender equality. Considerable gender gaps remain in access to health services, 
education opportunities, paid employment, and productive resources and services.  Women and 
girls do not always enjoy full legal protection and are often unaware of their rights under law. Very 
few women occupy decision-making positions, both in the public service and private sector. The 
Government is committed to addressing gender imbalances, which is reflected in SEDP-ii2 and 
NPRS. In particular, the NPRS Action Plan includes a number of gender-specific indicators and 
targets to monitor the progress of strategic objectives in the above areas. It is proposed that 
Gender will be the main thematic focus of the strategy, building on the experience and successes 
obtained in the past. 

 
• Implementation. Under the general banner of governance, special attention will be paid to the 

effective implementation of the Government’s and donors’ programs and projects to ensure that 
they achieve their stated objectives. The focus will be on Public Financial Management, including 
pro-poor and gender-responsive public expenditures, auditing, budgeting, and fiscal 
decentralization; Public Sector Management, including improved service delivery through 
deconcentration and decentralization; A better understanding and systematic monitoring of the 
realities of policy formulation, policy implementation, and financial control in order to better inform 
project formulation and project implementation; and Effective systems and targeted actions to 
lessen the incidence of corruption.  

 
 

2  Second Social Economic Development Plan. 
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THE COOK ISLANDS 
(Group B1) 

  
A. The Development Challenge 
 
Economic Conditions: The 15 islands and atolls of the Cook Islands have a land area of 240 km2 in an 
exclusive economic zone of nearly 2 million km2 in the southern Pacific Ocean. The population of the 
Cook Islands has steadily declined from around 19,000 in 1996 to around 14,500 in 2001. The migration 
is patterned from outer islands to the main island of Rarotonga and henceforth to New Zealand. The Cook 
Islands has been a self-governing nation in free association with New Zealand since 1965, with Cook 
Islanders enjoying New Zealand citizenship and unrestricted access to reside, work and draw social 
benefits in New Zealand (and by extension in Australia). This association has profound implications on 
most economic management policy choices facing the country. The Cook Islands has been among the 
best performing Pacific economies over the period 1982–2000 with an annual real growth of 2.8%. 
Although economic growth slowed in the past 2 years due to international events, tourist arrivals, the key 
driver of growth, have picked up since 2002. Fiscal discipline, improved as a result of the reforms 
implemented in 1996 has improved public sector finances. However, fiscal sustainability remains fragile 
with public debt amounting to 67.7% of GDP in 2002 (fiscal year), the economy being small, vulnerable 
and heavily reliant on tourism. Threats to sustained economic growth include an emerging labor shortage, 
vulnerability to balance of payments problems, environmental sustainability, and emerging infrastructure 
constraints and weak policy, planning and project preparation capacity.   
 
Attainment of MDGs: The Cook Islands has achieved several health and education targets specified in 
the MDGs: universal primary education, low and decreasing child and maternity mortality rates, and 
access to safe drinking water to most residents. However, these achievements need to be closely 
monitored as declining per capita spending on health and education in recent years may undermine the 
progress already made. Another challenge is to maintain basic health and education services on the outer 
islands given the declining population and the loss of skills. The Government is committed to a national 
strategy that ensures public expenditure in the education, health and environment areas . Several 
development partners focus their assistance program on reducing poverty on outer islands through 
specific projects to maintain and improve health, education facilities and public utilities such as water, 
electricity wharf and airstrips.  
 
Extent of Poverty: Cook Islands has no hunger or poverty–defined as living with less than $1 per day.  No 
poverty indicators (prevalence, depth or inequality measures) are available). In common with other Pacific 
countries, poverty relates to lack of cash income and inadequate access to basic services, health, 
education, and potable water in outer islands.        
 
Characteristics of Poverty Conditions: Significant discrepancies define Rarotonga from outer islands: 
GDP per capita in the outer islands of NZ$2,600 is significantly lower than the national average of 
NZ$7,850. Labor shortage is a key feature on the two main tourist destinations of Rarotonga and Aitutaki. 
Inadequate employment opportunities contribute to the significant migration from outer-islands. Apart 
from two islands that have significant tourism and pearl farming projects, public service employment and 
welfare receipts constitute the main source of cash income in the outer islands. Significant resources 
have been devoted to outer islands in recent years by the government and the major bilateral donors. 
Opportunities for private business are limited and vary from island to island. NZAID has been assisting in 
this area for the last few years very adequately.  
 
Root Causes of Poverty: Lack of income opportunities in the outer islands and declining quality of basic 
social services lead to poverty, particularly among the elderly dependent on welfare benefits or those with 
low education and skill level. 
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B. Resource Mobilization – Cooperative Arrangement with Development Partners 
 
Domestic Savings: The ADB supported reform of 1996 resulted in an improvement of the country’s 
economic performance: a deposit growth supporting the domestic credit expansion in addition to the turn 
around in the financial position of the government from being a net debtor to a net creditor in 2000. This 
situation has continued in recent years. Bank lending shows that the major proportion of credit is 
allocated to consumer loans and the tourism sector. Major capital expenditure by public enterprises since 
2000 has been through domestic credit. 
    
Resource Mobilization: ADB’s strategy complements assistance from other external development 
partners. Other development partners focus on outer island development and maintaining the achieved 
MDG targets in health and education. Macroeconomic stabilization and an effective and efficient public 
sector provide an environment that is conducive to economic growth through a competitive and thriving 
private sector. The open access to New Zealand and Australia has induced the labor shortage that is a 
constraint to private sector growth, in particular tourism, and the provision of public services on outer 
islands. This poses some important economic and social policy issues that the Government needs to 
resolve to maintain social coherence and a competitive and thriving economy underpinned by private 
sector businesses.  
 
C. Performance Based Allocation to the Cook Islands 
 
Country Performance: The agreed performance triggers cover macroeconomic management, further 
structural reform of public enterprises and environmental protection. Cook Islands has  improved its fiscal 
position since the economic reform of 1995–1996. Further reform of public enterprises may encounter 
some resistance as it will reduce opportunity for political patronage and implement more commercial 
arrangements in public utilities management.  
 
D. Strategic Objectives and Use of ADF VIII        
 
ADB’s country strategy focuses on building sustainable capacity for sound economic and public sector 
management, including environmental protection and sustainability, and improving urban infrastructure to 
meet the needs of citizens and growing private businesses. With ADB’s lending to the Cook Islands being 
small and infrequent––$3 million every three years, ADB concentrates on policy dialogue on public 
expenditure efficiency and the MDGs. The principal objective of the Waste Management Project Loan1 
facilitates sustainable and appropriate waste management practices in Rarotonga and Aitutaki. The 
number of tourist arrivals and hence accommodation, on the two islands, Aitutaki in particular, has 
increased significantly in recent years putting pressure on solid waste disposal management. The project 
is contributing to the longer-term goals of safeguarding public health and the environment, supporting 
private sector participation in waste management, and increasing public awareness of responsible waste 
management practices.  
 
A loan of $3 million was proposed for 2004 to assist in the establishment of a trust fund to facilitate outer 
islands development projects. However, the loan preparation was discontinued as the preparatory study 
indicated that the key constraint to outer island development was the limited absorptive capacity of island 
administration staff, and inadequate coordination and extension services from various line ministries, 
rather than availability of funds. Account is  also taken of the significant assistance from grant assistance, 
including from AusAID, NZAID and UNDP relative to the size of the population living on outer islands.  
 
Disbursement Performance: The reduction in lending and disbursements since the fiscal crisis in 1995-
1996 reflected the financial discipline recommended under the Economic Reform Program to ensure 
macroeconomic stability necessary to restore confidence in the Cook Islands economy. Disbursement 
and availability of counterpart funding are satisfactory.  
 

1  ADB. 2001. Report and Recommendation of the President to the Board of Directors on the Proposed Loan to the 
Government of Cook Islands for the Waste Management Project. Manila.  

                                                



Appendix 5 111  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Absorptive Capacity:  ADB’s assistance level accounts for the absorptive capacity of the executing 
agencies accountable for implementation: the Ministry of Works is accumulating good experience 
implementing the Waste Management Project loan in 2003 and has capacity to implement continuing 
assistance in addition to its responsibility for public infrastructure projects on outer islands funded by 
other external development agencies.  However absorptive capacity of outer island councils (in terms of 
policy and implementation skills) is an issue that needs to be addressed through better support and 
coordination by various national level agencies. This has been recognized by the Government and 
assistance is being provided by NZAID.   
 

ADF VIII Program 
 

Objectives/Progress/Constraints/ 
Actions to Improve Implementation 

 
• Loan1832-COO(SF): Waste Management 

Project   
 
• TA 3795: Preparing Outer Islands 

Development Project (associated with a proposed 
loan for 2003 which was cancelled in September 
2003 due mainly to inadequate absorptive capacity 
on outer islands) 

 
• TA 3815: Improving Corporate Management in 

Government Services 
 
• Proposed TA 33375: Capacity Building in 

Environmental Monitoring, Regulation and 
Community Participation (2004) 

 
• Proposed TA 37239: Strengthening Economic 

and Development Planning Capacity (2004) 

 
Objectives: To create an enabling policy framework to 
improve government service delivery, enhance 
environmental safeguards and better infrastructure and 
public utility management to support private sector led 
economic growth.    
 
Progress: The project under loan 1832 is being 
implemented eight months behind the original schedule. 
Demonstrable improvement in the preparation of the 
2003/04 budget with clear linkages between 
departmental objectives and outputs, and budget 
appropriations. The latter two TAs are yet to be 
implemented. 
 
Constraints: Legislative and institutional constraints 
have delayed the implementation of the TA on 
environmental monitoring capacity building and the 
waste management project. Enactment of the 
Environmental Bill is expected in November 2003. The 
Government has taken action to address institutional 
impediment to the waste management project. 
 
Actions for Improvement: Assistance is being provided 
to improve the Government’s strategic planning 
capacity to ensure WSSD (World Summit on 
Sustainable Development)/  MDG objectives and other 
priorities are reflected in the annual resource allocation 
decisions and process.   
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E. Strategic Objectives and Proposed Use of ADF IX     
  
ADB will continue its focus on (i) improving public sector management to ensure that public services be 
delivered more efficiently to the areas with the greatest needs and (ii) enhancing the business 
environment through more effective regulations to enable private businesses continue the economic 
growth of recent years. Technical assistance in 2005, with a possible loan in 2006, will seek to further 
strengthen physical infrastructure and introduce commercial arrangements in water and sanitation 
management to response to the demand of the community and a growing tourist industry on the two main 
islands. In addition, a review of state owned enterprises planned will pursue introduction of competition to 
public sector monopolies and improve productivity. Improved efficiency and effectiveness of public 
services to outer islands will help improve the quality of life through better access to health, education, 
water, electricity and transport while leaving business development to the private sector. 
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INDONESIA  
(Group B2) 

 
A. The Development Challenge 
 
Economic Conditions: Indonesia is a vast archipelagic country of over 17,000 islands and a population 
exceeding 212 million. Extensive coal and other mineral deposits support extractive industries and overall 
Indonesian development. The country is Asia’s second-largest oil-producer and the world’s largest 
liquefied natural gas exporter. However, given its diverse geography, Indonesia is economically 
fragmented without adequate transport and communications links. The Asian crisis of 1997 had serious 
repercussions on the economy, with the per capita nominal GDP declining sharply from above $1,000 in 
1995 to less than $500 in 1998. In addition, its large external debt–69% of GDP in 2002–and repayment 
obligations place a major stress on the economy. 
 
The economy grew 3.7% in 2002 and is projected to grow 3.4% in 2003. Despite difficulties, the 
Government has continued fiscal consolidation, brought inflation under control, and stabilized the 
currency. The burden of public debt has eased owing to lower interest rates. The country has also 
experienced a period of relative political stability. These achievements have been favorably noted by 
external credit rating agencies that recently upgraded their sovereign ratings of Indonesia.1 However, 
exacerbating growth and poverty reduction are geographical fragmentation, inefficient and underfunded 
transport and communications systems needing restructuring and investment, continuing security 
concerns, slow progress in legal and judicial reform, a rigid labor market, and insufficient tax incentives. 
Further, while there are significant economic opportunities, investor confidence has been low 
continuously for several years. Consequently, the economy suffers from increased unemployment and 
persistence of high poverty. The ongoing decentralization initiatives are yet to result in tangible 
improvement in the quality of public services. 
 
In terms of economic opportunities, while real wages have increased in the formal sector, they have been 
slow to adjust in the informal sector, particularly in the agriculture sector, which has performed as 
Indonesia’s employment “safety net” in difficult times. As a consequence, rural poverty has been 
pervasive. A coordinated approach is critical to upgrade the quality of social and physical infrastructure to 
help enhance the productivity of the poor in the informal sector, which in turn will lead to higher wages 
and improvements in their economic conditions and livelihood. 
 
Attainment of MDGs: Indonesia’s progress towards the MDGs is mixed with good performance in non-
income areas such as education, and relatively slow progress in environment and gender equality. 
Although the economic crisis had a major adverse impact on poverty and the economy has been slow to 
recover, overall poverty incidence is close to pre-crisis levels. While there is progress on education, 
decentralization has transferred responsibility in this area to regional governments. Consequently, 
sustainability and quality of service have become concerns. Gender imbalance in employment and 
empowerment exists, despite education indicators being generally gender neutral. Significant progress 
has occurred in infant and under-5 mortality rates since 1990s. Reported HIV/AIDS prevalence remains 
relatively low in comparison with the neighboring countries. Malaria, however, is endemic in most rural 
areas and is being reported in places where it was earlier unknown. Tuberculosis tops the list of 
communicable diseases and is the cause of death of most adults after cardiovascular diseases. Many 
environmental indicators show significant deterioration. While sanitation and water supply have shown 
progress, concerted efforts by regional governments will be necessary to achieve MDG targets by 2015. 
Overall, concerns regarding governance and capacity will need to be discussed in the context of 
decentralization. 
 
Extent of Poverty: The incidence of poverty surged at 24% in early 1999 due to spiraling inflation in food 
prices, particularly rice prices. However, a period of low inflation followed which brought poverty back by 

1  In September 2003, Moody’s Investor Services upgraded its sovereign rating for Indonesia from B2 to B3, citing the 
country’s improving external financing position, public debt and currency stability, and Government’s commitment 
to reduce the budget deficit. Standard & Poor had earlier revised its rating upwards.  
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2002 to near pre-crisis levels of 14.4% in urban areas and 21.1% in rural areas, or 18.2% overall. The 
crisis demonstrated the vulnerability of a large segment of the population just above the poverty line to 
inflationary shocks, and the low growth period that followed the crisis has provided little opportunity for 
further inroads into poverty reduction. 
 
Characteristics of Poverty Conditions: While income poverty has been persistent, some improvements 
have been registered in the access to basic services, such as education and sanitation. Other social 
indicators such as infant and maternal mortality had been particularly sticky even before the crisis, and 
will require concerted additional efforts aimed at progress. The incidence of poverty varies widely both 
within and across regions, and the poor tend to live in heterogeneous conditions, necessitating some 
elements of targeting in all poverty reduction interventions. Poverty incidence is concentrated, with 57% 
of the poor living in Java and Bali, while 66% of the poor live in rural areas.  
 
Root Causes of Poverty: The performance of the agricultural sector greatly influences welfare through 
agricultural wages and rural poverty incidence. In urban areas, lack of investments has dampened new 
job creation and industrial sector sustainability for many years, resulting in high unemployment. Over the 
medium to long term, it is essential that education and health investments be increased to sustain human 
resource development.  
 
B. Resource Mobilization–Cooperation with Development Partners 
 
Domestic Savings: Gross domestic savings have declined since 1997 from about of 32% to 21% of GDP 
in 2002. Gross domestic investment has declined from about the same level to 14% in 2002. Major fiscal 
challenges continue to exist on both fiscal revenue and expenditure sides. Revenues have stagnated at 
around 18% of GDP. There has been a progressive reduction in the fiscal deficit from 4.8% of GDP in 
2000 to the planned 1.8% level in 2003 with the actual deficit in 2002, at 1.6% of GDP, a full 1% lower 
than the target. Domestic financing of the deficit has gradually declined from 2.5% of GDP in 1999 to 
1.2% of GDP in 2003. Over the last 3 years, the share of foreign financing has increased from 0.3% in 
2001 to 0.6% of GDP as targeted for 2003. While debt service payment as a ratio of GDP has shrunk as a 
result of lower interest rates and inflation, the absolute size of the external and domestic public sector 
debts is unlikely to decline over the reminder of the decade.  
 
Resource Mobilization: External assistance for Indonesia is mobilized through a consultative group for 
Indonesia  (CGI) that meets annually. The 12th annual CGI meeting (January 2003) emphasized the need 
for sustained efforts to improve the investment climate through a focus on macroeconomic and 
governance issues. The meeting pledged $2.7 billion to support investments and reforms. The Interim 
CGI (June 2003) reiterated these concerns and stressed the need for deeper legal and judicial reforms. 
The declining trend in donors’ pledges to Indonesia since the crisis is partly due to the desire to reduce 
debt, higher than expected oil revenues which have reduced the need for balance-of-payments support, 
and also due to the changing structural conditions. The large public sector debt has constrained 
borrowings and decentralization has shifted some public sector responsibilities to local governments. The 
World Bank, JBIC, and ADB contribute roughly 90% of total development assistance. With its decision to 
exit from the IMF Program with effect from 1 January 2004, Indonesia has indicated that it will likely rely 
on ADB and World Bank for support to structural reforms. In addition, as Indonesian debt is still below 
investment grade, the scope for external debt financing is limited. 
 
ADB’s Partnerships: Coordination with multilateral agencies has been critical in meeting ADB’s strategic 
objectives in Indonesia. This coordination became particularly strong during the implementation of the 
IMF-World Bank-ADB assisted economic recovery program following the onset of the crisis. ADB staff has 
participated in IMF missions to strengthen the design of structural adjustment programs. ADB’s CSP has 
been fully coordinated with the World Bank’s country assistance strategy. ADB is also an active 
participant in the ongoing preparation of the Poverty Reduction Strategy Paper. JBIC, World Bank and 
ADB have closely coordinated their respective support in power sector reforms. Coordination with the UN 
agencies has been significantly strengthened. Bilateral agencies are regularly consulted with, and they 
provide valuable inputs to ADB’s country operations, besides expressing interest in cofinancing ADB’s 
programs. ADB is chairing working groups on basic education and aid effectiveness under CGI. With 
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regard to programming investments in physical infrastructure, the small number of active funding 
agencies and keen government interest allows for coordination project by project. In the social sectors, 
the needs are so great and assistance so large that geographic focus has been employed to ensure that 
efforts are not duplicated and that the country is well covered. In some areas, a sub-sector level division 
of labor is adopted. For instance, ADB focuses on corporate and financial governance in the financial 
sector, while other agencies focus on banking sector restructuring. The location of the country offices of 
the various funding agencies in Jakarta allows for regular consultations, sharing of information and 
coordination. 
 
C.  Performance-Based Allocation to Indonesia 
 
Country Performance: Indonesia’s performance under the performance-based allocation system (PBA) 
has been satisfactory. A key trigger aims to achieve satisfactory progress in poverty reduction. This is 
being assessed through agreed monitoring arrangements. A review conducted as part of the 2003 
Country Strategy and Program Update (CSPU) preparatory process highlighted a number of positive 
developments, including: (i) steady improvement in the incidence of poverty, declining from the peak of 
23.5% after the crisis in 1997 to 18.2% in 2002; (ii) special budgetary appropriations to support capital 
spending in poor regions; (iii) prudent macroeconomic management, reducing the economy’s vulnerability 
to shocks; and (iv) growing civil society participation. Another key trigger under the PBA was timely 
submission of audited financial statements for ADB projects. Sound progress has been achieved with 
96% compliance on a timely basis and a full compliance with a short delay for 2001 accounts. Full 
compliance was achieved for the 2002 audited accounts. The third trigger pertained to the release of the 
pending program-loan tranches. Progress is being made in this area, particularly with regard to 
amendments to financial and enterprise sector legislation and privatization of state-owned enterprises, 
reinforced by the Government’s recent adoption of a wide-ranging post-IMF reform program. 
 
Under the 1998 Graduation Policy, Indonesia was classified as a group-B2 country, eligible for limited 
amounts of ADF resources, but placed on the watch list for graduation from ADF. However, Indonesia’s 
GDP level fell sharply as a result of the Asian crisis, and full recovery is yet to be attained in real terms. 
Consequently, limited access to ADF has been continued during the ADF VIII period (until 2004). 
According to the World Bank database, the 2002 per capita gross national income in Indonesia, using the 
Atlas method, is $710, still much below the ADF cut-off of $1,017 in 1997 prices. It is noted that the World 
Bank is continuing to provide access to IDA resources to Indonesia and seeking to enlarge them, with 
annual lending over 2004-07 anticipated to be in the range of $230 million to $265 million. 
 
D. Strategic Objectives and Use of ADF VIII 
 
A two-pronged strategy has been adopted for the use of ADF VIII resources in Indonesia: First, given the 
large needs, the ADF resources have been directed to sectors have a maximum impact on poverty 
reduction. Second, the operational thrust has been to help in achieving progress towards the non-income 
MDGs, particularly at the regional level. ADF VIII projects employ a geographical focus in meeting the 
needs of the poor. The spatial distribution of the poor and the differential regional poverty profiles are key 
considerations in the design of the overall country assistance plan as well as specific projects. As a 
consequence, the CSP has adopted the following approach: (i) a multi-sector focus–broader assistance 
programs for provinces with medium to high poverty incidence and low resource base, (ii) a human 
development focus–for financially better off provinces with medium-high poverty incidence and low-
medium human capital base, that can utilize their own resources for infrastructure development and 
allocate ADF towards human development; and (iii) selective antipoverty focus–TA loans directed for 
better off provinces with medium-high poverty incidence and a high human capital base, to help remove 
key policy and institutional bottlenecks to development.  
 
In operational terms, ADF VIII resources are being used to (i) build capacity for decentralization; (ii) 
support urgently needed basic services such as education, health and shelter in the new decentralized 
environment; (iii) support rural development through rural infrastructure, microfinance and augmenting 
sustainable livelihoods for farmers; and (iv) rehabilitate degraded land and saving coral reefs for 
achieving sustainable development.   
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 Pro-poor growth and poverty reduction: The ADB’s forward program aims to create an 

environment for pro-poor growth and eradication of poverty that in turn support MDG attainment. 
The policy and institutional support will focus on strengthening the capacity of the local 
governments to deliver services; improving the legal and regulatory frameworks for basic 
services; revamping the incentive structure that constrains investment in services; strengthening 
the financial management practices that undermine sustainability of service provision; 
empowering the central government to facilitate service provision by local governments with 
support on policy formulation, capacity building,  and enforcement of minimum service standards. 

 
 Decentralized basic services: The program is focusing on provision of decentralized education, 

strengthening the delivery of health services that are essential for reduction of malnutrition, 
maternal and under-five mortality, HIV/AIDS, malaria and tuberculosis. Health expenditures 
represent only 1.6% of GDP in Indonesia compared with an average of 4.5% for low-income 
countries. ADB’s policy dialogue emphasizes the need to substantially increase health sector 
outlays at all levels. ADF VIII assigns a high priority to social infrastructure, particularly water 
supply and sanitation. A proposed shelter sector project will address poverty reduction by 
providing housing and other assets to the poor in selected areas of the country.  

 
Disbursement Performance: In general, although still under-performing, the health of the Indonesian 
portfolio is comparable to that of ADB-wide portfolio on several indicators. As of December 2002, 62.5% 
of the total funds available from ongoing projects had been disbursed in Indonesia. The disbursement 
ratio, measuring total disbursements during 2002 over the undisbursed net loan balance at the beginning 
of 2002, stood at 29.9% for Indonesia, in comparison with an ADB-wide ratio of 22.2%. Of the 55 ongoing 
projects, 42 had satisfactory performance ratings as of end May 2003, reflecting a significant 
improvement since June 2001 when 46.2% of the projects were considered to be at risk. During 2001-03, 
23 less than satisfactorily performing loans were partly or fully canceled. Disbursements in ADF-
supported projects have been satisfactory in Indonesia, as reflected in the close matching between 
annual lending and disbursements in the 1990s. As of 30 September 2003, $566 million is available 
under ongoing loans, of which $106 million have been disbursed on a cumulative basis. However, a 
significant portion of these loans, in the amount of $434 million, was approved since 2000. While these 
loans are in their initial stages of implementation, the recent trend in disbursements is also reflective of 
greater efforts being devoted by the Government as well as ADB in ensuring sound financial 
management in projects. Disbursements of loans supported through OCR resources have also performed 
in a satisfactorily, barring implementation delays in some cases. The ongoing dialogue with the 
Government has stressed the need for expediting loan effectiveness, provision of adequate counterpart 
funding, and adopting a well-coordinated approach to comply with program-loan conditions. Continuous 
efforts are being made to further improve the overall performance of the portfolio. 
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Absorptive Capacity: Given the challenging development needs and the diverse geography, Indonesia will 
be in need of continued access to ADF resources to support its poverty alleviation and human 
development objectives. While there have been concerns on slower implementation progress of some of 
the current loans, the country’s ambitious decentralization initiatives and the large financing needs 
stemming from the exit from the IMF Program are likely to require significant resources. However, the 
speed with which broader political and economic reforms have been adopted since 1998, combined with 
the diversity within the country, do present significant challenges in terms of absorptive capacity. As the 
capacity of the central Government is strengthened on country-wide policy formulation and that of local 
governments is enhanced in the areas of strategic planning and project implementation and as issues 
relating to the on-lending of external assistance to local governments are effectively resolved, the 
absorptive capacity will gradually improve over the near term. 
 

 



Appendix 5 118  

Box: Support for the Ongoing Decentralization Reforms in Indonesia 
 
Indonesia is undergoing significant political and economic change. The ultimate goals for the transition to democracy 
and a market economy stand in sharp contrast to the country’s centralist and authoritarian past. The ongoing 
decentralization process represents an attempt at substantial governance reform, illustrating the magnitude of current 
change. Administrative, fiscal, and service delivery responsibilities have been shifted from central Government to 
regional governments and most administrative functions and service delivery are now the responsibility of district 
governments. Decentralization has clearly moved decision-making and resource management closer to the ultimate 
stakeholders. However, district governments have little experience in many decentralized functions and the capacity 
to provide good and effective governance is insufficient in many cases. 
 
ADB approved Loan 1964: Sustainable Capacity Building for Decentralization (SCBD) project in December 2002 in 
the amount of $42.2 million, with $8.5 million provided in cofinancing supported provided by the Government of the 
Netherlands. The Project supports regional governments to improve their capacities by helping them develop 
effective strategies for capacity building and by providing adequate resources to implement them. An approach 
based on the development of capacity-building action plans (CB-APs), and their implementation through a set of 
domestic capacity-building service providers supervised by a National Capacity-Building Review Board and managed 
through a system of regional boards has been adopted. The Project has the following main components: (i) CB-AP 
development and implementation; (ii) capacity building of service providers; and (iii) information and communications 
technology (ICT)-supported coordination, management, and standard setting. The CB-APs will focus on gender 
mainstreaming at local levels in all aspects of development.  The Project will develop institutional capacity for 38–40 
regional governments within the geographic focus area of ADB, to increase their operational capability with regard to: 
(i) the efficient delivery of public services in accordance with minimum service standards, (ii) the maintenance of 
essential public facilities, (iii) the promotion of equitable economic development, and (iv) the management of poverty 
reduction programs. 
 
The Project will directly benefit the participating regional governments and, through their improved efficiencies in 
service delivery, the populations served by these governments. The Project will also help develop the capacities of 
domestic capacity-building service providers, both in the government and non-government sectors; and improve the 
capacities of central government agencies such as Ministry of Home Affairs and the Institute of Public Administration 
to better coordinate the capacity-building activities of regional governments. It is expected that the sustainability 
elements developed by the Project, and the experience gained and lessons learned from it, will help replicate the 
project model in other regional governments. 
 
Building on these operations, ADB plans to support local government reforms both at the fiscal and financial 
management levels.  Supporting these reforms, ADB plans to provide more integrated capacity building support at 
the local level.   These efforts together are helping Indonesia to tackle the difficult process of transition to 
decentralization and are helping reinforce the sector operations that also are dealing with the complexities of 
decentralization. 
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ADF VIII Program 
 

Objectives / Progress / Constraints/ 
Actions to Improve Implementation 

Governance: 
Loan 1964-INO: Sustainable 

Capacity Building for 
Decentralization 

 
 

Objectives: To develop institutional capacity for 38 to 40 regional governments 
within the geographic focus area of ADB, to increase their operational 
capability with regard to: (i) the efficient delivery of public services in 
accordance with minimum service standards, (ii) the maintenance of essential 
public facilities, (iii) the promotion of equitable economic development, and (iv) 
the management of poverty reduction programs. 
. 
Progress: Some of the participating regional governments at the district level 
have made sound progress in preparing their capacity-building action plans. 
The international consultants selected for the project have significant prior 
experience in Indonesia and good working relationship with key Government 
counterparts. Field teams are being recruited to provide local level capacity 
building support. Local level service providers have expressed keen interest in 
participating in the project, demonstrating good potential at the decentralized 
tiers. 
 
Risks: Significant commitment is needed at the local government levels to fully 
utilize the capacity-building support. Any revisions to laws pertaining to 
decentralization (e.g. Law 22 of 1999) may affect the incentive structures. 
 
Actions for Improvement: To achieve sustained progress, greater coordination 
within the central Government and between the central Government and local 
governments will be needed. The implementation of the project by the 
Indonesia Resident Mission facilitates continuous policy dialogue. A key aim of 
the discussions is to ensure that the local governments allocate counterpart 
resources, as a sign of commitment, and that they internalize the support 
provided to ensure sustainability. 
 

Human Development:  
Loan 1863-INO: Decentralized 

Basic Education Project 

Objective: To achieve universal nine-year basic education that serves the 
needs of the poor and marginalized people and is responsive to local needs. 
 
Progress: Satisfactory progress is being achieved under all 3 components of 
the project: school-based management teams have been established in 
selected project districts; strong commitment has been shown by the districts 
participating in the decentralized basic education management component; 
targeting of the beneficiary schools is underway to achieve the project 
objective of improving poor children’s participation in nine-year basic 
education in the selected districts. The project scope covers 3 provinces, 
namely Bali, Jakarta and Nusa Tenggara. At present, 783 schools are being 
assisted and the Bali component has been accelerated to address the 
negative impact on the poorer community of the October 2002 terrorist 
attacks. 
 
Risks: Any revisions to laws pertaining to decentralization may affect sector 
level initiatives.  
 
Actions for Improvement: The process of targeting the beneficiary schools will 
be closely monitored. The new education law that is being proposed will also 
need close monitoring. 
 

Loan 1810-INO: Decentralized 
Health Services Project 

Objective: To improve the health status of the population in all districts of the 
Project area by improving access, delivery and quality of health and family 
planning services, with special attention to the poor and vulnerable groups. 
 
Progress: All sub-components of the project are being implemented in a 
satisfactory manner. All districts and provinces covered under the project have 
prepared their strategic plans.  
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ADF VIII Program 
 

Objectives / Progress / Constraints/ 
Actions to Improve Implementation 

Risks: The project demands intensive support and monitoring, with frequent 
field visits to districts and provinces. Recent travel bans have slowed down 
such monitoring.  
 
Actions for Improvement: Concrete project-related options are being discussed 
with the Government to move forward on the Aceh peace process. On 24 
October 2003, ADB approved a small scale TA to help in the implementation 
of the project in light of the new government regulations stemming from 
KepMen 35 (the central Government’s decree on implementing 
decentralization). 
 

Pro-Poor Growth: 
Loan 1765-INO: Community 

Empowerment for Rural 
Development 

Objective: To increase the real incomes of the rural poor, through empowering 
the rural communities in 11 districts in Kalimantan and Sulawesi provinces. 
 
Progress: Capacity building of rural communities for community-based 
planning is underway. Formation and training of community-based savings 
and loan organizations to support village enterprise investments are in 
progress.  Part of the village-level infrastructure in the participating districts 
has been rehabilitated using existing community groups. 
 
Risks: Timely and adequate provision of counterpart funds.  
 
Actions for Improvement: Project implementation units at the district level need 
to be continually strengthened. Discussion is underway to ensure that the 
Government allocates adequate resources, as envisaged under the project 
annual work plan, at the beginning of the fiscal year. 
 

Loan 1770-INO: Marine and 
Costal Resources 
Management Project 

Objective: The project aims to achieve sustainable development and 
management of Indonesia’s marine and costal resources and bio-diversity, 
and protection of environment in a decentralized framework through 
maintenance of productive ecological and socio-economic functions. 
 
Progress: The Government has provided adequate counterpart funds in 2003. 
Satisfactory progress has been achieved in all components of the project, 
although delays in the recruitment of consultants and the changes stemming 
from the adoption of KepMen 35 have in turn delayed project implementation 
 
Risks: Changes in financial arrangements on loan disbursement to local 
governments.  
 
Actions for Improvement: Project implementation units at the local levels need 
to be continually strengthened. The remaining contractual packages for 
consulting services will be finalized shortly. 
 

Loan 1909-INO: Poor Farmer’s 
Income Improvement 
through Innovation 

Objective: The project aims to: (i) improve the targeting of village-level public 
investments to location-specific needs of agricultural and rural development; 
(ii) increase access of poor farmers to information; and (iii) reorient agriculture 
research to marginal rainfed areas. 
 
Progress: The loan was made effective in July 2003. There is significant 
interest and keen commitment from the participating rural communities. 
 
Risks: The implications of KepMen 35 need to be sorted out between the 
central and participating local governments. 
 
Actions for Improvement: Project implementation will be initiated shortly. 
 

Loan 1962-INO: Coral Reef 
Rehabilitation and 
Management II 

Objective: The project aims to: (i) enhance the national and local capacity to 
manage the country’s coral reef resources; and (ii) rehabilitate and effectively 
manage priority coral reef ecosystems, thereby helping raise income levels 
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ADF VIII Program 
 

Objectives / Progress / Constraints/ 
Actions to Improve Implementation 

and improving living standards among poor coastal communities. 
 
Progress: The district-level coordinating committees are being established.  
 
Risks: Loan effectivity should not be delayed. 
 
Actions for Improvement: Efforts are underway to make the loan effective. 
 

 
E. Strategic Objectives and Use of ADF IX 
 
ADB will continue to focus its concessional ADF resources on poverty reduction, human development, 
good governance, sustainable management of environmental and natural resources, and economic 
growth. This will be done in a manner to support the ongoing decentralization process and address 
regional disparities in the level of development across the provinces. Support for economic growth will be 
designed to have direct impacts on the well being of the poor. During ADF IX, ADB will promote 
investments in human development, social and physical infrastructure and encourage private sector 
development. Improving financial and corporate governance will continue to be key aspects of ADB’s 
operational program. ADB’s poverty reduction strategy in Indonesia will be aligned with the PRSP and it 
will aim at a three-pronged response: (i) sound macroeconomic management and financial sector reforms 
to support economic stability; (ii) reduction in inflation and price stability, particularly the price of basic 
food commodities; and (iii) reduction in the large number of people just above the poverty line needing 
social protection and jobs. ADB will increase effectiveness of its program by sharpening its geographic 
focus, supporting decentralization and identifying local development partners that prioritize good 
governance and poverty reduction as primary outcomes. 

 
Economic Growth: Slowing public and private investment has reduced growth performance and 
weakened the potential for growth. Private sector development can be nurtured by a well-designed 
Investment Law. The Government also needs to focus on strengthening the financial sector, meeting 
infrastructure needs, and encouraging more competitive markets, especially through legal and judicial 
reforms. Clear policies are needed to accelerate the restructuring of state-owned enterprises and 
encourage the development of small and medium enterprises. These will be addressed by ADB during 
the ADF IX period. 
 
Human Development: Effective investment in human capital, through health and education, is critical to 
ensure sustained poverty reduction. Not all have benefited equally in the growth process, especially 
women and those inhabiting the far-flung islands. The low quality of education, poor maternal health, and 
deficient diet of the poor and near-poor are national concerns. Malaria and tuberculosis are a serious 
threat to the population in general, and HIV/AIDS to some vulnerable groups. Although women have 
benefited from some targeted programs including family planning, maternal mortality remains high. The 
incidence of poverty varies widely by region. Human development indicators also vary considerably 
across regions, exacerbating political and sectarian tension that, in turn, hinders development. In light of 
these problems, ADF IX resources will be directed towards human development to focus on 
improvements in the provision of, and access by the poor to, social services, especially in education and 
health. ADB operations will address gender inequities, particularly at the local level. 
 
Governance: Protection and realizing Indonesia’s full growth potential depends on improved governance. 
The perception of pervasive corruption inhibits investment by foreign and domestic entrepreneurs and 
burdens the poor. ADB’s support for governance has targeted the establishment of a sound legal and 
operational framework to combat money laundering and corruption. ADB has also supported the 
Partnership for Governance Reforms. ADB’s capacity building program for decentralization aims at 
enhancing governance at the local levels. Under ADF IX, ADB will improve governance, strengthen 
capacity for long-term sustainable development, and emphasize anticorruption and legal and judicial 
reforms. 



Appendix 5 122  

 
Environment and Natural Resources: Sound management of environmental and natural resources 
contributes to sustained growth and poverty reduction. The poor do not have the resources to protect 
themselves from environmental hazards, as they live in areas prone to flooding or landslides, and lack 
adequate sanitation and clean water. In order to ensure sound management of natural resources, policies 
need to focus on improving environmental governance of coastal, fishery, and marine resources. At the 
same time, such reforms should not be at the expense of the poor. Under ADF IX, ADB will mainstream 
environment management and sustainable use of natural resources and undertake core environment 
activities through local partnerships, involving development of transparent, market-oriented, and 
participatory management systems, and expanded livelihood for families dependent on depleted 
resources. 
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REPUBLIC OF KIRIBATI 
(Group A) 

 
A. The Development Challenge 
 
Economic Conditions: Kiribati is isolated consisting of 33 atolls 810 km2 of total land area widely scattered 
across the central Pacific Ocean that represents only 0.02% of its fisheries exclusive economic zone. Low 
incomes, weak human resources, and a high degree of economic vulnerability characterize Kiribati. About 
80% of households make a living through fishing and copra. Agricultural opportunities are limited, and 
manufacturing is non-existent. The Revenue Equalization Reserve Fund (RERF), foreign fishing license 
fees, and remittances of workers on overseas ships are the main sources of revenue, making the 
country's GNP about twice as big as its GDP. Kiribati’s isolation and geographic fragmentation make 
transport and communications costly and pose substantial difficulties for the remote communities on the 
outer islands that make up 56% of the total population of 84,494.1 High population growth and lack of 
employment opportunities on the outer islands are causing a serious population drift to Tarawa, the 
capital city with South Tarawa hosting 44% of the population lives up from 37% in 1995. There the 
population density is relatively high (2,400/km2) exacerbating already serious environmental, urban 
management, and health problems. Kiribati has experienced a period of real economic growth averaging 
2.7% annually between 1985 and 2002, driven by increasing public expenditure funded by fishing 
licenses and passport fees, drawings from the RERF, and foreign aid. The rapid expansion in government 
spending, however, is supported by an unsustainable rate of growth in the RERF value, both of which are 
now twice their level ten years ago. With an annual population growth of 1.7%, the annual increase in 
national income per head was 1.0% per year since 1985, reaching $420 (2002). The biggest sector in the 
national accounts is community and government services, accounting for 40% of total GDP. Government 
expenditure, meanwhile, has been exceeding national output and had reached 138% of GDP in 2002. 
 
Attainment of MDGs: A approximately 50% of the population falls below the national poverty line in 1996.2 
Education indicators have improved. Gender disparities in primary and secondary education has been 
achieved. However, access to primary education, particularly in the outer islands, remains a problem and 
and the retention in secondary schools and learning outcomes need to be improved, particularly in the 
outer islands. The outer islands are also disadvantaged in terms of access to health services, general 
government services, and communication. These disparities are increasing migration to South Tarawa, 
where the rise in population density is leading to pressure on the provision of water and sanitation. Health 
indicators need further improvement to meet the targets by 2015. Child and maternal mortality rates have 
decreased, but are still comparatively high. Less than half of the population has access to safe drinking 
water with significant differences between urban and rural areas/outer islands. 
 
Extent of Poverty: The country has few natural resources. Atolls are particularly harsh living 
environments. In terms of income and access to services, Kiribati is one of the poorer Pacific PDMCs and 
the 1999 Pacific Human Development Report ranks Kiribati 9th (down from 8th in 1994) among Pacific 
DMCs, with a human development index of 0.515. This puts Kiribati in the lower third of all developing 
countries in terms of human development.  For infant mortality and child morbidity and quality of life 
conditions, particularly in regard to water and sanitation, Kiribati’s development indicators are among the 
lowest in the Pacific region. With a 2002 GDP of around A$1,130 per head, Kiribati is ranked 9th  (up 
from 11th–the lowest–in 1995) among all PDMCs. 39% of the South Tarawa/Outer islands population 
would have had expenditure levels below the food poverty line and 51/50% of the South Tarawa/Outer 
islands population would have had expenditures below the poverty line. 3  

1  Census 2000. 
2  ADB. TA 6002-REG: Consultative Workshops for Poverty Reduction Strategies in Selected PDMCs. Manila. The 

TA assisted the Government in examining the nature and extent of relative poverty in Kiribati.  
3  ADB. TA 6002-REG: Consultative Workshops for Poverty Reduction Strategies in Selected PDMCs. Manila. Under 

the TA, as there is a marked difference between the situation of South Tarawa and the outer islands, two separate 
poverty lines have been calculated for each location. For South Tarawa the food poverty line is estimated at A$600 
per capita per annum in 1996 prices, while the outer islands is calculated at A$167 per capita per annum. Adjusting 
for the estimated requirement for additional nonfood basic needs to give a minimum standard of living, a poverty 
line of A$750 in South Tarawa and A$201 in the outer islands are estimated.  
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Characteristics of Poverty: While many Kiribati would consider that they live in a very egalitarian society, 
not all people live in households that have access to government jobs, to remittances from overseas, or 
with access to business income. Households in the outer islands are the more likely to without income 
sources, while many households in South Tarawa confront poor living conditions. Female headed 
households and households consisting solely of elderly persons or infirm are considered to be the most 
disadvantaged as they are not only less likely to be able to meet non-food basic essentials, but are also 
less capable of securing food, subsistence needs. 
 
Root Causes of Poverty: While living standards are gradually improving, there are still significant 
differences in living standards and cash incomes between the main islands of South Tarawa and the outer 
islands of Kiribati, and also among the outer islands. Outer islands communities are generally 
disadvantaged by poor facilities, restricted access to essential basic services, inadequate education, and 
limited livelihood opportunities. South Tarawa is more monetized than all other islands and has far better 
access to health, education, transport, communications and other amenities and services. Only 20% of the 
labor force participates in the formal wage economy and nearly 67% of all formal jobs are in South 
Tarawa. Outer island development in Kiribati is severely limited and exacerbated by insufficient or 
inconsistent community involvement, ineffective island governance, and unbalanced national investment. 
 
B. Resource Mobilization—Cooperation Among Development Partners 
 
Domestic Savings: The majority of both public and private domestic savings are invested overseas in the 
form of government trust funds and private remittances. The success of the RERF in underpinning 
government finance and economic stability is known through the region and further field. There are also 
substantial reserves in the Kiribati Provident Fund, the deposits of the Bank of Kiribati, and the unknown 
but probably significant financial assets held by Kiribati nationals and businesses. The external debt has 
remained constant at around 18% of GDP in the last decade.4 Kiribati has saved public income over 
many years to build up a substantial reserve fund entirely from its own resources. This gives Kiribati a 
degree of independence in policy making that many small countries lack. Carefully used, the reserve fund 
has the potential to underpin significant and sustained improvements in the living standards.  
 
Resource Mobilization: Kiribati has been heavily reliant on external aid to finance its development 
spending. The RERF, however, if carefully managed promises reduction in this dependency as well as 
potential to advance toward the MDGs. Major bilateral donors are Japan (physical infrastructure), 
Australia (water/sanitation on the outer islands and human resources development), New Zealand 
(human resources development), and the People’s Republic of China (physical infrastructure). The main 
multilateral donors are the European Union (outer islands), European Investment Bank (development 
bank), and UNDP (governance). 
 
ADB’s Partnerships: ADB is coordinating its assistance to the Public Utilities Board with AusAID, and to 
the outer islands with UNDP and the European Union. TA 3786-KIR on poverty reduction strategies is 
cofinanced by the Australian Agency for International Development (AusAID). Future cooperation is 
foreseen in governance (UNDP), financial management (AusAID), and water assessment (AusAID and 
SOPAC). 
 
C. Performance-Based Allocation to Kiribati 
 
Country Performance: In 2002 fiscal discipline was maintained and some progress was achieved in 
portfolio management. However, a number of issues require further attention towards achieving the 
MDGs, particularly in reduction of level subsidies to the state-owned enterprised and in increasing 
resource allocation to outer islands for basic health and education. The country specific triggers involve 
further attention to progress in macroeconomic management, structural reform, sector-specific 
achievements, and portfolio management.  
 

4  Source: IMF. 
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D. Strategic Objectives and Use of ADF VIII 
 
The ADB strategy for Kiribati supports the objective of the Government to promote sustainable 
improvement in the standard of living. ADB's overall strategy for Kiribati is concentrated on (i) promoting 
good governance by enhancing efficiency and effectiveness in the public sector, strengthening the 
Government’s strategic planning capacity for sustainable poverty reduction, and promoting local 
community ownership in government funded projects by improving community consultation and 
participation; (ii) enhancing social development by ensuring access to safe water and proper sanitation in 
South Tarawa, and improving living conditions and access to basic social services on the outer islands; 
and (iii) creating the conditions for pro-poor economic growth by promoting developmental use of 
domestic resources in a sustainable manner, creating an enabling environment for private sector 
development, and increasing decentralization to give more empowerment to the people in the outer 
islands to direct their own affairs. Key issues to be addressed include (i) population growth outstripping 
capacity to provide employment, (ii) risk to health and safety from pollution on South Tarawa, and (iii) 
access to social services and job opportunities in the outer islands. 
 
Disbursement Performance: One ADB-financed loan, the Sanitation, Public Health, and Environment 
(SAPHE) Improvement Project is being implemented, with overall partly satisfactory progress. The actual 
disbursement of the SAPHE project had been over 12 months behind schedule due initially to delayed 
loan effectiveness and delay in recruiting the project consultants. The causes of delay are lack of 
commitment and limited absorptive capacity of the government agencies and the consequent lack of 
counterpart staff. Capacity building has therefore to commence and be sustained at a basic level. A $10.5 
million loan is proposed for an Outer Islands Development Program in 2003. The proposed loan is still 
under processing and expected to be approved in late 2003/early 2004. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Absorptive Capacity: Though the country absorptive capacity is quite limited, the Government has made 
considerable progress in responding to national development needs but recognizes that there is more to 
be done. The Government’s assessment of and response to country’s social and economic needs will be 
set out in its statements of forthcoming NDS for 2004-2007 at end-2003, therefore, an increase in 
demand for ADF lending is expected to support to the implementation of the 2004-2007 NDS. 
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Box: Outer Islands Development Program (OIDP)5 
 

Uneven development in Kiribati has both contributed to and been exacerbated by poverty of opportunity in the outer 
islands. The Government’s long-standing programs for outer island development have been assisted and 
complemented by foreign aid donors but poverty nevertheless persists. It is manifest in limited economic 
opportunities, relatively poor access to education and health services, and insufficient community facilities. It is also 
evident in community frustration over the slow pace of development, poor island governance, and in the limited 
participation of island communities in their own development. 
 
The program supports the Government’s development policies to promote improvement in the standard of living. 
Through the establishment of a community-based outer islands development trust fund, the Outer Islands 
Development Program will help build community participation in island development and improve island governance. 
The Fund will also provide a low transaction cost, flexible, and demand-driven mechanism to channel 
development resources to the islands. Island communities will themselves identify the possible projects, 
according to a set of eligibility criteria. The Fund is similar to Social Fund loans that have proven to be 
effective in many parts of the world in improving living conditions in poor communities, through decentralized service 
delivery and by supporting local organizations that are responsive to local needs. 
 
 

ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

 
Good Governance: 
 
• TA 3786:Strengthening 

Development Strategies and 
Supporting Poverty Reduction 
(2001) 

 
• Enhancing Governance 

for Outer Island Development 
(2004), associated with Loan for 
Outer Island Development 
Program (OIDP) (to be 
approved 2004) 

 
• Strengthening Community 

Involvement on the Outer 
Islands (2004), associated with 
Loan for OIDP (to be approved 
2004) 

 

 
Objectives: To strengthen strategic planning capacity for national development 
strategies, enhance the efficiency and effectiveness of the public sector to 
deliver more cost-effective and customer-focused services, and promote local 
community service delivery and governance. 
 
Progress: Objectives are yet to be achieved. Development Strategy TA is 
progressing to support to the preparation and the implementation of the 
forthcoming NDS for 2004-2007 and design of specific strategies in key 
sectors.  
 
Risks: Slow and inefficient public service, sustained protection and subsidy for 
public enterprises, and lack of commitment to good governance. 
 
Actions for Improvement: Further assistance required to improve governance 
in the public sector, public enterprises, and the outer island administrations for 
effective delivery of basic social services. 

Inclusive Social Development: 
 
• TA 3109: Community 

Development and Sustainable 
Participation (2002), associated 
with Loan 1648 for Sanitation, 
Public Health, and Environment 
Improvement (SAPHE) Project 
(1998 under ADF VII) 

 
• TA 36519:Outer Island 

Information and Communication 
Technology Network (2004) 

 
• National Water Resources 

Development (2004), associated 

Objective: To ensure access to safe water and proper sanitation, improve 
social service delivery, and ensure access to basic social services on the outer 
islands. 
 
Progress: Objectives are partially achieved. The ongoing SAPHE loan and its 
associated TAs is making major contributions in helping to improve the quality 
of life of the people lives in South Tarawa.  
 
Risks: The increasing pressure on the water and sanitation services has 
stretched the capacity of the SAPHE project to the limit. Sustainability of the 
SAPHE requires widespread of community involvement and the Public Utilities 
Board (PUB)’s ability to provide efficient and cost-effective service, which 
hinged on its institutional framework, its governance, and its capacity to deal 
effectively with the operational and management problems of a growing utility 
company.  
 
Actions for Improvement: Much more assistance for improving and increasing 

5 Loan 32567-KIR: Outer Islands Development Program is still under processing, to be approved in early 2004. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

with Loan for National Water 
Resources Development (2006) 

 

the supply of fresh water, adequate environmental sanitation, and capacity 
building is planned to receive additional resources under ADF IX. 

Pro-Poor Economic Growth: 
 
• TA 3912: Capacity Building to 

Support the OIDP (2002), 
associated with Loan for OIDP 
(2004) 

 
• Supporting Land Planning and 

Management for Private Sector 
Development in Kiritimati Island 
(2003) 

 
• OIDP (2004) 

Objective:  To create a sustainable source of island community development 
finance, create an enabling environment and supporting services for cash-
earning private sector development environmental for private sector 
development, and build on-island capacity and an effective institutional 
framework.  
 
Progress: Assistance to prepare the local government and island communities 
for the implementation of the OIDP is largely met. 
 
Risks: Poor access to credit and economic opportunities in the outer islands, 
lack of commitment to private sector promotion and growth, and unfavorable 
policy environment. 
 
Actions for Improvement: Additional resource under ADF may be required as 
the proposed OIDP loan may slip to 2004 due to delay in passing the enabling 
legislation and more time needed for the new Government to consider the 
implications of the OIDP.   
 

 
E. Strategic Objectives and Use of ADF IX 
 
In the medium to long term, ADB’s will continue to support the Government in promoting sustainable 
improvement in the satandaderd of living of I-Kiribati through the current country strategy for Kiribati. 
 

• Promoting Good Governance. ADB will support efforts by the Government to improve standards 
of governance, particularly by strengthening the efficiency and effectiveness of the public service 
and the public enterprises, and to enhance the scope and opportunities for private sector 
development. More efficient use of resources is expected to improve competitiveness and the 
attractiveness of the economy for private investment. Local governance will also be continue 
strengthened. Under the OIDP, capacity building will be formaulated to assist the Government, 
Island Councils, NGOs  and the Island Communitites to bulid local capacity to undertake detialed 
planning and implementation.    

 
• Enhancing Social Development. ADB will continue its efforts to assist the Government to improve 

access to safe water supplies and adequate environmental sanitation. An integrated program of 
health education, environmental awareness and regulation, and infrastructure development on 
water supplies and sanitation facilities is proposed under a loan for National Water Resource 
Development and its associate TAs. These projects will also assist in addressing issues of 
institutional capacity in the water and environment sectors and in providing essential 
infrastructure for the restoration of water and sanitation management services. 

 
• Pro-poor Economic Growth. To achieve economic growth and more equitable distribution of 

incomes, ADB will provides not only continuing support to the development of the 2004-2007 
NDS but also continuing support to the implementation of the 2004-2007 NDS and to the design 
of specific strategies in key sectors. The problem of continued population growth will be 
examined and appropriate policy measures will be devised and implemented. The structure of 
the RERF will also be reviewed with a view to making access to part of the fund for development 
and recurrent budget purposes more transparent and systematic, while strengthening the 
protection of the fund’s core capital against pressures for drawdown and expenditure. ADB will 
also continue to assist with implementation of the OIDP and its associated trust fund.  
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THE KYRGYZ REPUBLIC 
(Group A) 

 
A. The Development Challenge 
 
Economic Conditions: The Kyrgyz Republic is small (198,500 km2) and landlocked with more than 90% of 
the country mountainous and only 6.5% of the land arable. Remote from the main markets, trading is 
difficult and expensive. While endowed with abundant water and hydroelectric potential, the exploiting of 
this potential in a regional context has been problematic. Consequently, the country remains resource 
poor with gold the leading export. Since independence in 1991, Kyrgyz Republic embarked on a transition 
to a democratic system of government and a market economy. The short periods of economic growth 
driven by agriculture, mining, and energy sectors were counterbalanced with a decline due to the Russian 
financial crisis of 1998 and a decline in gold and electricity generation. Progress in the structural reforms 
was also mixed: in the early 1990s the necessary infrastructure and institutions were established to 
enable participation of the private sector. However, the transition is incomplete with weaknesses in the 
institutional capacity, regulatory frameworks, governance, financial markets–all contributing to 
shortcomings in the environment for private sector growth, promotion of investments, and employment 
creation. The Government has made excellent progress in macroeconomic stabilization and the economy 
is expected to grow by 5% per annum over the coming years. However, the large level of external debt, 
the high incidence of poverty and deteriorating social services–all pose serious development challenges.  
 
Attainment of MDGs: While the country’s progress toward achievement of the MDGs has been broadly 
satisfactory, achieving the MDGs remains challenging. Nutrition based extreme poverty has declined to 
13.5% in 2001 from 23% in 1999. While elementary education enrollment had declined, the rate remains 
relatively high at 89.5 (1999) and there is no evidence of gender disparity and the enrollment for girls in 
secondary and higher education is higher than for boys. Infant mortality has declined from 22.7 deaths 
per 1,000 live births in 1999 to 21.7 in 2001. Maternal mortality increased in the years following transition, 
but has since stabilized and is now declining. 200 officially reported cases of HIV/AIDs existed in 2002 
versus only 1 reported case in 1996. Drug abuse is considered to be the main reason for the increase in 
incidence. Incidence of malaria is low (0.1/100,000 in 1999) and is not a major concern.  However, 
tuberculosis is an increasingly serious health problem and incidence has more than doubled over the past 
10 years (52.1/100,000 in 1990 to 127.3 per 100.000 in 2001).  The incidence of waterborne diseases 
such as gastrointestinal diseases, viral hepatitis, and typhoid is high and increasing. Iodine and iron 
deficiency is also high and has increased.  Access to drinking water through piped supply is 90.2% in 
urban areas, but only 19% in rural areas in 2000. Attainment of MDGs requires (i) focus on the needs of 
the poor, (ii) sufficient financing of education and public health; (iii) greater public awareness of gender 
issues; and (iv) increase in the numbers of medical doctors and equipment to provide maternal health 
services.   
 
Extent of Poverty: With a low per capita income of $322 per annum, almost half of the Kyrgyz population 
is poor. The economic decline has led to a substantial increase in the incidence of poverty. Despite recent 
progress in bringing it down, poverty remains a formidable challenge with an estimated 44% of the 
population living in absolute poverty and about 14% in extreme poverty in 2002.  
 
Characteristics of Poverty Conditions: While life in the rural areas has improved slightly, poverty is still a 
major problem. Rural households have limited access to public services, and in most cases lack running 
water, reliable electricity, district heating, or telephone services. Regional differences in poverty are very 
large: Naryn oblast (province) in the north has the highest incidence of poverty of more than 67%; 
followed by Talas (56%); the three southern oblasts of Jalal-Abad (55%), Osh (52%) and Batken (45%) 
and the northern oblast of Issyk-Kul (44%), with Chui oblast and the capital city of Bishkek having the 
lowest poverty incidence of 23%. The relatively high level of transient poverty (39%) reflects serious 
fluctuations in the earnings of the employed population, inadequate development of savings, and 
weaknesses in the financial sector. With so much of the non-poor population close to slipping into 
poverty, Kyrgyz poverty is characterized by a high degree of sensitivity to both internal and external 
shocks.  
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Root Causes of Poverty: The emergence of high levels of poverty can be traced to the disintegration of 
the Soviet Union that caused severe reductions in production due to the disruption of geographically 
spread production chains and the loss of traditional markets. This in turn led to rapidly increasing 
unemployment at a time when the state’s capacity to respond was impaired by the loss of federal 
budgetary support and a sharp shrinkage of the revenue base. The reasons for continuing high levels of 
poverty relate to the challenges associated with reform of state institutions and the restructuring of society 
and the economy, specifically (i) the difficulties in sustaining opportunities for gainful employment; 
(ii) problems relating to market development for Kyrgyz products, reflecting the landlocked nature of 
country with its trade and transit problems, limited natural resources and small size of the domestic 
market; (iii) limited capacity of the state to address essential needs in the social sectors due to fiscal 
constraints; and (iv) continuing corruption and inefficiency in the instruments of state governance that 
inhibit private sector activities. 
 
B. Resource Mobilization–Cooperative Arrangement with Development Partners 
 
Domestic Savings: To achieve the targeted growth rate of 5% per annum necessary to reduce poverty 
incidence to about 39% by the year 2005, an annual level of gross domestic investment equivalent to 
about 20% of GDP is required. However, the scope of mobilizing domestic savings is limited, and only 
amounts to 15.9% of GDP in 2002. The financial sector is small and still not capable of discharging its 
role of financial intermediation to facilitate private sector and to sustain a high rate of economic growth. 
With the likely reduction in the public investments to 3% of GDP by 2005, private investment, both 
domestic and foreign sources, is sought for the balance. In light of the current challenging in the 
environment for private sector, the Government is implementing measures to improve conditions for 
private investment. Simultaneously, the Government is improving domestic resource mobilization by 
implementing tax reforms and reducing fiscal transfers to the utilities, particularly to the energy sector. 
With these measures bearing results, the domestic revenues have increased from 14.2% of GDP in 2000 
to 18.1% in 2002 and show potential for further improvement.  
 
Resource Mobilization: The Kyrgyz Republic's public investments have historically been almost entirely 
financed by external borrowings. The Government relied on financing from external agencies such as the 
World Bank, ADB, EBRD, IsDB, Japan, and Germany to fund its development projects. However, the high 
level of external indebtedness of 110% of GDP has severely constrained the Government's borrowing 
capacity. Owing to debt and budget constraints, the Government indicates that it will be able to borrow 
only $70-90 million per annum over the next few years. The Government has requested external 
agencies to increase grant assistance to the country.    
 
ADB’s Partnerships: ADB works in close partnership with the many donors to Kyrgyz, including the 
EBRD, the IsDB, IMF, and the World Bank, the UN agencies, and the bilateral donors. Coordination has 
improved since a Donor Consultative Group (CG) meeting was convened in Bishkek in October 2002. 
Since the CG meeting, donors have engaged more actively in sector dialogue and are jointly employing a 
local staff to maintain partnership information system to strengthen knowledge sharing and cooperation. 
Common sector-wide approaches are emerging. In the education sector ADB chairs an advisory council 
that assists the Government with coordination of aid in the sector and supports accountability and 
transparency in education projects.  Beginning 2003, ADB and the World Bank began conducting joint 
portfolio reviews. 
 
C. Performance-Based Allocation to Kyrgyz Republic 
 
Country Performance: The performance-based allocation assessment determined the performance of 
Kyrgyz to be satisfactory overall in 2003. However, to reflect the limited absorptive of the government 
(linked to the high level of external debt and fiscal constraints) the assistance program envisaged 
cautious and reduced lending. The key elements of assessing future performances are (i) progress in key 
macro and sector reform issues, (ii) achievement of selected National Poverty Reduction Strategy targets 
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(e.g. poverty incidence, access to primary school education, child mortality, etc), (iii) prioritization in the 
public investment program, and (iv) compliance with an action plan agreed for elimination of obstacles in 
project implementation.  
 
D. Strategic Objectives and Use of ADF VIII 
 
ADB was among the first donors to the Kyrgyz Republic to actively advocate the introduction of poverty 
concerns into the national planning paradigm. ADB-supported loans and technical assistance have 
supported some of the Kyrgyz Republic’s major development goals and needs and brought many visible 
benefits to the country. ADB has become a major source of development assistance to the Kyrgyz 
Republic and has so far extended 21 loans totaling $527 million. A significant number of ADB-supported 
projects are located in the southern part of the country where poverty levels are high. After the adoption 
of poverty as the overarching objective of the ADB, and because of the high incidence of poverty in the 
country, ADB operations became increasingly poverty reduction oriented.   
 
• Transport: ADB is helping to develop an efficient policy and regulatory framework, improve road 

funding and address maintenance of the road network. The third phase support for rehabilitation of 
the strategic Bishkek-Osh road extended in 2001 is expected to bring considerable benefits to the 
region. 

 
• Human development: ADB has supported human development, especially in the education sector. An 

Early Childhood Development Project (2003) will help improve the health, nutrition, and early 
development of young children in the poorest areas of the Kyrgyz Republic.  

 
• Financial sector development: Under an on-going corporate governance and enterprise reform 

program II (2001), ADB supports the Government in introducing good corporate governance and 
international accounting standards and launching a major judicial reform.  

 
• Regional cooperation: ADB has played a lead role in improving regional cooperation in Central Asia 

region. These efforts, including the regional trade facilitation and customs cooperation programs, 
have already begun to yield results. Further assistance under preparation for the Southern Transport 
Corridor Road Project (Phase I), connecting the southern part of the Kyrgyz Republic with the 
Peoples’ Republic of china and Uzbekistan, is expected to increase trade and communication along 
this transport corridor and in turn generate economic benefits in the Central Asia Region.  

 
Disbursement Performance: Generally, ADB’s Kyrgyz portfolio has performed well and on schedule with 
all ongoing 11 projects classified satisfactory and no project rated at risk. Actual disbursements have 
consistently outstripped projections. The cumulated disbursement reached 73% of the total ADB lending.1 
This performance has benefited from program lending. However, project implementation in recent years 
has been affected by the Government's inability to meet even the reduced financing targets. 
Disbursement ratio in 2002 fell sharply due to the shortage of counterpart funds and non-release of such 
funds in time.   
 
 
 
 
 
 
 
 
 
 
 
 

1  As of 30 September 2003. 
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Absorptive Capacity: The absorption capacity reflects the Government’s policies and institutional 
deficiencies that cut across sectors, sector policy issues, and project specific issues. Important among 
these are (i) the scarcity of budgetary resources for public investments; (ii) deficiencies in administrative 
and implementation structures and weak institutional capacities; and (iii) lack of understanding and 
experience with policies and procedures of external funding agencies. Emphasis is required on capacity 
building and strengthening the civil service, particularly in project implementation. Borrowing capacity also 
presents difficulties. Kyrgyz’s past borrowing, much to unproductive projects, led to an unsustainable debt 
burden with the debt servicing making the largest budget expenditure item. In line with the reduced 
borrowing capacity, ADF IX lending is proposed at a considerably lower than historical levels. ADB is 
supporting improvement in the absorptive capacity both through its current programs that fuel broad-
based economic growth and through technical assistance that improve management of public finances 
and capacity building developing greater skills in project management and ability of the end-users to 
capture the benefits. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

 
Economic Growth: 
• Loan 1529: Rural Financial 

Institutions Project 
 
• Loan 1547: Capacity 

Building in Corporate 
Governance and Insolvency 
Procedures 

 
• Loan 1630: Second Road 

Rehabilitation Project 
 
• Loan 1726: Agriculture Area 

Development 
 
• Loan 1775: Almaty-Bishkek 

Regional Road 
Rehabilitation Project 

 
• Loan 1853: Third Road 

Rehabilitation Project 
 
• Loan 1860: Corporate 

Governance and Enterprise 
Reform Program 

 
• Loan 1926: Regional Trade 

Facilitation and Customs 
Cooperation Program 

 

 
Objectives:  
To promote sustainable economic growth by improving (i) corporate and 
financial governance standards, (ii) judicial processes and enforcement of 
legislation, and (iii) enterprise restructuring process; and establishing efficient 
and effective customs and transport systems that will facilitate foreign trade 
and investment and encourage movement of goods and people. 
 
Progress: On-going. 
• The National Bank of Kyrgyz Republic reiterated the urgent need to 

amend the loan agreement of the Rural Financial Institutions Project to 
defer privatization of the Financial Company for Credit Unions. 

• The Capacity Building in Corporate Governance and Insolvency Project 
was extended to enable the Government to implement policy reforms. 

• The 2 road sector projects will not be able to fully utilize the public 
investments program (PIP) budget allocated to them in 2003. 

• The Agriculture Area Development Project faces the risk of missing its 
disbursement target due to possible delays in procurement. 

• The scope of civil works under the Almaty-Bishkek Regional Road 
Rehabilitation Project has been reduced due to cost escalation. 

 
Risks:  
• Increasing scarcity of budgetary resources. 
• Lack of integrated approach in project implementation. 
 
Actions for Improvement:  
• The Government should prioritize PIP and ensure timely provision of 

counterpart funds. 
• The Government needs to develop an integrated, systemic approach to 

project implementation. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Human Development:  
• Loan 1555: Education 

Sector Development Project 
 
• Loan 1645: Social Services 

Delivery and Finance Project 
 
• Loan 1742: Community-

based Infrastructure 
Services Sector Project 

 
• Loan 2007: Community-

based Early Childhood 
Development 

Objective:  
To improve living and health conditions by: 
• addressing priority needs in the education and training sector; 
• providing safe and adequate water supply and proper sanitation; and 
• increasing the capacity and participation of local communities in social 

service delivery and finance.  
 
Progress: On-going. 
• The Ministry of Education and Ministry of Finance (MOF) indicated that 

ADB projects under their jurisdiction can disburse more in 2003. 
• The Education Sector Development Project was extended and its scope 

restructured to take into account changes in educational policy since the 
approval of the loan in 1997. 

• The MOF indicated that the loan closing date of the Social Services and 
Delivery Project needs at least 6 months extension to make its 
implementation co-terminus with the construction season. 

• Implementation of Community-based Infrastructure Sector Services 
(CBSS) Project has accelerated and the project can disburse more than 
its 2003 PIP allocation. 

• The Government is likely to request ADB to reduce allocations to the 
urban water and sanitation component of the CBSS project in view of the 
high priority accorded to the water and sanitation needs of remote rural 
areas. 

 
Risks:  Reforms are hindered by inadequacies in institutional capacity. 
 
Actions for Improvement: Increased assistance/monitoring in developing/ 
implementing reform programs. 
 

Private Sector Development: 
• Loan 1529: Rural Financial 

Institutions Project 
 
• Loan 1630: Second Road 

Rehabilitation Project 
 
• Loan 1726: Agriculture Area 

Development 
 
• Loan 1860: Corporate 

Governance and Enterprise 
Reform Program 

 

Objective:  
To encourage private sector-led economic growth through increased private 
sector participation in infrastructure investment, agriculture, and finance. 
 
Progress: On-going. 
 
Risks:  
• Progress in commercialization of road maintenance is slow and needs to 

be carefully monitored. 
• Absence of a comprehensive agriculture sector development policy. 
 
Actions for Improvement: Increased ADB guidance/assistance is crucial. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Pro-poor Growth: 
• Loan 1726: Agriculture Area 

Development 
 
• Loan 1853: Third Road 

Rehabilitation Project 
 
• Loan 1645: Social Services 

Delivery and Finance Project 
 
• Loan 1742: Community-

based Infrastructure 
Services Sector Project 

 
• Loan 2007: Community-

based Early Childhood 
Development 

 

Objective:   
To support pro-poor economic growth and poverty alleviation measures by: 
• reducing the cost of road transport and improving access to markets; 
• increasing farm productivity and profitability; and 
• encouraging local participation in the delivery of basic services. 
 
Progress: On-going. 
 
Risks:  
• Integrated management information system for project performance 

monitoring and evaluation not established as required. 
• EA pays inadequate attention to institutional capacity building, sanitation, 

hygiene and health education, and urban water supply components. 
 
Actions for Improvement:  
• The Government should enhance the existing monitoring and evaluation 

system, in consultation with ADB. 
• EA needs to strengthen its efforts in community mobilization and cost 

recovery. 
 
E. Strategic Objectives and Use of ADF IX 
 
The objective of ADB is to reduce poverty with a strategy to support private sector-led economic growth 
and human development. ADB will contribute to private sector-led growth by supporting (i) agriculture and 
rural development to induce further productivity and to expand exports, (ii) financial sector to improve 
depositor confidence and deepen financial intermediation, and (iii) regional cooperation to reduce cross-
border, transport and trade bottlenecks, and to stimulate the growth and to reduce poverty. These 
initiatives will provide direct support toward attainment of MDG1. ADB will support human development, 
primarily basic education and early childhood development and seek to contribute toward the MDGs 
related to achieving universal primary education, reducing child mortality and improving maternal health. 
The strategy will focus the poorer geographic areas. The following programmatic targets are set for the 
ADF IX program: 
 

• Human Development: Education sector development will support reform and investment needs 
for the medium- and long-term development of the primary and secondary education subsectors 
with specific attention to improvement of service quality, access, and sustainability and to 
particularly cover poor and disabled children.  

 
• Private Sector Development: A financial sector program will enable the domestic financial 

sector to play an increasing role in financing private sector-led growth and will aim to increase 
savings in the economy and improve financial intermediation.  

 
• Rural Development: Rural area development programs will improve farm productivity and 

profitability and consequently reduce poverty in southern rural areas with support to farm 
development, rehabilitation of drainage and irrigation, development of private sector marketing, 
and input supply services. These programs will further focus on improving the livelihood of the 
rural population in selected poverty areas through a regional planning and decentralization 
approach involving local governments and communities.   
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LAO PDR 
(Group A)   

 
A. The Development Challenge 
 
Economic Conditions:  Lao PDR is one of the least developed countries in the region and the per capita 
gross domestic product (GDP) is $325. Lao PDR is relatively small and vulnerable to internal and external 
shocks. It heavily depends on external development assistance. Maintaining economic stability is critical 
for the country’s development and poverty reduction. Recent performance of Lao economy is sound. 
Agriculture contributes about half of GDP and accounts for 80% of employment. The industrial and 
service sectors remain at an early stage of development. Notwithstanding recent progress, the poverty 
incidence is high and the human development index remains very low, with a ranking of 143 among 173 
countries. Infrastructures in the rural areas are very poorly developed or do not exist. The mountainous 
terrain and remote settlement make infrastructure development and social service delivery in the rural 
areas costly. The country has a rich natural resource base and has economic potential in agriculture and 
forestry, eco-tourism, mining, and hydropower sectors. A major challenge of the country is to realize the 
benefits from the linkages with the neighboring dynamic economies while addressing the related adverse 
social and environmental impacts. Lao PDR is liberalizing its trade regime to fulfill its commitments as a 
member of the ASEAN Free Trade Area while also pursuing multilateralism by seeking membership of the 
WTO.  
 
Attainment of MDGs: The country’s progress toward the MDGs has been generally satisfactory. Poverty 
incidence declined from 45% in 1993 to about 30% in 2002; under-five mortality dropped from 170 per 
1,000 live births in 1995 to 107 in 2000; maternal mortality from 560 in 1995 to 530 in 2000; access to 
clean water from 39% in 1990 to 52% in 2000. To achieve the challenging targets of universal primary 
education, gender equality, child mortality, and maternal health, the Government is implementing its plans 
for universal primary education (by 2015) and primary health care for all (by 2020).  The Government has 
increased education expenditure from 9 percent of total expenditures in 2001 to about 12 percent in 2003. 
 
State of Poverty: Poverty incidence declined to about 30% in 2002 from 38.6% in 1997. Economic growth, 
particularly expansion of border trade, and achievement of rice self-sufficiency, contributed to the 
significant poverty reduction. While overall poverty situation has improved, inequality has increased. The 
lowest income quintile accounted for only 8% of total consumption in 1997, compared to 9.3% in 1992 
while the highest quintile accounted for 44.4% of total consumption in 1997, compared to 38.4% in 1992. 
To some extent, increases in income inequality are difficult to avoid in the early stages of development. 
Progressively, however, the economy is becoming more integrated.  
 
Characteristics of Poverty Conditions: Considerable disparity was identified in the incidence of poverty 
across regions and provinces, as well as between urban and rural areas. Poverty is overwhelmingly a 
rural phenomenon. In 1997, poverty in urban areas was 27% compared with 41% in rural areas. The 
northern provinces are the poorest region with more than half of the population poor (53%), and 
experience the slowest rate of poverty reduction. Subsistent farming on smallholdings is the predominant 
activity of the poor. The burden of poverty is disproportionately borne by women and children. Although 
the country overall has achieved rice self-sufficiency, there is still inherent instability because of 
distributional issues. Rural poor rely mainly on shifting cultivation and collection of non-timber forest 
products. 
 
Root Causes of Poverty: Causes of poverty include insufficient amount of land for cultivation, natural 
disasters (such as flooding or drought), livestock disease, lack of roads, lack of water for agriculture, lack 
of cash investment, and lack of entrepreneurship and skills for income generating activities. There are 
regional variations in the importance of these various causes of poverty. Land allocation and soil 
depletion problems appear to be important to the northern region while for the southern region natural 
disasters are a major concern. Large family size is cited as top concern for people in the central region. 
Lack of roads and pests and livestock disease are problems common to all regions.  
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B. Resource Mobilization-Cooperation Among Development Partners 
 
Domestic Savings: In 2002, gross domestic investment was 21.2% of GDP, while savings amounted to 
15.6%, resulting in a resource gap of 5.6%.  Low per capita incomes results in a high marginal propensity 
to consume, and thus have translated to a low savings rate. The Government relies heavily on external 
assistance (both concessional borrowing and grants) to finance the fiscal deficit that reached 8.3% of 
GDP in 2002, as well as to finance the current account deficit. From preliminary estimates, capital 
expenditures accounted for 54% of total expenditures in 2002, decreasing from the level in the previous 
year. The Government plans to more closely assess the recurrent expenditure requirement for new 
capital expenditures through implementing the new decree on the Public Investment Program 
management. The weak revenue collection is a major concern in the area of macroeconomic 
management. The Government plans to increase revenues from 11.3% of GDP in the current fiscal year 
to 13.4% in fiscal year 2005/06 through improving tax administration and broadening the tax base.  The 
foreign exchange reserves at $190 million (2003) are sufficient to cover about 3 months of imports.  
 
Resource Mobilization: The Government seeks to mobilize and coordinate external assistance through its 
National Poverty Eradication Programme (NPEP) that was the basis for its Donor Round Table Meeting 
held in 2003. The NPEP reflects an increasing dependence on ODA over the medium term in order to fill 
the resource gap. Although FDI inflows were up from $24 million in 2001 to $41 million in 2002, a 
significant shortfall remains that requires inflows of external assistance to bridge the balance of payments 
gap. The Government has streamlined approval procedures to attract foreign direct investments in order 
to expand its revenue sources. It has also strengthened its efforts to develop a pro-business environment 
by implementing ADB’s ongoing Banking Sector Reform Program Loan.  
 
ADB’s Partnerships: ADB has close coordination with World Bank and IMF, in the areas of joint public 
expenditure review, joint financial sector reform policy framework, private sector development, joint debt 
sustainability assessment, the provision of inputs in the NPEP process; and joint due diligence for the 
proposed Nam Theun 2 Hydropower Development Project.  Lao Resident Mission participates in the 
monthly United Nations country team meetings, quarterly local agency coordination, and various sector 
coordination meetings. ADB has actively explored the possibility of entering into cofinancing 
arrangements with other donors. A number of potential cofinanciers have been identified and approached 
for future collaboration: Agence Francaise de Developpement––water supply and urban development, the 
European Union––livestock, and microfinance), Food and Agriculture Organization of the United Nations–
–livestock, Organization of Petroleum Exporting Countries Fund––rural access roads, and northern 
airports, Nordic Development Fund––rural electrification, and urban development, United Nations Office 
on Drugs and Crime––rural access roads, and rural development.1  
 
C. Performance-Based Allocation to Lao PDR  
 
Country Performance: Country performance under the performance-based allocation system focuses on 
macroeconomic stability, financial sector reform, social and environmental management, and portfolio 
performance. Overall performance is in the improving trend. With reference to country-specific indicators, 
Lao PDR was assessed as performing at the base case in 2001, and at or slightly above the base case in 
2002. Macro performance, and environment and social management were at the base case level; and 
financial sector reform and portfolio management were somewhat above the base case in 2002. The 
country needs to improve its performance for revenue collection; and public expenditure management, 
particularly provision of appropriate recurrent expenditures for the social sector.  
 
 
 
 

1 ADB mobilized cofinancing for the Nam Ngum River Basin Development Project (from AFD) and GMS: Northern 
Economic Corridor Project (from Thailand, and People’s Republic of China) in 2002.  
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D. Strategic Objectives and Use of ADF VIII 
 
ADB’s objective is to reduce poverty through broadening community participation and opportunities. The 
Government’s National Poverty Eradication Program (NPEP) aims at achieving high economic growth 
within a context of equity and sustainable environment management and preservation. To support this 
strategic goal, ADB focuses on five operational priorities, including (i) rural development and market 
linkages, (ii) human development, (iii) sustainable environmental management, (iv) private sector 
development and (v) regional integration. To enhance the development impact and ensure closer 
monitoring during project implementation, ADB’s interventions preliminarily focus on the poor northern 
region and in the Greater Mekong Subregion: East-West corridor. 
 

• Rural development and market linkage: Improvement of rural infrastructure and access to 
markets is supported by the development of rural access roads, electricity, irrigation, research 
and extension services, and urban-rural market linkages. Community participation in the rural 
infrastructure development and the removal of barriers for easy agriculture product movements 
are emphasized. 

 
• Human development: ADB’s program supports a provision of basic education, primary health 

care, water supply, including targeted support to isolated areas, women, and ethnic minorities, 
particularly in the poor northern region. ADB also conducted policy dialogue to improve balance 
between the recurrent expenditures and the capital expenditures for the social sector as well as 
to redress the gender development disparities.   

 
• Sustainable Environment: Environmental considerations need to be integrated into exploitation of 

the natural resources. ADB has assisted in making sound progress in establishing regulatory 
frameworks for environment and social management through the Environment and Social 
Program Loan and in introducing the first holistic river basin development approach through the 
Nam Ngum River Basin Development Project. There is a need to improve implementation and 
application of the policy reforms and to building capacity of concerned staff.  

 
• Private Sector Development:  To improve business environment, ADB supported restructuring 

state-owned commercial banks (through the Banking Sector Reform Program Loan), 
development of small and medium enterprises (through TA and the proposed sector development 
loan), improving financial service delivery in the rural areas (through TA and the proposed sector 
development project), establishment of regular dialogue between business and the public sectors. 

 
• Regional Cooperation: ADB supported the country’s transition from “landlocked” to  “landlinked” 

through GMS: East-West Corridor Project linking Thailand and Viet Nam; and GMS: Northern 
Economic Corridor linking China and Thailand. Inter-government agreements were signed among 
all GMS countries on cross-border movement of goods and people, as well as power 
transmission.  ADB has also supported the subregional efforts to enhance tourism development, 
improve business network, and strengthen communicable disease control and environmental 
management. 

 
Disbursement Performance: The overall portfolio performance in Lao PDR is generally good. All 24 
ongoing projects are currently classified as satisfactory or highly satisfactory as of June 2003. In terms of 
disbursement, the ratio of accumulative disbursement amount compared to the net effective loan amount 
is 52.2%. The Government has established monitoring systems for portfolio management and conducts 
quarterly portfolio review meetings with Lao Resident Mission to address issues on project 
implementation.  
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Absorptive Capacity: Lao PDR is officially classified as a Highly Indebted Poor Country (HIPC). 
Approximately half of Lao PDR’s total debt is with Russia. In June 2003, the two governments agreed in 
principle, to (i) write off 70% of the Lao PDR’s debt owed to the Russian Federation, and (ii) service the 
remaining debt valued at $380 million over a period of 33 years at a preferential interest rate. Of the 
remaining debt in convertible currency, less than 5% is commercial and the rest is long-term 
concessionary with donors. Counting only debt in convertible currency, the debt stock is smaller than the 
country’s GDP and servicing is equivalent to approximately 8% of the country’s exports of goods and 
services. Current debt levels, particularly with the resolution of most of the Russian debt, are 
manageable.  In terms of counterpart fund, the Government put a top priority on this item and set aside 
more than 20 % of public expenditures for this purpose in 2003. Notwithstanding recent improvements, 
weak governance and capacity, particularly at the local level still posing a constraint to the country’s 
development and poverty reduction efforts. The Government plans to improve governance through public 
service improvement, people’s participation, the rule of law, and sound financial management. ADB will 
assist in effectively implementing public administration reform, introducing concerned regulatory 
frameworks, improving public accounting and audit function, upgrading human resources. In order to 
further improve ADB portfolio performance, the quarterly portfolio review meetings and the annual country 
portfolio review will closely monitor the progress of ADB interventions and address issues to be raised.  
 

ADF VIII Program Objectives / Progress / Constraints / 
Actions to Improve Implementation  

Rural Development and Market Linkage  
 
• Loan 1949: Smallholder Development Project 

(2002) 
• Loan 1994: Small Towns Development 

(2003) 
• Loan 2005: Northern Area Rural Power 

Distribution (2003) 
• PPTA: Participatory Livestock (2003)  
• Northern Community-Managed irrigation 

(2004)  
• Roads for Rural Development (2004) 
• Forestry Plantation for Livelihood 

Improvement (2004) 

Objectives: To improve rural infrastructure and market 
access to facilitate transition from subsistence to commercial 
farming.   
 
Progress: Previous projects have been successfully 
implemented. New projects are at the initial stage of 
implementation. 
 
Risks: Initial implementation delays, due to lack of familiarity 
with ADB procedures and weak institutional capacity. 
 
Action for Improvement: Close follow-up, capacity building of 
executing agencies. 
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ADF VIII Program Objectives / Progress / Constraints / 
Actions to Improve Implementation  

Human Development 
• Loan 1844: Education Quality Improvement 

Project (2001) 
• TA 3641: Capacity Building of the Lao 

Women’s Union (2001)  
• TA 3871: Strengthening Decentralized 

Education Management (2002) 
• PPTA: Basic Education Development 

(programmed for 2004) 
• Northern and Central Regions Water Supply 

and Urban Development (programmed for 
2005) 

• PPTA: Health Sector Development 
(programmed for 2005) 

 

Objectives: To provide wider coverage of quality services in 
basic education, primary health care, and water supply  
 
Progress: Education and health projects have improved 
access to basic education and primary health care services. 
 
Risks: Expenditures for the social sector is still limited; 
particularly shortage of recurrent expenditures for teacher 
salary, text book, medicine; language barriers of ethnic 
groups. 
 
Action for Improvement: continued policy dialogue to 
improve recurrent expenditures for the social sector, and 
close coordination with other development partners. 

Environment Management 
• Loan 1867: Environment and Social Program 

Loan (2001) 
• TA 3746: Capacity Building for Environment 

and Social Management (2001) 
• Loan 1933: Nam Ngum River Basin 

Development Project (2002)  
• Loan 1834: Vientiane Urban Infrastructure 

and Services Project (2001)  
• PPTA: Nam Ou River Basin Development 

(programmed for2004) 
 

Objectives: To integrate the environmental considerations 
into the country development process in order to ensure 
sustainable resource based development. 
 
Progress: Conditions for the second tranche release of the 
Environment and Social Program Loan are expected to be 
fulfilled by end of 2003. 
 
Risks: Weak capacity of concerned agencies, including of 
the Science, Technology, and Environment Agency are 
constrain effective implementation of regulatory framework 
for environment management; regulatory framework for 
urban governance should be put in place. 
 
Action for Improvement: Capacity building for concerned 
agencies, particularly at the local level, and close follow-up 
with urban governance structure. 

Private Sector Development 
• Loan 1946: Banking Sector Reform Program 

Loan (2002) 
• TA Loan 1931: Banking Sector Reform 

Project (2002)  
• TA 3413: Rural Finance Development (2000) 
• Loan 4135: Rural Finance Development 

(programmed for 2003) 
• TA: Integrating the Poor in Regional Trade 

through Standard-Setting (programmed for 
2003) 

• TA: Enhanced Environment for SME 
Development (programmed for 2003) 

• TA: Marketing of Organic Projects of Ethnic 
Minority Group (programmed for 2004) 

Objectives: A conducive business environment for small and 
medium enterprise development. 
  
Progress: The first tranche conditions met, the external 
experts were in place to improve management of state-
owned commercial banks; non-performing loans are being 
collected; business approval procedures were streamlined; 
regular dialogue with business group was established. 
 
Risks: Senior officials at the provincial level are still not 
familiar with the market economy and the private sector’s 
role. 
 
Action for Improvement: Continue policy dialogue with high 
level authorities to accelerate necessary reforms, and 
provide necessary training for local senior officials on the 
market economy and private sector development. 

Governance  
• TA3285: Strengthening the Capacity of Aid 

Coordination and Monitoring (2000) 
• TA3626: Capacity Building in Project 

Financial Management (2001) 
• TA3627: Institutional Strengthening of Public 

Investment Management (2001) 

Objectives: To improve institutional capacity of the public 
administration to facilitate reform implementation and 
improve service delivery. 
 
Progress: Regulatory framework for aid coordination, public 
investment program management, public accounting, and 
project financial management were adopted; anti-corruption 
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ADF VIII Program Objectives / Progress / Constraints / 
Actions to Improve Implementation  

• TA3771: Institutional Strengthening of the 
National Audit Office (2001) 

• TA3969: Northern Region Strategic Action 
Plan (2002)  

• TA: Strengthening Accounting Function in the 
Government (programmed for 2003) 

• TA: Public Services Delivery Efficiency 
(programmed for 2004) 

 

decree is under implementation. 
  
Risks: Institutional capacity, particularly at the provincial level 
is weak and rule of law is not in place. 
 
Action for Improvement: Governance assessment and 
roadmap will be prepared, building on the Government’s 
governance policy paper. 

 

E. Strategic Objectives and Use of ADF IX 
 
The main objectives of the Government development strategy are: to graduate from the least developed 
country status by 2020 and to eradicate mass poverty by 2010.  In order to achieve these targets, the 
NPEP emphasizes, on one hand, the rapid economic growth at an average rate of about 7% per annum 
and, on the other hand, direct intervention in the 72 poor districts. ADB is currently preparing the Northern 
Region Development Strategy in order to effectively implement the NPEP in the northern region where 
the poverty incidence is high and the social and physical infrastructures are poorly developed. The 
strategy will assess the development potential and constraints and develop the strategic direction of and 
priority investments for the poor region development. Emphases will be on exploring opportunities by 
linking the neighboring dynamic economies and markets, while addressing the related adverse social and 
environmental impacts. This will call for harnessing the potential in the border areas and crossroad areas, 
and to fully realize the benefits of strategic economic corridors through provision of integrated 
infrastructure and services, introduction of market based policy, enhancement of private sector 
development, and implementing effective capacity building and institutional development initiatives.     
 
ADB will continue to implement its strategic thrust with appropriately reflecting the findings of the northern 
strategy.  Specifically, ADB’s interventions will focus on improvement of rural infrastructure and market 
linkage (participatory livestock development, agriculture export diversification, and shifting cultivation 
stabilization); human resource development (basic education development, health sector development, 
water supply and urban development); sustainable environmental management (river basin development, 
and flood management and mitigation); private sector development (SME development, and public 
service delivery efficiency); and subregional integration (road network, electricity network, cross-border 
movement, trade facilitation, and communicable disease control). ADB will continue to geographically 
focus on the poor northern region and the GMS: East-West corridor area. 
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MALDIVES 
(Group A) 

 
A. The Development Challenge 
 
Economic Conditions: The Maldives economy grew by 7.4% annually during the 1990s, but in 2000 GDP 
growth slowed to 4.8%, mainly due to a slow increase in tourism revenues, a decline in resort 
construction, and a reduction in the level of fish catches. It grew further down to 3.5% in 2001, but it went 
up to 4.3% in 2002 due to the modest recovery of the tourism sector, the most important economic sector. 
Consequently sector growth rose, and the fisheries sector also showed a significant expansion. Inflation 
remained low at 0.9%, reflecting low domestic fish prices and the modest economic performance. The 
performance of the external sector in 2002 was favorable. Total exports in 2002 recorded an 18.1% 
increase over 2001. The future performance of the Maldives’ economy greatly depends on the 
development of the tourism sector, as well as the economic diversification and employment creation in 
the atolls.   
 
Attainment of MDGs: Targets on primary education, gender equality, child mortality and maternal health, 
combat major diseases and environmental sustainability are on track or fully met. 100% enrollment to 
primary schools has been achieved, however, only 80% complete primary school. For children under-5, 
mortality rate per 1000 live births has been reduced from 48 in 1990 to 26 in 2001. Maternal mortality 
ratio per 100,000 live births has been reduced from 200 in 1996 to 143 in 2001. Preservation of the 
ecosystem is one of the key development items for the country under the Sixth National Development 
Plan (2001-2005). The Maldives faces some risks to maintaining MDGs due to the country’s vulnerability 
to external shocks, especially on the eradication of poverty in the regions/atolls, further improvement of 
children mortality and maternal health, and to ensure environmental sustainability.  
 
State of Poverty: Despite the country’s high per capita income at aggregated level, income poverty still 
exists in the Maldives. In 1998, 43% of the population was below the poverty line.1 The total number of 
income poor in the country is estimated at about 30,000 or 15% of the population under the lowest 
poverty line. Around 43% of the population, including 20% of those on Male, were below the Rf15 per day 
line and 22%, including 10% of those in Male, were below the Rf10 per day line.  The Government’s 
position on poverty is that income poverty exists everywhere in the country when applying the lowest 
poverty line of Rf7.5 per person per day. Poor households are found on all the atolls and on Male.  
 
Characteristics of Poverty Conditions: Poverty problems in the Maldives are primarily related to 
remoteness of the islands and lack of services in the atolls. This includes the lacks of access to electricity, 
transport, communications, education, health, potable drinking water, the quality of housing and the 
natural environment, and the incidence of food security and malnutrition. Inhabitants on the outer-islands 
do not receive those services adequately. The vulnerability of the economy to external shocks is a 
potential threat not only to economic performance at the macro level, but also to the people whose 
livelihoods are dependent on imports for oil and other necessities and on the particular sectors, especially 
fishermen living in atolls who are disadvantaged in various ways, including income and access to social 
services, compared to Male residents.  
 
Root Causes of Poverty: The causes of poverty and disadvantage in the Maldives are largely geographic 
disparities. The total population is small and fractionalized into 200 small village communities that are 
able to sustain only lower levels of socioeconomic activity. Diseconomies of scale in production and 
transport and in the provision of social services and physical infrastructure are major constraints due to 
highly fragmented geographical and population distribution. Past development efforts have been largely 
centered on Male. Disadvantaged access to basic infrastructure and social services and the limited 
employment opportunities in the outer islands are clear evidence of poverty and vulnerability in the atolls 
and have fuelled migration to Male. This will further deplete the development prospects of the outer 
islands, and probably will intensify urban poverty in Male.  

1  In the Vulnerability and Poverty Assessment (VPA) of 1998, the median of Rf15 ($1.17) was adopted as a 
maximum poverty line, and half of this, Rf7.5 ($0.59), as a low poverty line.  
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B. Resource Mobilization–Cooperation Among Development Partners 
 
Domestic Savings:  The Government’s fiscal position is characteristic by a surge in both expenditures and 
financing sides, hence the capital contributions to development from domestic sources are very limited. 
The fiscal deficit in 2002 rose to a high of 7.4% of GDP as compared to 4.7% in 2001, due to the building 
of a large-scale infrastructure project to create a land mass and develop a new town on an island close to 
the capital city of Male2. Public investment for development projects is mostly financed by external 
assistance and borrowings. 
 
Resource Mobilization: Foreign loans and grants financed closed to two thirds of public investment in the 
1990s, and averaged some $20 million in the first half of the 1990s. During the later half of the 1990s, 
official development assistance to the Maldives averaged about $40 million per annum, or about 7 
percent of GDP. The role of external assistance is important in terms of providing technical assistance 
and assistance to build institutional capacity. Japan is the main bilateral funding agency, providing about 
$10 million per annum for infrastructure projects, such as outer islands electrification and seawall 
construction. ADB, World Bank and the United Nations (UN) agencies are the main multilateral funding 
agencies. The Islamic Development Bank and the Kuwait Fund provide assistance on a case-by-case 
basis, with Australia and Canada providing small and periodic contributions.  
 
ADB’s Partnerships: While it has no resident mission in the Maldives, ADB has maintained close 
communication with key development partners, including the United Nations Development Programme, 
World Bank and International Monetary Fund. Recent cooperation among major development partners 
has focused on capacity building and institutional development of key government ministries and 
agencies, such as public expenditure management and statistical development. 
 
C. Performance-Based Allocation to the Maldives 
 
Country Performance: The country-specific criteria were developed to address the key macroeconomic, 
social and structural challenges in undertaking the country performance assessment and reviewing the 
progress of the Poverty Reduction Partnership Agreement, including the deteriorating fiscal balance, the 
urgent need for youth employment, and the importance of financial sector development. So far, the 
Maldives’ performance in meeting the country-specific criteria has been satisfactory. However, the 
Government’s fiscal balance warrants close monitoring.  
 
D. Strategic Objectives and Use of ADF VIII 
 
ADB operational strategy supports poverty reduction through a combination of pro-poor growth, social 
development and good governance initiatives.  To foster pro-poor growth, ADB assists in (i) fostering 
regional development including the provision of basic infrastructure and capacity building; (ii) creating an 
enabling environment for private sector development, including reform of the financial sector and the legal 
system; and (iii) developing information and communication network in the atolls. To raise the level of 
social development, ADB provides assistance for postsecondary education and employment skills 
development and training. To support good governance, ADB (i) develops improved information access 
and public sector connectivity, and builds the capacity of key public institutions with the aim of improving 
public sector management efficiency; and (ii) assists the Government to enable private sector activities 
and to prepare for the likely exigencies posed by the eventual graduation from least-developed country 
(LDC) status.   
 
Disbursement Performance: Actual disbursements in 1998 and 1999 were low as all ongoing loans were 
essentially completed and new loans were at their initial stages of implementation. Disbursements 
subsequently increased and recorded $1.3 million and $2.7 million in 2000 and 2001, respectively. In 

2  The deficit was financed by foreign borrowings comprised mainly of concessional loans. 
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2002, disbursements recorded an actual disbursement of $6.3 million. While the disbursement ratio3 
fluctuated in the 1990s, it has recently been on an upward trend and in 2001 reached to 14.9% and in 
2002 19.6%. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Absorptive Capacity: The improvements of loan disbursement performance in the past few years also 
show that the country is able to (better) absorb the current, or even a slightly higher level of lending. The 
country portfolio review mission in October 2002 recommends improvement of human resources to 
increase the country’s disbursement performance. However, the possible graduation of the Maldives from 
LDC status in the short future will have significant implications for the country, including declining external 
assistance (and hardening terms) as well as an end to preferential access to industrial country markets.  
 
 

ADF VIII Program Objectives/Progress/ Risks/ 
Actions for Improvement 

 
Pro-poor growth: 
 
• Loan 1887: Outer Islands 

Electrification (sector) 
• Loan (2004): Regional Development II 
• TA-3922: Transport Masterplan 
• TA-3896: Regional Development 

Project 
• TA: Commercialization of Agriculture 

and Marine Culture 
• TA: Transport Infrastructure 

Development 

 
Objective: to develop the region (including the provision of basic 
infrastructure and capacity building), to create an enabling 
environment for private sector development, and to develop an 
information and communication network in the atolls. 
 
Progress: Regional development initiatives taken by the Government 
have shown progress. Atolls development plans are being formulated 
in selected atolls to guide their economic and social development 
with the participation of island communities. The plans promote inter-
island and intra-atoll economic and social development activities, 
including transport network development. ADB’s Regional 
Development Project (I) has been satisfactorily implemented and it 
might be finalized even before the planned completion schedule. 
 
Risks: slow start-up of new projects (Outer Islands Electrification) and 
relatively weak counterpart agencies staff.  
 
Actions for improvement: continue assistance in institutional capacity 
building. 
 

3  Disbursements in a given year as a ratio of total outstanding undisbursed loan amount. 
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ADF VIII Program Objectives/Progress/ Risks/ 
Actions for Improvement 

Social and Human Resources 
Development: 
 
• Loan (2003): Employment Skills 

Development Training 
• TA-3826: Post Secondary Education 

and Skills Development 
• Education Masterplan 

Objective: to enhance national education and skills level for more 
productive employment. 
 
Progress: Government efforts to improve the quality of primary and 
expand access to secondary education are ongoing. Gender equality, 
which has been attained for primary education under the universal 
education policy, has shown improvement in lower secondary 
education. Activities of ADB loan are to be started; Employment Skills 
Development Project is to be approved in December 2003. 
 
Risks: there is a big demand for trainings in all levels; to improve 
government staff skills, to increase vocational skills of young people, 
etc. 
 
Actions for improvement: continue assistance in this sector area. 
 

Good Governance: 
 
• Loan 1882: Information Technology 

Development; 
• Loan 1915: Strengthening of the 

Public Accounting System 
• TA-3797: Enhancement of the Social 

Security System 
•  TA-3824: Strengthening of the Public 

Accounting System; 
• TA-3925: Revenue Diversification; 
• TA-4103: Capacity Building for the 

National Statistical System; 
• TA-4196: Debt Management 

Objective: to improve public sector management efficiency (by 
networking government agencies and electronically providing 
information and services for the public), and to prepare for the likely 
exigencies posed by eventual graduation from LDC status.  
 
Progress: key progress has been observed in the Government’s 
efforts to promote good governance, among other things, to improve 
public sector management. 
 
Risks: the processing of several acts and/or bills as loan conditions is 
very much delayed. Project activities are subsequently also delayed. 
 
Actions for improvement: ADB management to conduct more regular 
(policy) dialogues with high level Government, especially with the 
President’s Office, who is very instrumental to submit those bills to 
the People’s Majlis. 
 

 

 

E. Strategic Objectives and Use of ADF IX 
 
The country’s eligibility for least developed country (LDC) status will be reviewed late this year by the 
Economic and Social Council (ECOSOC) of the United Nations. This potential graduation will have 
significant impacts on the country’s economic and social development and is becoming a key 
development issue for the Maldives. They will continue to pursue economic development and poverty 
reduction to prepare for the negative impacts of the graduation. Strategic support to the country in LDC 
graduation is the core team of the current CSP for the Maldives approved in 2002. In particular, the focus 
is on interventions aimed at economic diversification and employment creation in the atolls so as to 
mitigate any adverse impacts the country may face resulting from possible ending of preferential 
treatment in trade and other areas. ADB operations in the country will continue to assist poverty reduction 
through a combination of pro-poor growth, social development and good governance initiatives. This will 
include regional and atolls development, enabling environment for private sector development including 
support for the physical infrastructure development, and employment opportunities generation especially 
for the youth. 
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THE REPUBLIC OF THE MARSHALL ISLANDS 
(Group B1) 

 
A. The Development Challenge 
 
Economic Conditions: The Republic of Marshall Islands (RMI) is a tiny group of 29 resource-poor atolls 
with a total land area of only 181 km2 scattered over 2.0 million km2 of the central Pacific. It faces 
formidable development challenges including organizing a modern state, rapid population growth, 
accelerated sea-level rise, the legacy of nuclear testing, localized pollution, and environmental 
degradation on several over-crowded islands. Seventy percent of the population resides on the two main 
urban areas of Majuro and Ebeye, stretching the public services and greatly eroding traditional social 
order. Over the last 15 years, the RMI economy has been stagnant despite the relatively large annual 
transfers of aid from the United States (US). The overall GDP1 growth of 1.9% per annum from 1985-
2002 was counterbalanced by the population growth that, despite a large migration to the US, increased 
by about 2.6% per annum in the same period. A large decline in real GDP per head resulted, from around 
$1,600 in 1991 to $1,100 in 2002. As a result of the US aid flows the service sector (70% of GDP in 2001) 
dominates the economy. Given that aid flows under the US Compact Agreement constitutes about 70% of 
fiscal revenues and 50% of expenditures, these flows are now vital to the economy without which RMI 
could easily run fiscal and external account imbalances and eventually collapse. Earlier large annual 
bilateral aid flows did not bring about development. 
 
Attainment of MDGs: RMI’s progress toward acheivement of the MDGs has been slow. 2 While RMI does 
not suffer from extreme poverty and hunger, attention is needed to ensure that all the population has 
access to essential and quality education and health services. The target of eliminating gender disparities 
in education has almost been achieved. Child mortality rates have fallen significantly, but non-
communicable diseases are emerging. Access to potable water and improved sanitation facilities is very 
low (14%). The development experience of RMI suggests that the acheivement of MDGs is subject to 
essential preconditions, including institution building and organizational changes that would cater for the 
establishment of a well organized modern state,  committed to a performance oriented public sector and 
the development of a competitive private sector. 
 
Extent of Poverty: About 20% of total households and 65% of outer island households are below the 
poverty line.3 ADB has taken the lead in helping the Government and society to better understand and to 
address poverty. Government is committed to a poverty partnership agreement signed with ADB in 2002 
and to design strategies to reduce poverty and incorporate the same in future national development plans 
in a participatory manner.  
 
Characteristics of Poverty Conditions: According to the participatory assessment of hardship, people 
living in the outer islands are experiencing the greatest levels of hardship and poverty. There are also a 
number of poor and disadvantaged people who live in Majuro and Ebeye. Residents without jobs, 
households without land, and subject to overcrowding, are seen as those most likely to be living in 
poverty and hardship. Children whose parents do not work were seen as most vulnerable. Some go 
hungry, while others lack school supplies and clothes. 
 
Root Causes of Poverty: In common with the priorities expressed by the Marshallese poor,4 poverty in 
RMI is associated with both a lack of and a deteriorating access to essential social services, such as 
primary education, health, and potable water, and also a lack of jobs and markets. Poverty is increasing 
as a result of the weak economic performance, poor public services, growing inequalities, and a break 
down in the traditional support systems. The failure to organize a modern government and develop the 

1 1991 prices. 
2  Nearly all MDG data sets are inadequate for any trends to be established. Also, some MDG targets, such as Target 

2 (hunger), Target 8 (malaria and major diseases), and Target 11 (slum dwellers) are not applicable to the RMI. 
3  In terms of purchasing price parity US$1/day in 1993 PPP would have been equivalent to $1.19 per day or $435 

per annum in RMI in 1999. 
4 ADB. 2003. Priorities of the People: Hardship in the Marshall Islands.  Manila. 
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environment for the private sector has led to a downward spiral in which private investment is deterred 
and growth seriously thwarted. Development is challenged by (i) weak public management and 
supervision; (ii) an uncompetitive business climate, including poorly functioning real estate markets, weak 
law enforcement, and high transaction costs; and (iii) a lack of priority assigned to primary education, 
health, and other essential social services over prestigious urban projects and operation of a high-cost 
international airline. 
 
B. Resource Mobilization—Cooperation Among Development Partners 
 
Domestic Savings: The majority of both public and private domestic savings are invested overseas in the 
form of government trust funds and private remittances. Traditional land tenure and the lack of a secure 
transactions market prevent collateral, and domestic commercial capital, development. US Compact and 
other aid funds provide for most of the government’s recurrent expenditures and capital investments. 
 
Resource Mobilization: The US remains the largest donor to RMI. The governments of RMI and the US 
are currently finalizing the new Compact of Free Association that will provide for a mix of recurrent 
expenditure grants that totals to about $60 million each year over the next 20 years (2004-2023).5 The 
Compact is focused on particular sectors and on accountability for development expenditures and not for 
development outcomes, which remain the concern of ADB. Other significant donors to RMI are Japan and 
Taipei/ China that primarily support the provision of infrastructure.  
 
ADB’s Partnerships: ADB supported6 the government with negotiating the new Compact.  It also has a 
catalytic role that enhances the return on all investments through its support to policy and institutional 
preconditions for development. This support is critical for enhancing the productivity of all aid, public 
investment, and the improvement of the environment for private sector development. 
 
C. Performance-Based Allocations to RMI 
 
Country Performance: The major PBA triggers are the policy and institutional preconditions for improved 
public and private sector productivity, and also portfolio performance. While the overall performance 
under the current government has improved, sustained performance and portfolio management are of 
concern. Fiscal expenditures have been contained resulting in a balanced budget. The government has 
also met its commitments to establishing and funding a Trust Fund7 to help sustain future public 
revenues. State owned enterprise subsidies have been contained, but other reforms, including land 
registration, and improvement of business environment has not yet yielded a sustained increase in private 
sector investments. The share of education and health in the budget has increased as planned, but has 
not led to an increase in performance and service delivery. ADB Program implementation is on track.  
 
D. Strategic Objectives and Use of ADF VIII 
 
Resolving the root causes of poverty in RMI requires improving access to the essential public goods and 
services and private markets. The ADB therefore focuses on improving public sector productivity, private 
sector development, and strengthening governance. ADB’s assistance is designed to both complement 
and improve the yield of all other external assistance. Traditional social order and dependence on 
relatively large levels of US funding render ADB’s development objectives subject to political sensitivities. 
This may be addressed by incorporating the processes of participation in all levels of decision-making.  
 
 
 
 

5  Annual US Compact Grants of around $60 million compare with 13 years of total lending and TA grant assistance 
from ADB of $ 86.6 million. 

6  TA 3668- RMI: Fiscal, Financial, and Economy Advisory Services approved for $0.95 million in June 2001. 
7  The Marshall Islands Intergenerational Trust Fund, established in 1999 with the assistance of to help secure future 

public revenues from investments in international securities.  
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Box 1: Fiscal and Financial Management Program Loan* 
 

A program loan was approved in 2001 (ADF) to ensure future income flows, strengthen public sector financial and 
economic management, stabilize the fiscal position, enhance the policy environment for private sector development, 
and improve the effecitiveness of the public sector.  Improved fiscal, financial, and public sector management and 
secure finances are essential preconditions for securing essential social service delivery for the poor with indirect 
impacts on MDGs 2 to 7. Improving the environment for private sector development is also essential to securing 
increased private investment and job creationin and direct support to MDG 1. This program helped direct the new 
Compact toward support for the government’s Trust Fund (securing future country incomes) and improving both 
public and private sector productivities in support of increased yield from US and other external aid. 
______ 
* ADB.2001. Report and Recommendation of the President to the Board of Directors on a proposed loan and 
technical assistance grant to the Republic of the Marshall Islands for  Fiscal and Financial Management Program . 
Manila. 
 
 
Disbursement Performance: Under ADF VIII, the only blend ADF–OCR Fiscal and Financial Management 
Program Loan to RMI was disbursed as planned. Other loans experienced delayed disbursement due to 
the slow start up of two recent projects revealing some lack of processing capacities in the country. 
 

 
Absorptive Capacity: Although absorptive capacity, in terms of policy and institutional environment, has 
been improving in recent years under the government of President Note, this remains very week. The 
degree to which this improvement can be sustained into the future is uncertain. Much depends on the 
outcome of the November 2003 general elections. Although other (US) external financing will be 
substantial, planned ADF funding levels are required to help direct all investment toward development 
outcomes.  US external financing will include strengthening of public sector absorptive capacity. ADF is 
needed to help strengthen nongovernment participation in development and the wider absorptive capacity 
of society, including the development of public markets.  
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ADF VIII Program Objectives/Progress/Constraints/ 
Actions to Improve Implementation 

 
Governance: 
• Loans 1828/29: Fiscal and 

Financial Management 
Program 

 
• TA 3668: Fiscal, Financial 

and Economy Advisory 
Services (associated with 
Loans 1828/29) 

 
 
• TA 3418: Strengthening the 

Capacity of the Ministry of 
Finance 

 
 
• TA 3284: Preparation of 

Pacific Island Economic 
Report 

 

 
Objectives: To secure a future sustainable revenue flow, strengthen public 
sector management, stabilize fiscal position, enhance private sector policy 
environment, and improve effectiveness of public service. 
 
Progress: All objectives have been mostly achieved with the two latter areas 
needing more focus. The 3 tranches were disbursed on schedule. Associated 

TA largely met its objectives. Programmatic assistance to strengthen fiscal 
and economic policy and management, tax audit, civil service management, 

and establish a trust fund, with immediate objectives largely met. 
 

Risks: Environments for competitive private sector investment and for 
performance oriented public sector operations are major constraints as in all 

PDMCs. 
 
Actions for improvement: Further assistance required to strengthen 
participatory budget and policy formulation will be the subject of further TA. 
 

Human Development: 
• Loan 1791: Skills Training 

and Vocational Education 
Project 

 

Objective: To help implement an integrated national skills training program 
that strengthens career awareness, improves relevance and quality of skills 
training. 
 
Progress: Objective is yet to be achieved. Project implementation is on tract. 
 
Constraints: As above public sector delivery is not well oriented toward 
improved performance. Public sector supervision and management needs to 
be strengthened. 
 
Actions for improvement: Human development, focusing on improved public 
service delivery in support of youth will be one of the main components of the 
future country strategy. Additional resources will be required under ADF IX. 
 

Private Sector Development: 
• TA 3941: Mobilizing Land 

Objective: To improve environment for private sector investment and the 
availability of land for public and private use. 
 
Progress: Objective has not been met yet. TA is progressing to create 
awareness of the need for reform. 
 
Constraints: As with other PDMCs, the economy is primarily structures and 
organized for traditional subsistence and for current external rent seeking 
(aid, remittances, fishing licenses) and it does not primarily support the 
production of domestic goods and services. 
 
Actions for improvement: Much more assistance, possible for land 
reclamation, land securitization, and land reform is planned under ADF IX. 
 

 
E. Strategic Objectives and Use of ADF IX 
 
ADB will continue to add value to all other investment in RMI through its focus on improvement of public 
and private sector productivity. Under ADF IX, ADB is setting ADF-funded strategic thrusts against 
outcomes in: 
 

• Governance: Strengthened central governance by improving fiscal, financial, public sector, and 
economic management and strengthening central policy formulation and institutional 
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development. ADB will continue to monitor budgetary outcomes (balanced budget across years), 
processes and procedures, as well as indicators of improved public service delivery in support of 
MDGs 2 to 7. 

 
• Socially Inclusive Development: Basic social service delivery (e.g., primary education, primary 

health, and potable water coverage) embracing community participation in raising the demand for 
improved services and strengthening management and supervision of service delivery. This 
strategic component addresses MDGs 2 to 7. 

 
• Private Sector Participation: Strengthened enabling environment for private sector investment 

through further land reform, including land reclamation as a means to improving the land market, 
rationalization of the ownership and operation of state-owned enterprises and policy and 
institutional development to facilitate private sector development. This strategic component 
focuses on stimulating increased private investment, subsequent job creation and the reduction of 
poverty in pursuit of poverty reduction and MDG 1. 

 
Box 2: Participation in ADB’s RMI Operation 

 
Enhanced participation by businesses, NGOs, and the people at large, is a characteristic feature of all ADB’s work in 
RMI. People participation was key to assessing the priorities of the poor. This was also instrumental in securing the 
successful reform of both policies and institutions supporting fisheries management and development. Participation 
will also be central in ADB’s continued strengthening of central policy formulation through a permanent task force that 
will guide the central government in budget formulation and economic policy formulation. The new lending proposed 
for ADF IX will incorporate design and implementation by the beneficiaries. These include addressing improvement of 
prioritized basic social service delivery mechnanisms and enhancement of the environment for private sector 
development.  
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THE FEDERATED STATES OF MICRONESIA (FSM) 
(Group B1) 

 
A. The Development Challenge 
 
Economic Conditions:  The FSM is a confederation of four States – Chuuk, Kosrae, Pohnpei and Yap – 
comprising 607 small islands occupying 70,000 hectares in 250 million hectares of western Pacific.  Each 
State has its own government, language(s), culture and identity. Although means of communication, in 
particular telecommunications, have improved over recent years, the physical isolation of the country, and 
the States from each other, pose particular development challenges. The economy is dominated by the 
public sector.  Although efforts to downsize the government (50% of GDP in FY2002)1 have been made, 
particularly through ADB’s Public Sector Reform Program, government expenditure still accounts for 
approximately 70% of GDP. The private sector mainly services the public sector. FSM is heavily reliant on 
external assistance, which accounts for more than half of government revenue. The Compact of Free 
Association (Compact) with the United States is a major source of external assistance. The value of 
imports is six times that of exports, and the trade deficit was 33% of GDP in FY2002. The major challenge 
for the FSM is to transform itself from a public sector-led economy to private sector driven economy. 
 
Attainment of MDGs: A lot of effort is needed for FSM to meet the MDGs by 2015. One of the key issues 
is delivery of basic social services, which often fails to reach the poorer strata of society in the outer 
islands, and rural areas. Although little disaggregated data are available significant differences in poverty 
between the various states prevail.  FSM not only faces the challenge of increasing enrolment rates at all 
levels but also of improving the quality of education, retention rates, and access to education in the outer 
islands.  Health indicators also need to be improved. Although maternal mortality rates have fallen 
significantly, they are still relatively high. The incidence of non-communicable diseases is also rapidly 
increasing. Child mortality rates have decreased slightly. Available data suggest that only 41% of the 
population has access to improved water source and about 45% to improved sanitation.   
  
Extent of Poverty:  Poverty incidence is estimated to be high, with approximately 40% of the population 
falling below a poverty line established in 1998. There are also signs of increasing inequalities. However, 
extreme poverty and hunger are not issues in the FSM. As with other Pacific DMCs, ADB is helping the 
government and society of the FSM to better quantify, understand, and address poverty. ADB will finance 
both a participatory poverty assessment and an assessment of strategies for equitable growth and 
poverty reduction late 2003. Under its plans the Government is committed to better define and assess 
poverty, design appropriate strategies to reduce poverty, and incorporate these strategies into the 
country’s development plan. 
 
Root Cause of Poverty:  The nature of poverty in FSM is associated with both a lack of and deteriorating 
access to essential social services, such as primary education, health, and potable water, and also a lack 
of jobs and markets. Poverty is increasing as a result of the weak economic performance, poor public 
services, growing inequalities, and a break down in the traditional support systems.     
 
B. Resource Mobilization – Cooperation with Development Partners 
 
Domestic Savings: Sufficient time series data of domestic savings of FSM are not available.  However, 
1996 data reveal a high level of consumption relative to GDP, with domestic savings negative 40% of 
GDP in 1996.  Large external aid funds are the basis for the domestic consumption of the FSM.   
 
Resource mobilization: The United States (US) remains the largest donor to the FSM. The FSM and US 
Governments are currently finalizing a new Compact of Free Association that will provide for grants in 6 
sectors; namely (i) education, (ii) health care, (iii) private sector development, (iv) environment, (v) 
capacity building in the public sector, and (vi) public infrastructure, with priorities in education and health 
care. US Federal Programs, annual Trust Fund investments, and other assistance over the next 20 years 
(2004-2023) make up the rest of the package. Japan is the second largest bilateral donor to the FSM, 

1  Fiscal year of the Federated States of Micronesia’s ends on 30 September. 
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with annual grants of about $10 million. These grants have usually financed the construction and 
improvement of physical infrastructure such as roads, airports, ports, wharves and fisheries infrastructure. 
Japan also has a grassroots program for the environment and for improving the quality of life. Australia 
provides approximately $1 million equivalent in aid per year, mainly for education, health and capacity 
building. 
 
ADB's Partnerships: ADB is the only multilateral agency active in the country and plays a significant role 
in aid coordination. ADB has organized all four Consultative Group meetings, and is currently informally 
requested to lead the next Consultative Group meeting in early 2004.  ADB is assisting the Government 
in negotiating the new Compact.  ADB also aims to play a catalytic role to enhance the return on all 
investments through support for improved policy formulation and institutional development. This support 
is critical for enhancing the productivity of all aid, other public investment, and the improvement of the 
environment for private sector development. 
 
C. Performance-Based Allocation to FSM 
 
Country Performance: The major country specific PBA triggers are the policy and institutional 
preconditions for improved public and private sector productivity and portfolio performance.  FSM has so 
far achieved the triggers under the base case lending scenario, including sound fiscal and debt 
management, and progress in pursuing economic reforms, and other effort toward poverty reduction.  
 
D. Strategic Objectives and Use of ADF VIII 
 
The ADB country strategy for FSM is consistent with ADB’s overall Pacific Strategy for the New 
Millennium and focuses on three areas:  
 

• Promotion of private sector development. Fundamental constraints in the legal and 
institutional infrastructure prevent greater private sector development. A Private Sector 
Development Program/Project (2001) aims to help establish an open and competitive economy 
conducive to private sector development by promoting a favorable economic and legal 
environment for investment, and increasing the mobilization, productivity, and competitiveness of 
FSM's land, labor, and capital resources.  

 
• Improved delivery of social services. An Omnibus Infrastructure Development Project is 

included in the 2004 lending for the FSM. This project aims to improve the water supply and 
sanitation systems particularly in Pohnpei, Kosrae and Yap and the power sector in Chuuk. The 
project is expected to promote the better access to improved water sources and thus improve 
public health. 

 
• Support for good governance. ADB has assisted with public sector reforms, strengthening 

economic policy formulation, and public financial management. FSM has also embarked on a 
program of economic reforms to reduce the role of the public sector in the economy and increase 
economic self-reliance. Substantial cuts in the size of Government civil service were achieved 
under the Public Sector Reform Program financed by ADB. 

 
Disbursement Performance: Due to delays in the implementation of projects approved in 2000 and 2001, 
disbursement is slow.  However, as project implementation is expected to gain momentum in 
implementation disbursement should improve in 2004.  
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Absorptive Capacity: Although absorptive capacity in terms of policy and institutional environment has 
been improving in recent years, there is still much room for further improvement. While other external 
funding will be substantial and US external financing will include strengthening of pubic sector 
management, this funding does not focus on the productivity of public and private sector goods and 
services delivery. Planned ADF funding levels are required to help improve productivity of all investment 
and strengthen the focus of aid towards development outcomes.    
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ADF VIII Program 
 

Objectives/Progress/Constraints/ 
Actions for Improvement 

Private Sector Development: 
• Loan 1873/74: Private 

Sector Development 
Program and Project 

Objective: To promote economic growth by expanding the private sector in 
the FSM, thereby raising domestic employment and incomes and reducing 
dependence on external assistance. 
 
Progress: The loan became effective in 2003 with participation of three out 
of 4 states. The first tranche has been already disbursed. 
 
Risks: The economy is primarily structured and organized for traditional 
subsistence and for current external rent seeking (aid, remittances, fishing 
licenses) and it does not primarily support the production of domestic goods 
and services. The progress in privatization and any other transformation of 
public enterprises is relatively slow. 
 
Actions for Improvement: Further assistance in privatization of public 
enterprises is planned in 2004. 
 

Inclusive Social Development: 
• Loan 1816: Basic Social 

Services Project (2000 
under ADF VII) 

Objective: To develop a framework for education and health service delivery 
systems that is accountable to the community and deliver satisfactory and 
cost-efficient services. 
 
Progress: The loan became effective in 2003, but the progress of project 
implementation is slow due to lack of counterpart funding.  
 
Risk: Institutional capacity to manage and deliver quality services is still 
weak. Availability of counterpart funding has improved. 
 
Actions for Improvement: The project aims to develop the adequate 
institutional capacity, including community participation, in delivering social 
services.  
 

Governance: 
• TA 3783: Economic Policy 

Reform and Capacity 
Building, Phase I 

Objective: To strengthen institutional capacity of the Government in financial 
management and economic planning. 
 
Progress: Through a series of technical assistance, Government capacity is 
slowly being strengthened. 
 
Risks: The anticipated reduction in the amended Compact funding is a 
major challenge for FSM's future fiscal management, as well as capacity 
building efforts. 
 
Actions for Improvement: Assistance in long-term capacity building efforts is 
much needed. 

 
E. Strategic Objectives and Use of ADF IX 
 
The basic development challenges of the country have remained the same for years.  FSM is still heavily 
relying on foreign aid, particularly from US Compact funds. The country needs to actively promote private 
sector investment to achieve sustainable socioeconomic growth. Social services continue to suffer from 
low quality of service delivery and access is still limited compared to other PDMCs. Governance and 
institutional capacities also need to be strengthened to support future sustainable development.  ADB’s 
current country strategy and program for the FSM remains valid. No major change in ADB's country 
strategy for the FSM is expected. Potential areas of ADB assistance with ADF IX resources are (i) outer 
island development to increase access of people to basic services such as education and health; and (ii) 
public sector reform to cope with the reduction in external grants and to mitigate potential economic 
shocks.  MDG Goals 2, 3, 4, 5, and 6 would be addressed through the outer island development project. 
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MONGOLIA 
(Group A) 

 
A. The Development Challenge 
 
Economic Conditions: Mongolia is a landlocked country half the size of India with a population of 2.4 
million and population density of two persons per square kilometer. With 1 million living in Ulaanbaatar, 
the low population density in rural areas imposes challenges to cost-efficient and reliable delivery of 
public services. With a per capita income of $445, the mainstay of the rural population is herding, an 
activity subject to the shortcomings of the Mongolian harsh climate with short summers and extreme 
winters. After a decade of transition to a market economy, and despite the many shocks that have 
affected the economy, Mongolia has achieved a reasonable political and macroeconomic stability. The 
country has established a policy framework and the basic institutions to enable private sector 
development that currently accounts for more than 75% of the economy. The macroeconomic 
performance has been broadly in track since 2000. Real GDP growth, depressed to 1% in 2000-2001 by 
weather-related losses in the herd stock, recovered to 3.9% in 2002 sustained by the industry and service 
sectors and buoyant domestic demand. GDP is projected to grow to 5.5% in 2005. However, growth is 
constrained by a dependence commodity production and trade in copper, gold, and cashmere that 
account for over 80% of exports. The narrow export base limits the country’s long-term development 
prospects, including foreign exchange earnings and fiscal revenues.  
 
Attainment of MDGs: Despite the progress toward meeting many of the non-income MDGs, poverty 
reduction is lagging and halving the proportion living in extreme poverty by 2015 is unrealistic. Universal 
primary school enrollment has been achieved; and gender disparity in secondary schools has been 
eliminated. Reducing child mortality rates by two-thirds is nearly achieved. Reduction of maternal 
mortality by three-fourths, and combating HIV/AIDS, malaria and other diseases is achievable. Ensuring 
environmental sustainability is only potentially attainable.  
 
Extent of Poverty: Economic growth during the 1990s did not reduced poverty as expected and the 
incidence of poverty remained unchanged since 1996 affecting 36% of the population. The depth and 
severity of poverty rose during the second half of the 1990s, indicating a widening of the gap between 
average consumption expenditures among the poor and a declined purchasing power of the poor to 
acquire basic needs. 
 
Characteristics of Poverty Conditions: After the collapse of the socialist institutions a range of services 
deteriorated, including health, education, transportation, sanitation, and water supply. The most serious 
outcome was the alarming growth of unemployment. Poverty emerged on a large scale in the 1990s as a 
consequence of the structural transformation of the economy. Poverty has been disproportionately urban, 
with 57% of the poor residing in urban areas and 43% in rural areas. The incidence of poverty is high 
among female-headed households and large households. Human capital is rapidly being eroded, as the 
today’s children are less educated and less nourished than their parents. The abrupt change to a market 
economy was received as a shock, when the school attendance became subject to ability and willingness 
to pay. Direct and opportunity cost of attending school led to withdrawal of children from school, even at 
the primary level. The daily caloric intake requirement for Mongolians is 2,900. Poor households consume 
an only 58-69% of requirement. The rate of diseases and mortality caused by malnutrition, including 
micronutrient deficiency diseases, has become a concern. 
 
Root Causes of Poverty: Unemployment and underemployment remain primary causes of poverty. The 
widening gap in access to basic social services between urban and rural areas is exacerbated by the 
poor rural infrastructure. Decaying infrastructure has contributed to the decline in quality of life. There has 
been little investment in the last ten years in the high-maintenance infrastructure, a legacy from the pre-
transitional era. Without sufficient funds from government, service providers are forced to collect user fees 
through informal means and without due accountability and transparency in place. Deteriorating access to 
basic services has contributed to the increasing dropping out of school and to inadequacy of health 
services.  
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B. Resource Mobilization–Cooperation Among Development Partners 
 
Domestic Savings: While the domestic investment has reached 28% of GDP in 2002 savings remain low 
at 18%. The gap was traditionally closed with foreign savings that, in turn, led to a rapid accumulation of 
external debt and growing current account deficits. Concerns are growing regarding debt sustainability. 
Domestic savings are low and national investments subsequently modest. The capital market is 
underdeveloped and the banking system lacks capacity for large-scale lending. In the fiscal area, the 
Government’s strategy needs to focus on rationalizing expenditures and revenues, while aiming to 
improve social coverage and reduce tax burdens. While foreign direct investment (FDI) could present a 
solution, attracting significant FDI flows requires a long-term process to implement a liberalized regulatory 
framework. External aid is needed in Mongolia to combat poverty and enhance further economic 
development. 
 
Resource Mobilization: Donor assistance has played a crucial role in transforming Mongolia to a market 
economy. The successful transition and relative liberalism has attracted abundant donor support, 
reaching to the highest per capital levels in the world. The nature and extent of assistance has also 
changed to meet the requirements of an evolving economy. While aid has been abundant, however, GDP 
has not reached 1990 levels yet, over a third of the population is poor, and the per capita income is far 
below i1990 levels. The Government mobilizes external resources on the basis of its Economic Growth 
Support and Poverty Reduction Strategy (EGSPRS) (2003). The government is implementing a series of 
policy reforms to enhance growth with a pro-poor focus to reduce poverty. A central goal of the EGSPRS 
in the medium term will be the distribution of the benefits of growth more equally to the population, 
through specific projects and programs aimed at increasing employment among the poor. The EGSPRS 
requires resources equal to 40-45% of GDP per annum. 
 
ADB’s Partnerships: ADB is a lead agency among the external development partners in many sectors, 
particularly in the social sectors. At the consultative group meeting in 2002, ADB and the World Bank 
agreed to strengthen coordination at country strategy level, through joint formulation of their respective 
medium-term operational strategies. The two institutions are conducting joint sector and thematic analysis 
and strengthening information sharing and operational coordination, particularly in the areas of country 
performance assessment, governance reforms, identification of sector programs, and portfolio 
management. Collaboration with other external funding agencies has also been strengthened, particularly 
through the ADB’s Mongolia Resident Mission. Renewed cooperation is demonstrated in development of 
a civil aviation policy in cooperation with the European Bank for Reconstruction and Development. ADB 
continues to pursue confinancing, particularly from grant and concessional sources, to address the 
important thematic priorities of Mongolia.  
 
C. Performance-Based Allocation to Mongolia 
 
Country Performance: Under the performance-based allocation system, Mongolia qualifies easily for the 
base case, but has difficulties in meeting the criteria for the high case. In particular, the country faces 
difficulties with (i) full implementation of budget, output, and financial management provisions of the 
Public Sector Management Financial Law; (ii) reflecting the EGFPRS in the national budget allocations; 
and (iii) implementation of the National Strategy of Maternal Mortality Reduction. 
 
D. Strategic Objectives and Use of ADF VIII 
 
The main objective under the ADB’s strategy in Mongolia is to foster pro-poor economic growth with the 
objective to reduce poverty. Emphasis is on income and employment generation through expansion of the 
private sector. Good governance is an economy-wide objective under the strategy and is mainstreamed 
into design of all programs. The major thrusts of ADB strategy under ADF VIII are as follows: 
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• Private Sector-Led Growth: ADF assistance aims to restructure and reform the financial sector 
with the objective to broaden and deepen financial intermediation. It will support reorienting public 
sector to assume a supervisory and regulatory roles in support of private sector development and 
develop a framework to improve governance and its service delivery capabilities. 

 
• Employment Generation: With the support of micro-finance and skills development ADB will 

support generation of self-employment in urban areas, and agro-processing industries in the rural 
areas. These will help transform employment opportunities from the temporary and harvest 
season dependent work to year-round occupations. 

 
• Social Sectors: Human development and improved access to basic services and employment is 

enhanced through selected social sector interventions. The focus is on helping the severely poor 
by strengthening and reforming the social protection system. 

 
• Governance: Improving efficiency economy-wide is undertaken through mainstreaming of 

governance reforms in all ADB’s programs that reduce transaction costs. Improved governance 
conditions will facilitate increased investments and enhance productivity of the invested capital 
Governance reforms are also envisaged to lead to a better provision of infrastructure services 
and to lower production costs for firms, and to foster a better delivery of social services and 
improved human capital. 

 
Disbursement Performance: The loan portfolio is performing well. The projects are generally meeting their 
development objectives and are being implemented on schedule. Since 2000, however, low contract 
awards and disbursements have become of concern in light of (i) optimistic projections, (ii) start-up 
delays, (iii) new, centralized financial and procurement procedures initiated by the Government, and (iv) 
insufficient communications among Government agencies. To reverse the situation ADB and the 
government have agreed to an action plan to improve portfolio performance by addressing a number of 
general and project-specific implementation issues. According to the Action Plan, a number of new 
regulations will enhance the Government’s ability to administer projects covering procedures for (i) 
withdrawal applications; (ii) speedier selection of project management staff; (iii) delineation of project 
management responsibilities; (iv) guidelines for financial management and project costing; (v) procedures 
for on-lending; and (vi) procedure for tax exemption of loan funded goods.  
 

 
 



Appendix 5 157  

Absorptive Capacity: Absorptive capacity is limited due to weak institutional capacity. Foreign aid 
effectiveness is also a concern. Since 1991, Mongolia has received over $2.4 billion of official 
development assistance (ODA), of which $1.2 billion were grants. This makes Mongolia a major recipient 
of foreign aid in per capita terms.  External debt has doubled since 1996 and reached 88% of GDP in 
2002. However, since 1991 foreign debt has leveled and debt service ratio has become manageable. The 
debt is mostly concessional and is serviced without difficulty. These considerations notwithstanding, 
additional foreign borrowing requires prudent consideration, including assuming new contingent liabilities 
in form of public guarantees on private-sector external borrowing. The most significant immediate threat 
for debt sustainability is the unresolved claim of the pre-1991 Russian debt (TR10.5 billion). Negotiations 
favorable for Mongolia are underway. 
 

ADF VIII Program Objectives / Progress / Constraints /  
Actions to Improve Implementation 

 

Agriculture and Rural Development: 

MON 1736: Cadastral Survey and Land 
Registration (2001) 
MON 1821: Agriculture Sector 
Development (program loan) (2001) 
MON 1822: Agriculture Sector 
Development (project loan) (2001) 
MON 1848: Rural Finance (2002) 
Crop Production Project (2004) 
Agriculture Sector Development Project 
III (2006) 

 
Objectives: Develop more market-oriented, efficient, and sustainable 
agriculture sector, and reduce poverty by providing increased income 
opportunities. Develop a sustainable rural financial system that will 
provide access to savings and credit services to poor rural 
communities. 
 
Progress: The programs are being implemented satisfactorily with a 
positive impact in herders and farmers income. 
 
Risks: Counterpart budget should be allocated and disbursed on a 
timely manner, and solid government commitment is essential. 
 
Action for Improvement: Closer coordination with the government on 
counterpart budget allocation and continuous dialogue on policy 
reforms. 
 

Social Infrastructure: 
MON 1847: Housing Finance Sector 
Loan (2002) 
MON 1908: Integrated Development of 
Basic Urban Services in Provincial 
Towns (2002) 
MON 1907: Second Education 
Development (2002) 
MON 1998: Second Health Sector 
Development (2003) 
Education Sector Development lll 
(2005) 
Urban Development lll (2006) 
 

Objectives: To reduce poverty, improving the provision of essential 
social services to the poor, including education, health, municipal 
services and social security services. 
 
Progress: Although all loans are in the initial phase, satisfactory 
progress to date. 
 
Risks: Insufficient capacity building to fully comply with all the policy 
conditions. 
 
Action for Improvement: Appropriate TA to improve capacity building 
support is provided. 

Finance: 
MON 1743: Second Financial Sector 
Reform Project (2002) 
Financial Sector Program III (2005) 
 

Objectives: To promote the development of a competitive, stable, and 
broad-based financial system in order to strengthen financial 
intermediation, enhance domestic and external resource mobilization, 
and support sustainable economic growth. 
 
Progress: Program currently scheduled to end by December 2003. 
Confirmed progress on the overall program implementation and 
compliance with major release conditions. 
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Risks: Political risk and insufficient capacity to fully comply with 
proposed policy actions. 
 
Action for Improvement: Ta is being provided to key agencies for 
institutional upgrading and to reduce the downside risks from weak 
capacity. 
 

Governance: 
MON 2010: Governance Reform 
Program II (2003) 
MON 2011: TA Loan for Capacity 
Building for Governance Reforms 
Governance Reform Program III (2006) 

Objectives: Enhance accountability and efficiency of the public sector 
and to support implementation of administrative and financial 
management reforms. 
 
Progress: Approved by the Board on 7 October 2003. 
 
Risks: Political risks associated with any program of this nature. In 
particular, Mongolia will go for Parliamentary elections in mid-2004. 
 
Action for Improvement: Through close monitoring and constructive 
dialogue ensure that all the policies adopted and actions taken continue 
in effect during and after the program implementation period.  
 

Social Security:  
MON 1836: Social Security Sector 
Development Project Loan (2002) 
MON 1837: Social Security Sector 
Development Program Loan (2002) 
 

Objectives: Strength the social security system’s ability to deliver 
essential welfare, insurance, and employment services to the poor. 
 
Progress: First tranche released and good prospects for second 
tranche release in 2004. 
 
Risks: Lack of institutional capacity for undertaking wide-ranging 
reforms and coordination failures between the central and regional 
government agencies 
 
Action for Improvement: TA support for capacity building is being 
provided. 
 

Regional Cooperation:  

Regional Road Development Project 
(2004) 

Objectives: To promote regional cooperation between Mongolia and 
PRC by completing Mongolia’s north-south road corridor. The 
completion of the project will result in the first paved international road 
in Mongolia, facilitating domestic and international transport at 50% less 
time than at present. In addition, the proposed project will provide 
people of southern Gobi regional to get access to better social services. 
 

 
E. Strategic Objectives and Use of ADF IX 
 
The objective of ADB’s strategy is to reduce poverty by generating employment opportunities through 
acceleration of economic growth. To help Mongolia achieve the MDGs, ADB will help promote economic 
growth for job creation and improve provision of essential social services for the poor. Persistent and high 
incidence of income poverty and continued external imbalances require greater emphasize on economic 
growth as the primary way to reduce poverty. Successful implementation of the ECGPRS requires a 
review of the poverty reduction strategies of the primary development partners. ADB will undertake this in 
the context of preparation of its country strategy in 2004. The new strategy will focus on agriculture, 
finance, public sector reform, social service delivery, urban development, and roads. In addition to that 
ADB recognizes the importance of engage Mongolia more actively in subregional cooperation.  
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• Growth driven poverty reduction: Sustainable economic growth and poverty reduction will be 
possible with concerted efforts to strengthen the private sector in a stable macroeconomic 
environment. Addressing growing inequality in spatial and income distributions through pro-poor 
growth initiatives, enhancing further private sector development focusing on employment 
generation, improving the legal framework and governance standards, as well as managing 
external debts will be the key concerns of the medium-term developmental path. 

 
• Focus on Employment: The importance of growth and employment creation are emphasized as 

key to poverty reduction both by the Government as well as in ADB’s strategy in Mongolia. This 
calls for removing of the underlying the impediments to private sector expansion. Commercial 
viability is painfully challenged by the small size and fragmentation of the economy and long 
distances between domestic market centers as well as export markets. ADB is helping through an 
ongoing private sector assessment (PSA) to assess options and methods for addressing the 
constraints. 

 
• Finance: ADB’s strategy in the financial sector will continue aiming at removing barriers to private 

sector growth and generating employment by improving the efficiency of financial intermediations 
and facilitating the development of alternative sources of financing. Special emphasis will be on 
governance reforms within the sector to introduce greater transparency and accountability at all 
levels of financial institutions and operations, and to build up the needed human skills to ensue 
the proper functioning of the sector. Besides, the financial sector strategy will support poverty 
reduction through direct interventions through development of micro finances services. 

 
• Agriculture: The agriculture and livestock sector is the main provider of employment in Mongolia. 

The strategy will build on this source of strength by emphasizing measures aimed at generating 
viable employment and income through supporting private sector-led expansion of economic 
activity, particularly in the agro-processing sector, strengthening the enabling legal and regulatory 
environment to stimulate private sector activity, improving support services to overcome 
constrains to agriculture development and promoting improvements in the provision of financial 
services in rural areas. 

 
• Urban Development: ADB strategy in urban development will include access to basic social 

services to improve their health and quality of life for urban settlers, improving the quality and 
supply of housing, particularly in the poor ger (traditional dwelling) areas, and strengthening 
institutional, financial, and management capacities in the public utilities and housing, together 
with improving related policies, regulatory activities and operations. 

 
• Provision of Essential Social Services: As major thrust to reduce poverty, ADB will continue its 

active interventions in improving provision of essential social services to the poor, including 
education, health, municipal services, and social security services. Apart from supporting 
rehabilitation and construction of social infrastructure increased emphasis is to be devoted on 
policy and institutional issues to improve the efficiency and sustainability of service delivery 
systems and to ensure improved access of the poor, through integrated interventions for public 
sector reforms in general, and for specific social sector in particular. 
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NEPAL 
(Group A) 

 
A. The Development Challenge 
 
Conflict Context: The armed insurgency, which began in 1996, has developed into a widespread violent 
conflict. The conflict is estimated to have cost Nepal nearly 8-10% of GDP. Some two-thirds of Nepal’s 75 
districts are now considered highly affected by the insurgency with absence of government outside many 
district headquarters.  The conflict poses tremendous challenges to the development activities and the 
achievement of the MDGs. Unrealized social and economic development, persistent poverty, rising 
income inequality, limited employment opportunities, the widening rural-urban income gap, geographic 
inequalities, and social exclusion of disadvantaged groups are amongst the key factors that have 
contributed to the insurgency. 
 
Economic Conditions: Conflict has widened the already large gap between Nepal’s economic 
performance and its potential. After market-oriented reforms were introduced in the early 1990s, 
economic growth improved to 5% per annum during 1990s. However, with the upsurge of the violent 
conflict, GDP growth turned negative in FY2002.1  While a moderate economic recovery was achieved in 
FY2003 with a growth rate of 2.3%, it barely kept pace with the population growth of 2.24%.  The conflict 
has undermined the economy, weakened the fiscal position, damaged investment climate and tourism, 
disrupted basic service delivery and trade, constrained creation of employment opportunities, and caused 
increased out-migration from the rural areas. 
 
Attainment of MDGs: Despite significant progress achieved in human development during the last 
decade, Nepal faces high risks in achieving most MDGs, mainly due to the country’s limited domestic 
resources and institutional capacity necessary to implement development programs, the sharp inequality 
at regional, urban-rural, gender, and social-ethnic levels, and the deeply entrenched gender, caste, and 
ethnic-based exclusion.  
 
Extent of Poverty: Despite improving economic performance during 1990s, Nepal remains one of the 
poorest countries in the world, with a per capita GDP of $232 in 2002. About 40% of Nepal's population 
falls below the national poverty line.  It is widely believed that the absolute number of poor has increased 
and the regional income inequality has widened during past two decades.  The pattern of economic 
growth has not been pro-poor. While the share of the agriculture output in the overall GDP significantly 
reduced from 52% to 41% during the 1990s, the majority of work force continues to be underemployed in 
the agriculture sector with low productivity.  Bulk of the population engaged in agriculture lies below the 
national poverty line. 
 
Characteristics of Poverty Conditions: Poverty in Nepal is much more prevalent, intense, and severe in 
rural areas where poverty incidence (44%) is almost double that of urban areas (23%). The incidence of 
poverty in the mid- and far- western development regions and in the mountain districts greatly exceeds 
the national average. A recent study indicates that poverty incidence has increased over the past two 
decades in Nepal. And the increase is for the most part a rural phenomenon, with the hill and mountain 
districts consistently showing the highest incidence among three ecological zones.2  
 
Root Causes of Poverty: Poverty in Nepal has remained prevalent, intense and severe, largely due to 
limited access to productive resources, social exclusion, geographical isolation, and unstable and 
ineffective government.3 
 
 
 
 

1  Nepal's fiscal year begins in mid-January; However, FY2002 refers to mid-July 2001 to mid-July 2002. 
2  Nepal is divided into three ecological zones: the terrain, hills, and mountains. 
3  ADB. 2002. Poverty Reduction in Nepal: Issues, Findings, and Approaches. 
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B. Resource Mobilization–Cooperation Among Development Partners 
 
Domestic Savings: The chronic fiscal deficits largely due to rising expenditures on security and the narrow 
domestic revenue base provide Nepal with limited room for additional resource mobilization for capital 
investment in the medium term. Foreign grants and loans are expected to finance about 60% of 
development expenditures in 2004, a situation that is unlikely to be reversed in the near future. External 
assistance will be crucial to financing implementation of the Tenth Plan (FY2003-FY2007) which is also 
the Government’s poverty reduction strategy.  
 
Resource Mobilization: Given the political and economic uncertainties which largely stem from the 
conflict, there is considerable doubt that the Government will be able to mobilize adequate resources for 
implementing its poverty reduction program of the Tenth Plan. As in the FY2003 Budget, domestic 
revenue would continue to be insufficient even to finance regular expenditure leaving the entire 
development expenditure to be financed, either by external or by domestic borrowing. The Government 
has estimated that, based on the priorities identified in the Tenth Plan and Medium-Term Expenditure 
Framework (MTEF), external assistance requirement for FY2003–FY2007 is estimated at $4.2 billion or  
$850 million per annum.  While Nepal's development partners are supportive of the implementation of the 
poverty reduction program of the Tenth Plan, a significant financing gap (about $440 million per annum) 
remains unfunded. Many external assistance agencies are active in Nepal, but major partners—Japan, 
ADB and the World Bank—fund about 40% of total development budget. ADB contributes about 13% of 
the annual development budget.  
 
ADB’s Partnerships: ADB has progressively strengthened its development partnership with Nepal’s other 
development partners through regular and development agenda-specific consultations to enhance the 
impact of its development assistance. ADB, together with other development partners, joined in a 
concerted effort to assist the Government in the design and implementation of the Government's 
Immediate Action Plans (IAP) and contributed to the finalization of the Tenth Plan.  Regular coordination 
with the multilateral and bilateral funding agencies is being undertaken various consultative meetings to 
improve aid coordination and effectiveness. The Nepal Donor Group, comprising all bilateral and 
multilateral donor agencies, meets every two months on special issues and regular consultation. The 
NDG also oversees 12 thematic groups that discusses sector issues and coordinates policy interventions 
and donor activities. The Reform and Development Group and the Donor Harmonization Group, 
comprising key donor agencies including ADB, coordinates closely with the Government on economic 
reform issues and harmonization of donor practices in Nepal. In addition, the Nepal Development Forum, 
held every 18 months or so and co-chaired by the Government and World Bank, reviews development 
progress in Nepal, aid effectiveness, and Nepal’s external assistance needs. These donor groups are 
well-structured and meet regularly, and their deliberations have been frank. Since August 2003, the 
government is chairing the NDG. This process is still evolving and more effort will be required by donors 
to ensure more effective leadership of the government. As mandated by the Poverty Reduction Strategy 
of 1999, ADB continued to strengthen partnerships with other bilateral and multilateral development 
agencies at project and program levels. In 2003, the Danish International Development Agency agreed to 
provide $30.0 million in cofinancing for the first phase of the ADB-assisted Secondary Education Support 
Project, and the Swiss Agency for Development and Cooperation provided about $470,000 in grant 
funding for public awareness and monitoring of the Governance Reform Program. The United Kingdom’s 
Department for International Development agreed has, in principle, agreed to provide a technical 
assistance grant for supporting the public enterprise reform component under ADB-assisted the Public 
Sector Management Program. 
 
C. Performance-Based Allocation to Nepal 
 
Country Performance: Nepal has consistently improved its performance in the past three years due to 
improved performance in the areas of inclusive social development and governance. Despite the conflict 
that continues to beset the country, it has maintained third quintile ranking for the past three years. ADF 
allocations and lending to Nepal are triggered by country-specific performance indicators, namely: 
(i) macroeconomic management; (ii) reforms in thematic and sectoral areas; and (iii) portfolio 
management. The focus of macroeconomic management is to support the prudent public expenditure 
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management through prioritization and streamlining of development projects/programs in line with the 
MTEF. The structural reforms focus on curbing corruption through effective implementation of 
anticorruption measures and improving performance-based management in key ministries. The reforms 
agreed with the government in key sectors include amendment of irrigation regulation to authorize water 
user associations to recover costs, amendment of education regulations to introduce an incentive scheme 
to ensure that in-service teachers complete the minimum 10-month training program, strengthening 
implementation and monitoring capacity of District Technical Offices in each District Development 
Committee through preparation and adoption of time-bound action plans, restructuring/unbundling of 
Nepal Electricity Authority, and strengthening corporate governance and financial viability of the five 
Regional Rural Development (Grameen) banks. While the Government has undertaken reforms in fiscal 
consolidation and to address thematic and sectoral issues, portfolio performance remains a key challenge 
mainly due to the slow development activities and weak institutional capacity.  
 
D. Strategic Objectives and Use of ADF VIII 
 
The overarching goal of ADB's Country Operational Strategy of 1999 was to achieve a sustainable 
reduction in poverty through (i) generation of productive employment opportunities and increased rural 
incomes resulting from faster and broad-based economic growth; (ii) equitable improvements in basic 
social services to enhance human development resulting in reduction of population growth; and (iii) 
protection and improvement of the environment to sustain gains.  In recognition of the serious constraints 
posed by weaknesses in institutional capacity and governance practices to meet rising demands for 
economic and social improvement, ADB adopted building effective institution building as ADB’s main 
strategic approach for combating poverty in Nepal. Towards these ends, the Government is committed to 
a well-defined set of economic and social development targets.4  
 
Sector Focus: To improve its development impact ADB has reduced its operations in the ADF VIII period 
from 10 to 6 sectors in 2002, and now concentrates its support to agriculture and rural development, 
transport, energy, finance, education, and water supply and urban development. These sectors constitute 
critical factors in releasing broad-based and more rapid growth: 
 

• ADB supports the Government’s agricultural policy and institutional reforms, including 
liberalization of fertilizer trade and removal of the remaining policy distortions in irrigation and 
food marketing, and rural credit.  

 
• The Road Network Development Project (2001) includes proposed investments to improve the 

existing road network including vital segments of the east-west highway and to provide adequate 
provision for operation and maintenance.  

 
• In energy sector, ADB supports improvement in efficiency and financial viability of the sector, and 

pursuing public-private partnership in generation and distribution.  
 

• Two loan projects, Teacher Education Project and Secondary Education Support Project, were 
supported to improve the quality of education through restructuring and integrating scattered 
teacher training institutions and strengthening their capacity to provide improved teacher 
education.  

 
• Water Supply and Sanitation Project (2003) was supported in the rural and semi-urban areas to 

promote sustainable human development and improve the quality of life of the rural poor, 
especially women and children who suffer the most from the lack of access to safe water and 
sanitation facilities.   

 
• Following the adoption of the Corporate and Financial Governance Program in 2000, Governance 

Reform Program and Public Sector Management Program, respectively in 2001 and 2002, ADB 
supported efforts to improve governance, focusing on civil service reform, anti-corruption efforts, 

4  The 2001 Poverty Partnership Agreement is aimed at achieving targets based on the MDGs.  
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and public financial management and resource mobilization. Important progress in the 
governance area includes approval of the elimination of about 7,500 vacant posts, freezing of the 
creation of new civil service post, the computerization of civil service personnel system, 
enactment of four anticorruption bills and implementation of the key provisions of the 
Anticorruption Act, prioritization of development projects through the medium-tem expenditure 
framework, decision to liquidate or privatize nine public enterprises to contain spending. 

 
Disbursement Performance: As of 30 September 2003, cumulative public sector lending to Nepal totals 
100 loans, amounting to $2.1 billion. Of the net loan amount of $742.5 million for 20 ongoing public sector 
loans, $246.2 million (33% of net loan amount) have been disbursed. Disbursement over the three years 
2000-2002 has been close to targets, but the performance in 2003 is of concern. Poor disbursement 
performance is mainly due to slow preparation of withdrawal applications, delays in submission of 
statements of expenditures by field offices, and implementation delays due to slow decision making and 
the uncertain security situation. Reform initiatives of the Government that have made positive impact on 
portfolio performance include preparation of civil service management guideline, drafting of the 
procurement law, and amendment of the Financial Administration Regulations. To improve portfolio 
performance, the Government, ADB, the World Bank, and JBIC agreed during the 2002 CPRM to 
implement a joint action plan which covered the following key issues: (i) quality-at-entry and quality of 
supervision; (ii) procurement management; (iii) financial management; (iv) project administration and 
staffing; (v) project monitoring and evaluation; and (vi) operations and maintenance. A mid-term review of 
the progress of the Action Plan was carried out in May 2003. Of the 14 actions due at the time of the 
review, 7 had been complied with, 3 were partly complied with, and 4 remained pending. Actions that 
have not yet been fully complied with will be further discussed with the Government. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Absorptive Capacity: ADB carried out an assessment of Nepal’s external debt borrowing capacity.5 The 
study showed that the outstanding debt carries low interest rates and long grace periods for repayments, 
all from international aid agencies. Both debt and the debt service burden are manageable. Total public 
debt as a share of GDP, the total debt including domestic and external declined from 71% in FY1992 to 
65% in FY2001, and as a share of government revenue from 794% to 527%. During the 1990s, the total 
public debt service burden was estimated at 4-6% of GDP and at 50% of government revenue (the latter 
at 47 percent in FY2001). External public debt currently stands at around 50% of GDP and external debt 
service ratio was about 9% of exports of goods and services in the recent years. ADB’s study showed that 

5  ADB, 2001, Public Debt Sustainability Analysis for Nepal, Unpublished Report. 
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Nepal’s public debt will remain below critical levels of most widely used external debt sustainability 
indicators and suggested that the country could absorb higher levels of lending, despite the current high 
debt-to-revenue ratio. Debt management is the responsibility of the Ministry of Finance (MOF) and Nepal 
Rastra Bank. The Government has established the Debt Management Unit at MOF. The Government, 
with ADB’s assistance, has launched the Public Debt Management Project to strengthen Nepal’s 
institutional capacity for sustainable and effective debt management in 2003. The project aims to (i) 
strengthen the legal, regulatory, and institutional framework for public sector borrowing; (ii) improve the 
Government’s capacity for formulating debt policy and for planning; and (iii) strengthen debt accountability 
and transparency by improving debt recording and accounting. 
 
 

ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Broad Based Economic 
Growth: 
 
• Loan 2008: Community-

Based Water Supply and 
Sanitation Sector 

• Loan 1966: Urban and 
Environmental Improvement 

• TA 3652: Second Rural 
Infrastructure Development 

• TA 3700: Optimizing Water 
Use in Kathmandu Valley 

• TA 3745: Community-
Managed Irrigation Sector 

• TA 3949: Commercial 
Agriculture Development 

• TA 4039: Community 
Livestock Development 

• TA 4096: Kathmandu Valley 
Water Management Support 

 

Objective: To enhance access and sustainability of water supply and 
sanitation through community-based mobilization and participation; to enhance 
income and employment opportunities arising from improved livestock keeping 
and sustainable commercialization of agriculture. 
 
Progress:  
- Various agricultural policy reforms which include the involvement of private 
sector in service delivery have positively improved agricultural performance 
 
Risks: Timely approval/adoption of the rural water supply and sanitation sector 
strategy. Effective capacity building of local NGOs. Stable and effective local 
administration and security situation.  
 
Actions for Improvement: Continued assistance in helping the Government 
pursue rural development activities in geographically and socially deprived 
communities. 

Socially Inclusive 
Development:  
 
• Loan 1917: Secondary 

Education Support 
 
• Loan 1840: Teacher 

Education 
 
• TA 3865: Capacity Building 

for Teacher Education 
 
• TA 3872: Empowerment of 

Women 
 
• TA 4012: Skills for 

Employment 
 
• TA 4097: Social Protection 

Study 
 

Objective: To improve the quality and access to education of disadvantaged 
groups; to improve teacher education and supervision; to help reduce the 
vulnerability of the disadvantaged groups in Nepal; to improve skills 
development programs. 
 
Progress:  
- Improvement in literacy levels and life expectancy among women 
- Higher enrolment rates for girls and boys and physical access to primary 
education 
- Government has approved the transfer of 100 primary schools to their 
respective local school management committees and agreed to channel funds 
for primary education through district development communities 
- Initial steps have been taken to restructure and integrate scattered teacher 
training institutions and strengthen their capacity to provide improved teacher 
education for the school sector 
 
Risks: Policy reform measures aimed specifically at the problem of social 
exclusion. Limited progress to address caste- and ethnicity-based exclusion.   
 
Actions for Improvement: Continued assistance to ensure that project benefits 
accrue in large part to disadvantaged groups and promote their greater local 
involvement in the development process. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Governance: 
 
• Loan 1861: Governance 

Reform Program 
 
• TA 3622: Institutional 

Support for Governance 
Reforms 

Objectives: To improve the efficiency and effectiveness of civil service. 
 
Progress:   
- Completion of the computerization of the civil service personnel records, 

including the development of a "post" management system  

- Enactment of four anti-corruption bills 

- Implementation of key provision of the new Anticorruption Act, requiring 
all public servants to declare property and income 

- Approval of an anticorruption strategy 

- Establishment of a National Vigilance Center 

- Approval of the Decentralization Implementation Plan 

 

Risks: Low compliance on tranche conditions. Excessive staff turnover in the 
reform units. Delayed in implementation of several reform components. Major 
outstanding reform measures. 
 
Actions for Improvement: Continued support to the Government's governance 
reform, decentralization, and fiscal reform programs.  
 

Public Sector Management: 
 
• Loan 2002: Public Sector 

Management Program  
 
• TA 3889: Privatization and 

Liquidation of Public 
Enterprise 

 
• TA 4017: Strengthening 

Institutional Capacity for 
Public Debt Management 

 
• TA 4141: Supporting 

Government Disengagement 
from Public Sector 
Enterprises 

Objective:  To address key policy and institutional constraints to strengthen the 
Government's resource position, and improve the Government's institutional 
capacity for sustainable and effective public debt management. 
 
Progress:  
- Introduction of various revenue mobilization measures such as voluntary 
disclosure of income scheme, special fees on imports, and income tax.  
- Government has cut 160 low priority development projects and prioritized the 
remaining projects, through the medium-term expenditure framework, to 
contain spending. 
 
Risks: Slow implementation of reforms such as privatization/liquidation of 
public enterprises. Delayed passage of economic laws such as Company, 
Secured Transactions, Insolvency, and Security ordinances.  
 
Actions for Improvement: Continued support to the Government's governance 
reform, decentralization, and fiscal reform programs. 
 

 
 
E. Strategic Objectives and Use of ADF IX 
 
Preparation of a new ADB’s country strategy and program: Since preparation of the last CSP in 1999, 
there have been a major political and socio-economic changes. First, the armed insurgency that began in 
1996 has developed into a full-scale and countrywide conflict. Lack of opportunities, large inequalities, 
and irresponsible political process that failed to address basic aspirations of the common people are key 
root-causes of the conflict. Second, poverty has been persistent despite economic growth in 1990s. 
Poverty gaps have increased and there is evidence of rising geographical and social inequality. Third, 
continued political instability, marked by frequent changes in government, has adversely affected 
implementation of institutional and policy reform programs. Most capacity building efforts have not been 
effective in this setting. Finally, the Government has changed its strategic priorities. The Tenth Five-Year 
Plan, which is also the Government’s poverty reduction strategy, was finalized in February 2003. To 
support implementation of the Tenth plan, ADB is now preparing a new CSP for Board consideration in 
third quarter 2004. Background work for the new CSP is underway.   
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Strategy for Poverty Reduction: The Tenth Plan, with its accompanying MTEF and the IAP, provides an 
overall framework for results-oriented poverty reduction. It has four themes: pro-poor growth, social 
development, good governance, and targeted programs for excluded groups. The MTEF is a three-year 
rolling expenditure program to underpin macro-stability and focus public investment. The Tenth Plan also 
recognizes the importance of the conflict and highlights the need to address the root cause of the conflict 
by fostering more inclusive socio-economic development. ADB’s new strategy will be prepared to support 
the Government’s poverty strategy and program of the Tenth Plan. Given that the conflict is the binding 
constraint to progress, ADB's CSP for Nepal will help to address the underlying causes of the conflict by 
fostering inclusive development, while focusing on ADB's overarching goal of poverty reduction.  Making 
the development process more inclusive means that considerable importance will be accorded to 
development assistance and initiatives that have a high potential for both poverty reduction and for 
rebuilding social harmony. Inclusive development approaches, by helping to restore peace, will not only 
benefit the economy as a whole, but will also help create the social preconditions for long-term poverty 
reduction.     
 
Improving Implementation: As a result of the conflict, resources available for public investment are 
declining. The pressure on limited public resources has prompted the Government to consolidate its 
public investment program and prioritize development expenditures.  The recent pre-CSP consultations 
with various stakeholders identified the need to substantially enhance the effectiveness of external 
assistance, both to improve public services and to catalyze private sector initiatives.  To improve the 
quality and effectiveness of ADB assistance, the following five distinct categories of initiatives would be 
considered in the new CSP: (i) focusing on fewer sectors, and projects within sectors, to secure 
sustainable results; (ii) fostering commitment by assisting projects that are truly government-led; (iii) 
encouraging more of a sector-wide orientation to foster more of a program-orientation in lending; (iv) 
ensuring that effective implementation arrangements are in place when public policies are reformed; and 
(v) involving a wider spectrum of institution/stakeholders in service delivery to improve quality and 
responsiveness to users.  
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PAKISTAN  
(Group B1) 

 
A. The Development Challenge 
 
Economic Conditions: Political instability and imprudent macro-economic management characterized by 
high fiscal deficits, rising domestic and international debt, and weak private sector investment led to 
economic stagnation in Pakistan in the 1990s.  The new Government that came into power in October 
1999 initiated reforms to stabilize the economy and achieve sustained growth. As a result, the overall 
performance improved by the end of June 20031 with GDP growth rate reaching 5.1%, fiscal deficit 
declined together with inflation, and the current account surplus increased with the foreign exchange 
reserves. However, the economic recovery in the country remains fragile. Per-capita income at $471 per 
annum remains low and has actually fallen, and poverty has shown an alarming increase. The per capita 
incomes will have to increase substantially to effect significant reduction in the level of poverty and an 
improvement in the standard of living of the people. Nevertheless, the medium-term prospects for the 
Pakistan have improved.  The reduced economic uncertainty should boost investment and economic 
growth.  
 
Attainment of MDGs: The overall progress on attainment of MDGs has been slow, particularly in the 
education sector.  The net primary enrollment declined for both boys and girls with the gross primary 
enrollment of boys declining from 87% to 83%, while it marginally increased for girls from 59% to 61% in 
the ten-year period from 1991 to 2002. On the other hand, literacy rates improved for both males and 
females from 48% to 58% and from 21% to 32%, respectively. Gender disparity in education also 
narrowed, with the ratio of girls to boys in primary education increasing from 74% to 83% and the ratio of 
literate females to males improving from 44% to 55% in the period.  The progress towards the MDGs in 
the health and water and sanitation sectors was better. Infant mortality declined by a third, from 122 per 
1,000 to 82 per 1,000 and the under-5 mortality declined by 15%, from 128 per 1000 to 109 per 1000 in 
the 10-year period.  Contraceptive prevalence improved from 13% in 1996 to 19% in 2002.   The 
percentage of population with access to clean drinking water increased from 71% in 1991 to 86% by 2002 
and the percentage of population with access to sanitation increased from 36% in 1990 to 62% in 2000.   
 
Extent of Poverty: Following the stagnation in the 1990s, poverty increased significantly and has 
continued to increase during years of economic growth. In 2001, an estimated 32%2 of the population 
was poor. Poverty increased particularly in the rural areas where 41% was estimated poor in 2001.3 
However, the recent improvements in the macroeconomic conditions and the Government’s reform 
agenda promise a basis for sustainable reduction in the level of poverty.  
 
Characteristics of Poverty Conditions: A number of attributes characterize the poor in Pakistan:  First, a 
key characteristic is the low education and literacy level.  In 1999, the literacy rate among poor 
households was about half of that in non-poor households. Second, the incidence of poverty among 
women in Pakistan is higher than among men, and is characterized by low endowment of land and 
productive assets, unemployment, discrimination in the labor market, and limited access to economic 
options and political processes.  Third, poor households on average have 75% more children than the 
non-poor households, many of whom do not receive any education, perpetuating the poverty cycle.  
Fourth, more than one third of the poor households are headed by aged persons dependent on transfer 
incomes, such as pensions and other forms of support. Fifth, the poor have few physical assets. When a 
rural household possesses physical assets (land/livestock), the probability of poverty declines by 55%. 
Sixth, the poor rely disproportionately on informal employment, with the poverty incidence being highest 
among household heads with occupations such as agriculture, construction, trade, and transport day 
laborers. Finally, the poor are also characterized by their vulnerability to environmental degradation and 

1  Pakistan’s fiscal year: 1 July–30 June. 
2  Based on the official poverty line estimated at an adult equivalent per day caloric intake of 2350 calories.   
3  Talat Anwar and Sarfraz Qureshi. 2001. Trends in Absolute Poverty in Pakistan, 1990/91- 2001. Poverty estimates 

in this study are based on a minimum caloric intake of 2550 calories per adult. 
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deterioration of the natural resource base, given that they tend to be dependent on the exploitation of 
these resources. 
 
Root Causes of Poverty: Poor governance is a key underlying cause of poverty.  Poor governance has 
not only exacerbated vulnerability, but is the prime cause for low business confidence that has translated 
to lower investment and growth.  Governance problems have also resulted in inefficiencies in provision of 
social services that has led to serious implications for human development. With regard to economic 
factors, decline in GDP growth is the immediate cause of the increase in poverty over the last decade.  In 
the 1990s, growth declined in all sectors and was slower than average in labor-intensive sectors. Along 
with low growth, the debt burden increased significantly, in turn leading to declining expenditure in 
development and social sectors. Poor social sector achievement is both an attribute as well as a cause of 
poverty. Low education levels imply that the labor force remains unskilled, making it difficult to move away 
from the low value agriculture and agro-industry production to higher value structure of the economy.  
 
B. Resource Mobilization–Cooperation Among Development Partners 
 
Domestic Savings: Savings and investment has been significantly lower than other low-income countries 
at a comparative level of development.  The total investment has decline to 15.2% of GDP in the last 
three years from 16.6% of GDP in the 1990s, despite the upturn in the economy. Whereas the private 
investment has stagnated due to poor law and order conditions, political uncertainty, lack of continuity in 
economic policies and inadequacy of savings, the Government has not been able to afford needed 
investments in infrastructure due to fiscal constraints. National savings have fallen short of domestic 
investment requiring inflow of external resources, mainly in borrowings, resulting in accumulation of debt.4 
The debt servicing of both external and domestic debt is the single largest item in the Government 
budget, despite the reprofiling of bilateral external debt in 2001, repayment of expensive foreign loans in 
the last two years, and the low interest rates in domestic and foreign markets. It is clear that with low 
levels of income, national saving will remain below the country’s investment needs for the foreseeable 
future requiring inflows of external resources.  The bulk of such resources would need to come from 
concessionary sources in view of Pakistan’s already high debt servicing burden.   
 
Resource Mobilization: ADB is the lead donor to Pakistan with priority areas of support including 
governance, social development, and pro-poor economic growth.  Other multilateral and bilateral donors 
are also active. ADB has been instrumental in progressively improving coordination among the 
development partners through a greater engagement and partnership in the areas of shared priorities. 
This has essentially helped reduce duplication and has led to synergies through pooling of technical 
expertise and resources for poverty reduction. In addition to the annual Pakistan Development Forum, 
regular coordination with multilateral and bilateral agencies on strategy and program development is 
conducted through consultative meetings. ADB is also active in the sector coordination groups, and has 
chaired the Forestry Donor Coordination Group and co-chaired the Donor Governance Forum and the 
Inter-Agency Gender and Development Group. It participates in the Environment Donor Coordination 
Group and the Education Donor Coordination Group.  Given ADB’s emphasis on province-specific 
lending, increasing importance is given to cooperation with agencies supporting the provinces. In 
particular, cooperation with the World Bank at the province-level strategy development and operations is 
being strengthened. 
 
ADB’s Partnerships: ADB has continued to pursue cofinancing opportunities, and has catalyzed grant and 
concessional resources from various donor agencies, including the Department for International 
Development of United Kingdom, the Netherlands Government, and Canadian International Development 
Agency, for technical assistance in the area of governance. ADB has catalyzed resources of the 
Norwegian Agency for Development Cooperation for the environment sector and of the United States 
Agency for International Development for a microfinance bank in Khushalibank. Stepping up efforts to 

4  However, in the last two years have the national savings exceeded investment as a result of a sharp increase in an 
upsurge in remittances following the 11 September 2001 events.  Exclusive of remittances, domestic saving was 
only 15.4% of GDP. 
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generate further interest in areas offering collaboration potential, such as education, health, agribusiness, 
rural development, and roads, is only subject to the availability of adequate ADF that can be leveraged 
with cofinancing resources from the other donors.     
 
C. Performance-Based Allocation to Pakistan 
 
Country Performance: Pakistan has consistently improved its performance relative to other ADF countries 
in the past three years. It was categorized in the fourth quintile of countries in terms of performance for 
the ADF allocation in 2001, and was placed in the third quintile in 2002, and again upgraded to the 
second quintile in 2003.  With this track record, Pakistan has demonstrated efficient utilization of 
increased levels of ADF in support of its poverty reduction and social sector programs. 
 
D. Strategic Objectives and Use of ADF VIII 
 
ADB’s central objective in Pakistan is poverty reduction.  Based on a comprehensive poverty assessment 
in 2002, ADB’s lending program supports national priorities for poverty reduction outlined in the Interim 
Poverty Reduction Strategy Paper (PRSP). It focuses on good governance, inclusive social development, 
and pro-poor economic growth. The program also emphasizes subregional cooperation, sustainable 
environmental management, and the decentralization of assistance to provincial governments.  
 

• Governance program emphasizes successful implementation of governance reforms, in particular 
devolution, and legal, judicial, police, and civil service reforms, critical to achieving Pakistan’s 
development objectives.  

 
• Inclusive social development priority is assigned to decentralized financing, planning, delivery of 

social services, mainstreaming gender issues, enforcement of women’s rights and representation 
in all aspects of economic and social development, promoting policy and institutional reforms, and 
improving social protection mechanisms.  

 
• Pro-poor economic growth interventions focus on areas of rural development, employment 

generation, and infrastructure together with support for sector-level policy reforms. Fifty-four 
percent of the total lending program is classified core poverty and poverty intervention projects.  

 
Disbursement Performance: In terms of annual targets, disbursement performance of ADF loans has 
been satisfactory, and during 1990-2003, the set targets were met.  Disbursement performance was, 
however, less than satisfactory in 1999 (achievement level of 83%), primarily due to refund and 
liquidation of the advances extended to the Government in 1999.5 Disbursement performance in terms of 
annual projections of OCR loans has generally been in the range of 90-100% since 1990.  Low 
achievement levels were recorded in 1995, 1999 and 2002 because of delays in releases of various 
tranches of program loans, and issues with the Financial Sector Intermediary Loan (now closed) and the 
SMETEF6 loan (on-going, with only 21% disbursed). Satisfactory disbursement performance can also be 
gauged in terms of Pakistan's disbursement ratio that has been higher than the ADB-wide average during 
the last five years. Disbursement ratio without program loans has also been higher than the ADB-wide 
average during 1999-2001.  The ratio, however, declined slightly in 2002 primarily because of a 
significant increase in the lending in 2001 and 2002.  The progressive increase in the undisbursed 
balance also relates to increases in lending levels (both OCR and ADF) from 2000 onwards, as well as to 
start-up delays in the approved projects. 
 
 

 

5  About $80 million was extended in advances in 1998 to help the Government meet its debt obligations after the 
sanctions imposed on lending subsequent to testing of a nuclear weapon by Pakistan in 1998.   

6  SME Trade Enhancement Facility. 
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Absorption Capacity: Pakistan’s debt absorption capacity has improved as a result of the Government’s 
focused debt management strategy (2001). The public debt declined from 102% of GDP in 2002 to 91% 
in 2003; the total external liabilities declined from $37.1 billion in June 2001 to $35.5 billion in June 2003; 
and the balance of payments improved over the last two years due to sharp increase in exports and 
remittances.  As a result, the ability of the Government to service debt and thus its debt absorption 
capacity improved: interest payments on public debt declined from 39.8% of total government revenues in 
2002 to 30.2% in 2003. Utilization capacity, however, continues to be of some concern in Pakistan. 
Contract awards for ADB projects have averaged $376 million annually over the past five years, 
exceeding the projections. Total disbursements during the last five years have averaged $504 million 
annually, again exceeding the projections.  The disbursement ratio7 of 23.2% was higher than the ADB-
wide average of 22.2%. However, the overall contract award ratio of 14.1% in 2002 potentially indicates 
of future disbursement difficulties. In the social sector, the recipient of a bulk of ADF proceeds, the 
devolution of responsibility for social services to local governments offers new opportunities in terms of 
ownership, adoption to local needs, transparency, and community involvement. As their institutional, 
financial, and technical capacities are strengthened, the local governments would be able to make better 
and more efficient use of available resources and to expedite implementation with the objective of 
addressing gaps in service delivery. The Government’s draft Poverty Reduction Strategy Paper also 
underscores the importance of improving utilization capacity to achieve social sectors targets, and sets a 
target of an over 4% increase in pro-poor public expenditures annually over the next three years. Against 
this backdrop, a high lending program of $2.67 billion to Pakistan has been approved by the ADB Board 
for 2004–2006. 
 

 

 

 

7 Disbursements in a given year as a ratio of total outstanding undisbursed loan amount. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Governance: 
• Loan 1897/1898/1899: 

Access to Justice Program 
 
• Loan 1935/1936/1937/1938: 

Decentralization Support 
Program 

 
• Loan 1955/1956/1957:  

Financial (Nonbank) Markets 
and Governance Program 

 
• Punjab Resource 

Management Program Loan 
(for approval in 2003) 

 
• Balochistan Resource 

Management Program (for 
approval in 2004) 

Objectives: To support governance reforms in Pakistan with particular 
emphases on (i) improving access to justice to provide security and ensure 
equal protection under the law to citizens (ii) securing and sustaining 
entitlements to reduce the poor's vulnerability (iii) creating conditions 
conducive to pro-poor growth by fostering investor’s confidence; (iv) improving 
local government representation, accountability, and efficiency, resulting in 
improved service delivery; (v) supporting improved resource management at 
the provincial level; and (vi) strengthening institutions and building capacity. 
 
Progress:   Significant progress leading to improved governance has been 
made under the various programs: 
-      Under the Access to Justice Program, two tranches have been   released 

following implementation of significant policy and legal reforms.  
Capacities of the Executing Agencies under the Program are being 
strengthened. 

-      Under the Decentralization Support Program, the first tranche has been 
released. The Government has shown commitment to devolution reforms 
and has provided the necessary legal and institutional reforms to support 
devolution. Capacity building of local governments is underway through a 
TA loan.  

-     The first tranche under the Financial (non-bank) Markets and Governance 
Program has been released based upon progress made on various 
measures designed to enhance efficiency and effectiveness of financial 
markets, including improving the fiscal, interest rate, and investment 
policy environment, and improving governance, transparency, and 
investor protection.   

 
Risks: The current drive for governance reforms could be impacted on account 
of political uncertainty caused by the ongoing stand-off between the 
Government and the opposition on the issue of the Legal Framework Order.8 
In addition, the pressure of political expediency faced by the newly elected 
governments could also impact the timely and effective implementation of 
reforms. 
 
Actions for Improvement:  
- Continuous policy dialogue with the government and building pro-reform 

alliances would help the implementation of governance programs in the 
country.  

- Support for mainstreaming the role of civil society as implementers, 
advocates and monitors of reform will contribute to the institutional 
embedding of the reforms in the medium term.  

- Efforts for capacity building of Executing and Implementing Agencies 
would also need to be continued on a priority basis.  

- Continued support under ADF IX would be necessary to sustain these 
efforts. 

 

8  The LFO incorporates a series of constitutional amendments announced by President Musharraf in August 2002 
that inter alia gives authority to the President to dissolve Parliament.  The opposition disputes this among other 
provisions. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Inclusive Social Development:  
 
• Loan 1854: NWFP Urban 

Development Sector Project 
 
• Loan 1900: Reproductive 

Health Project 
 
• Loan 1916: Decentralized 

Elementary Education 
Project (Sindh)  

 
• Loan 1950: Punjab 

Community Water Supply 
and Sanitation Project 

 
• Decentralized Social 

Services (Sindh) (2003) 
 
• Southern Punjab Basic 

Urban Services Project 
(2003) 

 
• Decentralized Social 

Services (Punjab) (2004) 
 
• Restructuring of Technical 

Education & Vocational 
Training System (2004) 

 
• Rawalpindi Environmental 

Improvement (2004) 
  

Objective: To improve access of the poor to better quality social sector 
services, and reduce gender disparity, particularly in the field of education, 
health, and water supply and sanitation.  A specific objective is to support 
decentralization of delivery of social services, as mandated under the 
Devolution Plan, through building capacity and institutional strengthening of 
the local government structures.    
 
Progress: Approved projects are under early stages of implementation–and 
progress in meeting the objectives is still to be achieved.   

 -   Under the NWFP Urban Development Project, the Project Management 
Unit has been established and is fully staffed.  Six of the seven towns to 
be covered under phase-one have confirmed their participation and 
completed initial screening of identified sub-projects.   

 -    The Decentralized Elementary Education Project was declared effective on 
31 July 2003 and its implementation has commenced.   

-   The Punjab Community Water Supply and Sanitation Project, declared 
effective on 29 April 2003, is also currently under implementation. All the 
staff for the Project Management Unit have been recruited, and contracts 
for 52 subprojects for the civil works and equipment awarded. 

 The Reproductive Health Project is yet to be declared effective on 
account of pending Government actions. 

 
Risks: The significant time gap between approval of social sector projects and 
their implementation presents a risk for the timely achievement of project 
objectives and outcomes.  Weak public sector capacity at the district and local 
government level may also hamper project implementation.  
 
Actions for Improvement: To address the first risk identified above, the 
Government, in consultation with ADB, has agreed to establish Core Project 
Management Units (CPMUs) at the PPTA fact-finding stage for all projects–the 
CPMUs will undertake responsibility for start-up actions and obtaining timely 
Government approvals so that project implementation could begin as soon as 
possible after approval. The CPMUs, which have already been set-up for 
several projects, will be financed through a revolving fund established by the 
Government. With respect to the second risk above, ADB is providing 
extensive support to the Government for strengthening of capacity at the 
district and local government level under the Decentralization Support 
Program.  Focused support for capacity development in the social sectors 
would be provided under the series of province-based Decentralized Social 
Services Programs proposed during 2003-2006.   Continued ADF financing for 
social sector projects would be essential to support the Government in 
achieving the targets set under the draft PRSP and the MDGs. 
 

Pro-Poor Growth and Private 
Sector development: 
 
• Loan 1877/1878/1879: 

Agriculture Sector Program 
II (Loan and TA) 

 
• Loan 1891/18921893: Road 

Sector Development 
Program (Sindh) 

 
• Loan 1928: Punjab Road 

Development Sector Project 
 
• Loan 1934: Sindh Rural 

Objective:  To support the generation of pro-poor growth with emphasis on 
employment generation.  A specific objective is to support modernization and 
diversification of the main economic sectors to improve competitiveness and 
value addition, and support policy and institutional environment for private 
investment. 
 
Progress: Projects approved in 2001 and 2002 are under various stages of 
implementation:  

 -  The release of the first tranche under the Agriculture Sector Program Loan 
involved completed policy reform action. These included, among others, 
removing restrictions on the internal movement of wheat and other 
agricultural commodities, and allowing the private sector to export and 
import agricultural products.  Work is underway on actions related to 
release of second tranche, expected in 2nd quarter of 2004. 

-   The first tranche under the program component of the Road Sector 
Development Program was released in June 2002, under which, among 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Development Project 
 
• Loan 1987/1988: Rural 

Finance Sector 
Development Program 

 
• SME Sector Development 

Program (for approval in 
2003) 

 
• Balochistan Road 

Development Sector Project 
(for approval in 2003) 

 
• FATA Rural Development 

Project (for approval in 
2004) 

 
• Sustainable Livelihoods in 

Barani Areas Project 
(Punjab) (for approval in 
2004) 

 
• Agricultural Diversification 

and Agribusiness 
Development Project (for 
approval in 2004) 

other measures, preparation of a draft national transport policy was 
undertaken, along with the adoption of a road asset management system 
as the basis for allocating maintenance expenditures. The second and final 
tranche is due to be released in the 4th quarter of 2003.   

 -  Under the Sindh Rural Development Project, issues of sharecroppers and 
bonded labor involved in the agricultural sector are being addressed. 
Specifically, appropriate amendments have been made in the Sindh 
Tenancy Act of 1950, to address the imbalances existing in the tenancy 
arrangements   

-   Substantive progress has been made by the Government in undertaking the 
key policy actions under the Rural Finance Sector Development Program, 
involving the restructuring of the Agricultural Development Bank of 
Pakistan.  The first tranche under the Program was released in December 
2002, and the second tranche is expected to be released in the 3rd quarter 
of 2004.    

 
Risks: The pressure being faced by elected governments for populist policies 
may impact the continuity of structural reforms in the economic sectors, 
particularly in the agricultural sector.  Political uncertainty and weak private 
sector investment also present a risk to achieving the goal of poverty reduction 
and employment generation.  
 
Actions for Improvement:   
- ADB continues to support the Government’s structural reforms.  Under its 

CSP Update for 2004-2006, ADB has committed to support the second-
generation reforms in the various sectors as well as at the provincial level.  
To this end, continued access to ADF resources would be necessary to 
support the sector and provincial reform programs, including specific and 
poverty-targeted projects such as the proposed rural development projects. 

- Private sector participation is a key crosscutting concern across all 
projects.  The role and engagement of the private sector is being 
particularly emphasized under the Rural Finance Sector Development 
Program, the SME Sector Development Program, and the Agricultural 
Diversification and Agribusiness Development Project.    

 
E. Strategic Objectives and Use of ADF IX 
 
As a long-term development partner, ADB’s strategy is focused on areas where it has the institutional 
expertise enabling it to effectively contribute to poverty reduction outcomes. In the ADF IX period, support 
is planned for direct poverty reduction initiatives, particularly for inclusive social development, 
employment generation, and rural development to ensure that the growth is pro-poor. The strategy will 
support deepening of the governance and macroeconomic reforms, capacity building, and institutional 
development needed for implementation of the governance reforms. Gender reforms, integral part of 
ADB’s overall governance program, will be highlighted under the strategy.  ADB is currently assisting the 
Government with the preparation of gender reform action plans that include gender-specific reforms in 
political, administrative, and fiscal management. ADB’s support to poverty reduction is constrained by the 
limited availability of ADF resources that have declined in the total annual lending. Moving further in the 
decentralization of assistance and closer to the poor, socially inclusive development interventions justify 
concessional support in view of the limited cost recovery possibilities. Under ADF IX ADB is setting its 
ADF-funded strategic thrusts against outcomes: 
 

• ADB’s strategy in Pakistan will contribute to poverty reduction and the attainment of the MDGs. 
Key outcomes expected from the ADB’s strategy in ADF IX period include the reduction in the 
absolute poverty to 25% from its current level, sustaining the GDP growth rate at over 5.2% per 
annum, and PRSP expenditures at over 4.0% of GDP.   
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• In the education sector, a target of achieving 100% enrollment of boys and 80% enrollment of 
girls in primary schools and improvement in literacy rate to 53% in five years will direct lending.   

 
• In the health sector, ADB’s assistance will target reduction of population growth to 2.0% on 

annual basis from the current 2.1% in five years; reduction of the fertility rate from 4.5 to 4.2 
children; reduction of the maternal mortality ratio from 300 per 100,000 live births to 250; 
reduction of infant mortality from 82 per 1,000 live births to 70, and reduction of the malnutrition 
rate from 39% to 35%.   

 
• In the agriculture and rural development sector, sustained increase in agricultural productivity will 

be ADB’s focus in the next five years.   
 

• In the governance sector, progress will be made towards improved and effective functioning of 
local governments, improved functioning and institutional autonomy of the judiciary, and the full 
implementation of the gender reform action plans that will increase political and institutional 
commitment and fiscal allocations for women.    

 
 

 
Box 1: Poverty Experiences from Pakistan1 

 
The Importance of Livestock: Mohammad is from Panjgur District (Balochistan) and used to have five hundred 
sheep and goats before the drought–now he has just ten. Due to the drought, all have died. He has no other 
source of livelihood and is selling his remaining livestock. Mohammad explained that the drought has made him 
destitute and now he begs for flour from the other villagers. He feels great shame in spreading his hands in front 
of others. To try and save his livestock he borrowed money and purchased fodder, but the livestock perished 
anyway and now he is in debt. 
 
A Widow with No Support: Rasti is 70 years old. She had four sons and they were all living together. They used to 
do laboring and supported the whole family: life was satisfactory. Then one day a snake bit her elder son, but they 
had no transport to take him to hospital. Her son died. He had four daughters and they all now live with Rasti. 
Rasti explained her situation:  
 

“When my eldest son was alive, he kept all of my family united. But after his death my other three sons 
started to live apart and they are now passing through very hard days. My life has become tough. I have 
no source of income to support myself. My three sons are not able to support their nieces and me. The 
daughters of my eldest son demand new clothes and shoes from me on the occasion of Eid but I have 
no money to fulfill their demands.” 

 
The Shock of Illness and Death: In Haberi Village, Nawabshah, Sindh, an old man said that his son had gone to 
Moro in search of employment. One day he received a message that his son was very ill. The old man, 
accompanied by some relatives, reached Moro and took his son to the doctor. The doctor said his son had 
developed a hole in his stomach and that he needed surgery. Not only did the old man’s family need money for 
the son’s surgery, but they had also been deprived of income, as the son was the sole income earner. The family 
had to take loans and also resort to begging in order to raise money for the son’s surgery. Although they were 
able to raise the money needed, the son did not survive. The old man lost his young son, lost all household 
assets, owes more than Rs.12,000, and is now a pauper. 
____ 
1 Source: Pakistan Participatory Poverty Assessment, July 2003. 
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Box 2: A Successful ADF-Financed Punjab  
Rural Water Supply and Sanitation Project 

 
The objectives of the Punjab Rural Water Supply and Sanitation Project were to extend water supply, drainage, and 
sanitation coverage to 300 rural communities in six districts of Punjab; implementation of a hygiene education 
program; and improving the capacity of the Public Health Engineering Department in Punjab. The Project was 
efficacious and most of the expected physical outcomes were achieved.  Civil works of 335 water supply schemes 
and 278 drainage and sanitation schemes had been completed by 30 June 2003, 2941 latrines had been constructed 
in 94 villages, and the hygiene education program implemented in 335 villages. The Project delivered a direct impact 
on the lives of about 800,000 poor people in rural communities by providing safe drinking water at their doorsteps and 
saving their time previously consumed by fetching water from far-flung areas. It created linkages with health and 
education, particularly for women and children. As a result, women have been empowered to work together with men 
for the sustainable operation of the water schemes and in social development work.  The Project has also shown that 
the key to sustainability was the participatory approach adopted through community involvement in project design, 
implementation, operation and maintenance.  Many community-based organizations participated in the Project 
through making voluntary contributions in managing water supply schemes and social development activities initiated 
with the help of the Project. The Project received the first ADB Water Prize in 2002 on the account of its effective 
implementation and demonstrated impact. 
_____ 
 
Loan 1349-PAK(SF): Punjab Rural Water Supply and Sanitation (Sector).  
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PAPUA NEW GUINEA 
(Group B2) 

 
A. The Development Challenge 
 
Economic Conditions: PNG has a population of 5.3 million, made up of over 800 language groups and 
thousands of ethno-political groups, each with its distinctive cultural attributes. Although rich in natural 
resources, PNG has a rugged terrain, with associated very high infrastructure costs and extreme 
population dispersion. The country also suffers from complex land tenure systems, a serious peace-and-
order problem, poor human resource development, and a population growth rate of over 3%. PNG’s 
economic performance over the past ten years has been weak.  Poverty is increasing, growth prospects 
are threatened, and the natural gas and mineral prospects that had provided hope for the medium to 
longer term now appear less likely to eventuate. In aggregate, public spending over the past decade has 
grown significantly faster than government revenues, with much debt-financed expenditure channeled to 
unproductive recurrent items rather than public investment. The ratio of public debt to GDP has risen 
unsustainably, from 44% in 1992 to 74% in 2002. Two-thirds of this is foreign debt. PNG has been in 
recession since 1999. At the end of 2002, real GDP per capita was about 10% lower than at 
independence in 1975. Unbudgeted expenditures, cost overruns in the run-up to the 2002 elections, and 
failure to control the wages and salary bill saw the budget deficit increase to 5.5% by the end of 2002.1 
 
In large part, PNG’s poor performance is attributable to governance and peace and order problems, 
deep-seated structural impediments to growth (exacerbated by neglect of rural physical infrastructure), 
and inadequately focused macroeconomic policies. Dramatic decline in the quality of governance has 
been a key factor in the poor quality of public spending and basic service delivery. Without urgent and 
decisive action by the Government towards fiscal adjustment, PNG is facing a crumbling public finance 
system, eroding investor confidence, collapsing public service delivery and a declining economy.   
 
Attainment of MDGs: PNG faces formidable challenges in achieving the MDGs. PNG’s social indicators 
remain extremely poor relative to other Pacific countries. PNG ranks last among them on the UNDP’s 
human development index and poverty index, reflecting alarming economic and social disparities. Basic 
indicators mask weaknesses at local levels and deterioration in the availability and performance of basic 
service delivery in recent years. Immunization and infant mortality rates have deteriorated since 1990, 
communicable disease rates are increasing, and the HIV/AIDS epidemic is spreading rapidly. Progress in 
achieving the MDGs will require increased and sustained public investment in both education and health, 
priorities which are contingent on significant improvements in economic, fiscal and public sector 
management in PNG. 
 
Extent of Poverty: Poverty in PNG is rising. An estimated 40% of the population now lives on less than $1 
per day, up from 25% in 1996, and some 70% of PNG’s people now live on less than $2 per day, up from 
54% in 1996.  
 
Characteristics of Poverty Conditions: Most of the poor (94%) live in rural areas, and poverty is highest in 
female-headed households and in households dependent on cocoa, copra, fishing and hunting-gathering. 
While rural subsistence provides a social safety network, rural-urban income disparities are widening. 
Urban incomes are now also eroding as a result of the recession. Formal employment has risen by only 
1.5% since 1996, and prospects for improvement are minimal in the current business environment. 
According to the findings of the participatory poverty assessment conducted by ADB the priorities of the 
poor are: (i) poor access to primary education and primary health services; and (ii) lack of commercial 
markets and job opportunities. 
 
Root Causes of Poverty: The root cause of poverty in PNG lies in the lack of organization for a modern 
society and economy, compounded by increasingly poor governance. The key factor underlying the 
increase in poverty in PNG over the last five years has been the continued failure of growth, largely due 

1 Source: IMF. 
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to a lack of fiscal discipline, poor public sector management and an increasingly difficult, unpredictable 
private investment climate.  
 
B. Resource Mobilization—Cooperation Among Development Partners 
 
Domestic Savings: Domestic savings in PNG are low, in part because the deep-rooted culture 
encourages distribution, rather than accumulation, of wealth. Domestic savings increased substantially in 
the 1990s, to almost 29% of GDP in 1996, mainly reflecting growth in petroleum and mining activity. A 
large portion was used to repay foreign debt. Reflecting large budget deficits, Government savings 
through the 1990s have generally been negative, financing increasing recurrent spending rather than 
public investment. External financing of capital development has long been a feature of PNG. Given the 
worsening fiscal and economic situation this will continue to be a feature.  
 
Resource Mobilization: While Government continues to coordinate the external assistance, future 
coordination is likely to reflect the ongoing efforts of major external donors (Australia, World Bank, and 
ADB) to determine a joint strategy of future assistance to PNG. Australia is the largest donor in PNG, 
providing about A$300 million of grant funding each year. Japan also provides significant bilateral 
assistance. The World Bank and European Union are the major multilateral financiers, together with ADB. 
PNG hopes to hold a Consultative Group meeting once it has strategies in place for ongoing expenditure 
control and medium term development. 
 
ADB’s Partnerships: ADB, AusAID and the World Bank Group are developing a joint assistance strategy 
in PNG. By leveraging the expertise of the development partners and ensuring the agencies work more 
effectively together, the joint strategy will enable a more strategic and coherent approach to the analysis 
of development issues and improve the effectiveness of assistance. The recent upgrading of the World 
Bank presence in PNG, together with the new ADB resident mission, will further facilitate coordination. 
ADB has catalyzed additional resources for PNG through confinancing with the development partners.2 
 
C. Performance-Based Allocation to PNG 
 
Country Performance: The level of ADF funds allocated to PNG is subject to its performance in economic, 
governance and public sector reform, and portfolio management. The base case scenario assumes 
maintenance of portfolio performance and little short term improvement in PNG’s overall development 
situation. Performance in both economic and public sector management to date has been poor, resulting 
in delayed ADB’s release of the second tranche of the Public Service Program Loan, and slowing 
disbursements for a number of other activities. Portfolio performance also continues to be inadequate as 
a result of weak capacity, lack of counterpart funds and audit problems. 
 
D. Strategic Objectives and Use of ADF VIII 
 
ADB’s objective is poverty reduction. It has helped the Government analyze poverty using participatory 
approaches, develop a strategic program to reduce it, and improve the poverty focus of development 
planning. With this support, the Government is finalizing a national poverty reduction strategy, the basis of 
its Medium Term Development Strategy. The strategy has a strong poverty focus and forms a solid 
foundation to refine future development assistance programs.  
 
Direct poverty interventions: To improve basic service delivery, ADB is helping to strengthen provincial 
and local government management capacities. ADB has led a sector-wide approach in the health sector, 
is establishing HIV/AIDS outpatient support, and is assisting to provide safe water to poor communities in 
small towns and provincial centers. ADB also provides policy and financial assistance for health, adult 
literacy and informal education, skills development, and gender and population.  
 

2  Australian Agency for International Development for microfinance, employment and skills development, 
rehabilitation of the maritime navigation aids, and Japan Fund for Poverty Reduction for provincial towns water 
supply and sanitation. 
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Governance: Strengthening fiscal discipline, quality of governance, and public sector management are 
critical pre-conditions to improving basic service delivery and addressing increasing poverty in PNG. ADB 
is a partner in the ongoing multi-agency support, led by the World Bank, for PNG’s public expenditure 
review and rationalization effort, and will continue to support its implementation. ADB is also continuing to 
assist the ongoing financial management project, public sector reforms, and sector-level capacity building 
and institutional development efforts. ADB is also collaborating with the World Bank and AusAID in the 
development of a broad human development strategy.  
 
Access to Markets: ADB is a key donor supporting transport infrastructure, aimed at improving access to 
employment, markets, and services. The highest priority is to redress deterioration of the existing road 
system. In addition, support to strengthen sea and inland waterway transport is a priority given its 
importance in PNG, especially for the poor.  
 
Rural Livelihood: To support livelihood development, ADB is helping PNG develop a broad agriculture 
and rural development policy, and will provide analytical support to analyze options for addressing land 
tenure systems.  
 

 
Disbursement Performance: Disbursements have been slower than desired because of capacity 
constraints, including both simple administrative limitations and more fundamental inadequacies in 
commitment to reform. In the last year, the most significant contribution to aggregate delayed 
disbursements has been the delay in releasing the second tranche of the Public Service Program loan, 
due to the time needed for Government to comply with remaining minor technical criteria and, more 
fundamentally, to actually applying the requirements of the far reaching reforms introduced by 
Government under the program. PNG is expected to disburse a total of  $38.6 million under OCR and 
$12.5 million ADF in 2003. If the Public Service Program second tranche is able to be released during the 
4th quarter, it is estimated that about $51.1 million or 96% of the projected disbursements of $53.5 will be 
achieved.    
 
 
 
 
 
 
 
 
 

Box 1: Loan 1652 PNG: Smallholder Support Services Pilot Project1 
 
Through this project the Bank is supporting contracting–out arrangements to address poor smallholder needs 
and farmers’ demands for agricultural support services in the two provinces of Morobe and Eastern Highlands. In 
particular, the project is providing support for (i) piloting provision of performance based agricultural support 
services on a contract basis, and for (ii) shifting the role of government agriculture agencies from directly 
providing extension services to managing service providers. In this way, the delivery of support services is 
becoming a more flexible and efficient system. In addition, government agencies now reach wider target groups, 
especially poor smallholders in remote areas, and offer more cost-effectively a broader range of services 
than they could provide on their own. Achievements to date have been quite encouraging.1 A total of about 165 
contracts (81 in Morobe and 84 in Eastern Highlands Provinces) have been approved with 150 already signed 
and in the process of implementation. Over an estimate 5000 farmers have had direct contact, and a further 1000 
indirect contact, with new extension service providers.  Additionally, smallholders have shown willingness to 
contribute towards the costs of extension, where they see benefits and where extension programs meet their 
needs.   
_________ 
1  ADB. 1998. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to Papua New 

Guinea for the Smallholder Support Services Pilot Project. Manila. 
2  As per mid-term review carried out in August 2002 and last project review undertaken in July 2003. 
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Absorptive Capacity: Overall, a relatively modest lending program is envisaged given PNG’s limited 
absorptive capacity and high external debt ratios, as well as reduced resource availability in ADB’s non-
lending program. PNG also has access to high volume of other external assistance, in particular to 
grants. Significant cofinancing, largely from the traditional contributors to PNG, is envisaged for both 
loans and technical assistance. PNG’s performance will need to be kept under regular review, and 
flexibility will be essential.  
 
E. Strategic Objectives and Use of ADF IX 
 
The Joint Country Strategy establishes principles and broad parameters for both the volume and strategic 
focus of assistance under three realistic scenarios for PNG’s performance in economic and public sector 
management. The base case assumes there is no evidence of real, broad-based commitment to reform, 
implying a continuing poor macroeconomic framework, continuing instability, low-level conflict and social 
unrest, continuing gap between policy formulation and implementation, continuing deterioration in service 
delivery and infrastructure, and continuing disinvestments by the private sector. The low case assumes 
an accelerated deterioration in economic and political conditions. In contrast, the high case assumes 
rapid and successful implementation of the existing reform program and expansion of the reform 
agenda3. Under the base case scenario, ADF IX financing will focus on helping to improve central 
governance, in support of improved basic service delivery in pursuit of MDGs 1 to 7.  
 
The overarching goals of ADF IX assistance will be to help PNG contain its economic decline; mitigate 
the impact of the contraction on the poor and vulnerable; and build the foundations for revived economic 
growth, particularly in rural areas.  The key strategic thrusts of the ADF assistance will be the following:  
 
Improving economic and public sector management 

 
 Improvements in fiscal management (including maintaining a sustainable overall fiscal deficit, 

prioritizing expenditures, and linking recurrent and development budgets and outturns) 
 Improvements in public sector management capacity and performance to enhance service delivery 
 Strengthening of governance institutions 

 

3  Under a low case scenario, the “at risk” ratio would be deteriorating. Clearly, the volume of ADF assistance would 
depend on the circumstances, but is expected to reduce significantly. A high case scenario would also see 
significant improvement in the “at risk” ratio, with the prospect of exceeding the ADB average. Absorptive capacity 
would slowly increase, justifying a modest increase in assistance. 
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Protecting the vulnerable and promoting stability 
 
 Development of affordable models for effective health and education service delivery 
 Priority measures to arrest the spread of HIV/AIDS 
 Continued promotion of pro-poor medium term development planning 
 
Strengthening the pre-conditions for pro-poor growth 

 
 Maintenance of priority road assets and development of appropriate institutional and financing 

mechanisms for road maintenance 
 Improvements in the environment for private sector activities 
 Capacity building and institutional development for key sectors such as road and water transport, 

fisheries, agriculture and rural development, health, informal education, water supply and sanitation. 
 
For the short term, efforts to tackle PNG’s serious governance issues are of paramount importance.  
Fiscal discipline needs to be restored so that public resources can be targeted to protect existing 
investments in the social sectors and key infrastructure. A significant fiscal adjustment will be required, 
implying that lending will need to be sharply focused. Progress in achieving the social sector MDGs will 
require increased and sustained public investment in the education and health sectors. 
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SAMOA 
(Group A) 

 
A. The Development Challenge 
 
Economic Conditions: The Samoan economy has been a bright spot in the Pacific Region. In the past two 
decades, Samoa has made reasonable progress with economic and social outcomes. The immediate 
challenge is to continue the momentum of the economic reforms, particularly to improve the efficiency 
and effectiveness of the public enterprises, and to mobilize customary land for productive and economic 
uses. Other important challenges include addressing infrastructure, improving the quality of primary 
education, the scope and effectiveness of preventive health care, and the prospects of poorer people in 
society. The nominal per capita income was $1,500 in 2002. The annual average real GDP has grown by 
1.9% since 1985. Public debt of Samoa has fallen from 87% of GDP in 1995 to around 55% in 2002. The 
service sector (61% of GDP) is the largest sector in terms of value-added, although the economy is still 
largely agrarian, with agriculture and fisheries contributing 15% to GDP. However, 75% of the population 
still relies on land and coastal resources as a main or supplementary source of income. Samoa’s narrow 
export base is also agricultural, including fish, taro, copra, and cocoa. Nonetheless, remittances from 
overseas migrants are a significant factor in offsetting the vulnerability of agriculture and the entire 
economy to environmental degradation, cyclones, and external economic shocks.  
 
Attainment of MDGs: Samoa has made good progress towards the MDGs. It has already achieved the 
target for universal primary education and has made significant improvements in secondary enrolment 
and has the highest secondary enrolment ratios among the Pacific DMCs. Gender disparity in education 
and literacy rates has been eliminated. Child and maternal mortality rates have decreased and are among 
the lowest in the Pacific DMCs. ADB’s 2002 participatory poverty survey concluded that further attention 
is needed to ensuring that all parts of the population have access to essential and quality education, 
health care services and safe water supply. 
 
State of Poverty: About 20% of households have incomes below the basic needs poverty line, and would 
therefore be experiencing some degree of financial hardship. The Government has increasingly been 
recognizing the extent of poverty, and recognizes the need for a greater effort in redressing widening 
imbalances between the income levels of people in urban and rural areas.   
 
Characteristics of Poverty Conditions: In the subsistence-based Samoan society and among the 
unemployed both in the urban and rural areas, hardship relates to poor access to services and 
opportunities. Lack of formal employment and/or income generating opportunities are amongst the critical 
issues for all communities in both urban and rural areas. The perceived poor quality of service delivery 
was identified as an important cause of hardship in many communities, including education and health. 
Even the traditional Samoan social structure and associated safety nets are coming under strain as 
external influences affect attitudes and aspirations. 
 
Root Causes of Poverty: While many appear to have become better-off, there are a growing number of 
others, particularly amongst the youth and the elderly, who do not appear to be sharing the benefits of the 
good performance. Many youth are finding it difficult to get the sort of jobs to which they now aspire. 
Conditions of financial hardship, while not widespread, are nevertheless leading to increased social and 
domestic tensions, rising crime rates and deteriorating quality of life for those most affected. 
 
B. Resource Mobilization–Cooperation Among Development Partners 
 
Domestic Savings: The budget deficit, around 2% of GDP, has been decreasing over the past few years 
and is targeted to further reduce. Foreign assistance remains an important for the development budget, 
financing most of the development budget. Despite significant improvements in the past few years, the 
financial sector remains relatively underdeveloped. The financial underdevelopment is connected to the 
customary land system and the lack of a well functioning secured transactions system to link savers and 
investors.  
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Resource Mobilization: As a relatively strong, reform-oriented performer, Samoa has been attracting 
significant donor attention over the past decade. The Government has continued to optimize the use of 
the development partners’ resources through effective and efficient coordination. Donor coordination has 
been strengthened through the ongoing public service reforms. Nevertheless, considering the substantial 
inflow of donor funds the challenge is to ensure that the country’s absorptive capacity is not exceeded. 
Major donors are Australia and Japan. Other important development partners include New Zealand, the 
European Union, United Nations Agencies, the World Bank and the ADB. 
 
ADB’s Partnerships: Close coordination and cooperation with donors has been vital in implementing 
ADB’s ongoing activities and developing the country strategy. ADB’s continued institutional strengthening 
efforts for the Ministry of Finance have been catalytic in improving the Ministry’s performance in terms of 
sector policies and planning, and the Ministry’s coordination of donor programs and activities. ADB 
activities, especially in private sector development, education, and basic infrastructure, as well as 
approaches and policy dialogue are closely coordinated with programs of other donors. 
 
C. Performance-Based Allocation to Samoa 
 
Samoa has consistently performed well in achieving the reform targets. The Government has made good 
progress in reducing the fiscal deficit and in maintaining sustainable levels of external debt. Significant 
progress has been made in reforming the legal and regulatory framework for private sector development, 
as well as in terms of public service and State-owned enterprise reforms. The ADB portfolio performance 
has been satisfactory. 
 
D. Strategic Objectives and Use of ADF VIII 
 
ADB’s three-pronged strategy support the Government’s priority areas and aims (i) to improve the 
enabling environment for accelerated private sector growth and employment creation; (ii) to enhance 
access to, and delivery of, basic social services by providing infrastructure and enhancing management 
and performance of the relevant public sector institutions; and (iii) to improve living standards and reduce 
income disparity through improved equity and access to quality education for all Samoans. The ADB 
strategy reflects the most common aspirations of the vulnerable and disadvantaged communities, as 
expressed in ADB’s participatory poverty surveys: employment, and quality of and access to basic social 
services and education, access to finance, and land. 
 
Three ADF-financed projects are being implemented. Based on previous involvement and partnerships in 
relevant sectors, ADB will (i) continue to provide support in the education sector, with a focus on quality of 
education, and (ii) help improve the environment and public health in Apia through physical improvements 
to urban infrastructure for sanitation and drainage as well as improving capacity in management of these 
urban services. 
 
Disbursement Performance: Cumulative loan assistance to Samoa consisted of 29 loans for a total 
amount of $113.9 million, of which three are currently in their implementation phase: Education Sector 
Project,1 Power Sector Improvement Project,2 and the Small Business Development Project.3 The 
implementation of these projects including disbursements is overall regarded as satisfactory. Some 
delays in disbursements have been experienced due to project slow start up mostly resulting from lack of 
readiness of stakeholders involved and some problems in terms of absorptive capacities. These problems 
have been resolved. 
 

1  ADB. 2000. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to Samoa 
for the Education Sector Project. Manila. 

2  ADB. 2001. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to Samoa 
for the Power Sector Improvement Project. Manila. 

3  ADB. 2000. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to Samoa 
for the Small Business Development Project. Manila. 
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Absorptive Capacity: The absorptive capacity of both government and the overall economy is gradually 
expanding and is supportive of increased ADF. 
 
 

ADF VIII Program  Objectives/ Progress/ Risks/ 
Actions to Improve Implementation 

 
Private Sector Enabling 
Environment: 
 
• Loan 1785: Small Business 

Development 
• TA 3549: Capacity Building 

of Financial and Business 
Advisory Intermediaries  

• TA 3768: Implementation of 
SOE Reforms 

• TA 3936: Strengthening of 
Economic Sectors Planning 
and Management 

• TA 4134: Implementation of 
the Public Finance 
Management Act of 2001 

 

 
Objectives: To enable sound macroeconomic and financial policy, enhance 
the policy and institutional framework, facilitate public-private partnerships, 
support SOE reforms, and facilitate productive and economic uses of 
customary land. 
 
Progress:  Key performance indicators for the small-business loan guarantee 
scheme have been surpassed. The pilot microfinance facility is expected to be 
launched in the 3rd quarter of 2003. The small-business development fund 
started off well with over 160 small training programs. 
 
Risks: High transactions costs due to remoteness and dispersion, including 
SOE inefficiencies; relatively underdeveloped financial sector, including lack of 
a well-functioning secured transactions framework and lack of access to 
secure land title. 
 
Actions for Improvement: Further land reform, SOE reform, and secured 
transaction environment under ADF IX. 
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ADF VIII Program  Objectives/ Progress/ Risks/ 
Actions to Improve Implementation 

Basic Social Services Delivery: 
 
• Loan 1886: Power Sector 

Improvement 
• TA 3860: Implementation of 

the Urban Planning and 
Management Strategy 

Objectives: To ensure adequate physical infrastructure platform to facilitate 
the delivery of basic public services, and to enhance management and 
performance of relevant public sector enterprises and agencies. 
 
Progress:  Objectives have yet to be met. Project implementation is now being 
expedited. 
 
Risks: High input costs; lack of relevant skilled human resources and 
expertise at the Electric Power Corporation; lack of effective legislative and 
regulatory frameworks, including legal impediments to private power 
generation. 
 
Actions for Improvement: Focus on improved supervision and management of 
basic social services under ADF IX. 

Improved Living Standards: 
• Loan 1752: Education 

Sector 
• TA 3498: Education Sector 

Support 
• TA 3623: HIES for 

Socioeconomic Equity 
Assessment 

Objectives: To improve access, quality, and efficiency of education, and 
enhance local capacities to assess and address poverty issues. 
 
Progress:  Objectives have slowly been met by focusing extensively on 
rehabilitation, expansion, and construction of schools, as well as on provision 
of furniture, equipment and learning materials. 
 
Risks: Poor institutional and absorptive capacity of the Education Department. 
 
Actions for Improvement: Focus on improving primary and secondary school 
processes, including access to an improved learning environment, to enhance 
school efficiency and quality, and students’ academic outcomes. Possible 
high-level forum ADF IX. 
 

 
E. Strategic Objectives and Use of ADF IX 
 
ADB continues to support implementation of priority reform areas consistent with the priority areas of 
ADB’s poverty reduction strategy. This will include addressing the remaining constraints for private sector 
development, and therefore job creation for the poor, as identified under ADB’s 2003 private sector 
assessment. This will directly support achievement of MDG 1. The Government has expressed its strong 
commitment to initiating reforms to facilitate the productive and economic use of customary land. 
 
Further improvement of the urban environmental management is needed especially in Apia, where an 
increasing proportion of the population now lives. At the same time, significant financing will be required 
for major infrastructure projects in Savaii, as a result of the Government’s plans to prioritize Savaii’s 
development. This will help address the needs of those in hardship who have less access to essential 
public goods and services. The proposed loan for Savaii Renewable Energy (2005) will be a first step to 
refocus assistance from Upolu to Savaii, and further targeting of Savaii is expected for the medium to 
long term. These projects address MDGs 1 and 7.   
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SOLOMON ISLANDS 
(Group A) 

A. The Development Challenge 
 
Economic Conditions: The situation in the Solomon Islands had gone beyond the ability of the 
Government to restore law and order and mount a credible economic recovery program. In this context, 
the Government requested Australia (in conjunction with New Zealand and several Pacific DMCs) to 
assist with an international intervention––the Regional Assistance Mission to the Solomon Islands 
(RAMSI)––to address the problems and help rehabilitate and develop the nation. The current stabilization 
phase calls for immediate assistance for rebuilding the law and justice sectors, stabilizing the economy 
through restoration of basic government functions, particularly financial and budgetary management and 
essential public services. With law and order attained and basic government functions restored, the long-
term revitalization of the economy and nation building can begin. RAMSI enjoys strong public support, 
primarily because it has halted day-to-day violence, intimidation, and abuse of power. Improvements in 
security have boosted public confidence and reinvigorated formal business activity, particularly in 
Honiara. The extent of political support for RAMSI will however be tested by its planned efforts to tackle 
corruption and mismanagement of public funds. 
 
Since 1985, Solomon Islands’ real GDP grew at an annual average of 1.7%. This growth was led by the 
production and export of fish, logs, copra, palm oil, and cocoa. With a population growth of 3.1% per 
annum, per capita GDP has declined by 1.4% annually over the same period. Per capita GDP of $375 in 
2002 ranks the lowest among the 13 Pacific DMCs. Poor governance and serious fiscal mismanagement 
over the past ten years have led to balance of payments and inflationary pressures, regular currency 
devaluations, suspension of trading in government securities, and a loss of business confidence. Inflation 
rates averaged about 10% annually during the last decade. The economy’s largely agriculture- and 
forestry-based export products make it vulnerable to external economic shocks, international commodity 
prices, and extreme weather conditions. Over the past three years, civil unrest and armed conflict have 
exacerbated the conditions. The public debt at 110% of GDP in 20021 poses a burden on the 
Government’s capacity to borrow. However, the economy expanded in the nine months to end-
September 2003 because of growth in primary production, construction and services. The economic 
recovery is attributable to a resilient private sector and rapid, substantive improvement in the law and 
order situation, as well as a significant direct demand-side stimulus to the economy by RAMSI. The fiscal 
stabilization efforts undertaken under RAMSI are expected to have an immediate impact and improve the 
fiscal situation substantially.  
 
Attainment of MDGs: The Solomon Islands is far behind and unlikely to meet the MDGs by 2015.2 Even 
before the conflict erupted in 2000, significant inequalities existed between urban and rural incomes. 
Nearly 85% of the population lives in rural areas. The fragmented geography makes delivery of social 
services and provision of infrastructure expensive. In 1999, nearly two thirds of the population were 
engaged in subsistence production or were unemployed. Among the 15-29 year olds, 40% were 
unemployed. Education indicators are very low: primary enrollment rates are the lowest of all Pacific 
DMCs, and literacy is extremely low. The gender gap has narrowed, but remains noticeable in school 
enrolment and literacy rates. The infant mortality has decreased from 129 to 66 deaths per 1,000 live 
births between 1978 and 1999. Maternal mortality is extremely high with 209 (per 100,000 reported 
cases) in 1999. Malaria continues to be one of the main health challenges, with a recent increase in both 
malaria and dengue. About 69% of the rural population has access to clean water and 23% of the total 
population has access to sanitation facilities. 
 
Extent of Poverty:  The Solomon Islands is one of the poorest Pacific DMCs.3 It is clear that poverty has 
been substantially exacerbated by the civil conflict in 2000, the ensuing law and order problems, ongoing 

1  Source: IMF. 
2  Al MDG data sets are inadequate for any trends to be established. The impact of the conflict is estimated to have 

substantially deteriorated all MDG indicators. 
3  Poverty analysis is planned for 2004. 
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financial crisis, contracting economy, rising unemployment, and the high population growth rates. Many 
people have been displaced by the inter-communal conflict that is still simmering. 
 
Characteristics of Poverty Conditions: The majority of households can be considered poor as a result of 
the conflict. With job opportunities being in short supply, slums in urban Honiara provide a fertile breeding 
ground for unemployed youth and ethnic tensions. There is little formal employment outside of Honiara. 
While many people in rural areas live off subsistence farming, they have little if any access to basic social 
services. While the situation is being aggravated by internally displaced people returning to their 
provinces and thereby overburdening the capacity of provincial infrastructure, it is hoped that people will 
slowly return to Honiara once the situation has been improved. 
 
Root Causes of Poverty: Successive governments have not succeeded in providing access to quality 
essential social infrastructure and services for the people, especially in the rural areas. In addition there 
has been a lack of income-generating opportunities. The situation has been exacerbated by the conflict 
that has caused a political and fiscal crisis. As a result, funding for essential social services has 
substantially diminished impacting upon health and education, particularly in remote areas. The 
Government has been unable to pay teachers, health workers, and public servants, causing widespread 
demoralization, abandonment of work places, and practically resulting in a standstill in terms of provision 
of social services.  
 
B. Resource Mobilization–Cooperation Among Development Partners  
 
Domestic Savings: The Government is bankrupt and, without budget support of donors, would not be able 
to meet its financial obligations both domestically and externally vis-à-vis international creditors. However, 
with the arrival in August 2003 of the RAMSI budget stabilization team (17 RAMSI in-line and advisory 
staff), a process of improving public financial management has commenced. RAMSI-led budget 
stabilization efforts are focusing on re-establishing procedures for expenditure management, payroll 
cleanup, restoring regular salary payments to public servants, and developing a strategy for debt 
management, in particular the payment of arrears. Tax legislation and compliance are being reviewed. An 
audit process has been launched, beginning with Customs. The financial system is greatly hampered by a 
large amount of government debt. The National Provident Fund, the National Bank of the Solomon 
Islands, and the Development Bank are heavily exposed to debt, and represent substantial contingent 
liabilities for the Government. Over the past few years, the Government has not been able to allocate 
funds to development projects. 
 
Resource Mobilization: Over the past few years, a large part of development assistance had been made 
subject to improvements in the Government’s commitment to law and order and governance. As a result 
of the Government’s regular non-compliance with such conditions, many donors focused their efforts on 
social services, support to NGOs, or support to rural development. Some funds were used to directly 
address law and justice, and reintegration of former combatants. World Bank and ADB were for the most 
part prevented from any loan assistance due to repayment arrears. Nevertheless, joint missions of ADB 
and the World Bank, and associated missions with the International Monetary Fund to assess the 
progress made in economic reforms and financial governance, proved to be important and catalytic for 
other donors’ decision making. Aid flows have however increased in the three months since RAMSI’s 
intervention. Donors have plans to make available, almost entirely as grants, up to US$99-118 million in 
2004; this amount is over 50% greater than the proposed recurrent budget, which poses a challenge to 
Government and donors alike in ensuring its productive use. 
 
ADB’s Partnerships: The international intervention force and the commitment of the donor community to 
remain substantially engaged in the country, provide a unique opportunity for the Solomon Islands not 
only to recover from the socio-economic hardships imposed by the civil conflict, but also to develop and 
install mechanisms that will prevent such crisis from re-occurring. With Australia in the lead, the 
international donor community is currently commencing the first phase of support (addressing law and 
order, budget stabilization, and restoration of essential government services). Once some progress has 
been made, the Government intends to convene a donor meeting to discuss and advance the details for a 
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well-coordinated, meaningful donor program. Circumstances permitting, ADB is committed to take on a 
leading role in supporting the country’s nation building efforts. 
 
C. Performance-Based Allocation to Solomon Islands 
 
Country Performance: ADB has no current PBA assessment for the country but the forthcoming 
assessment (to be conducted in early 2004) will give special attention to improved governance, the 
restoration of essential public sector goods and services delivery, and improvement of the environment 
for private investment. In the interim, access to ADF resources is justified in the Solomon Islands in view 
of its recent emergence from civil strife. 
 
D. Strategic Objectives and Use of ADF VIII 
 
ADB’s Emergency Post-conflict Rehabilitation Project4 was the first and an immediate response to the 
civil upheaval and the damaged infrastructure. However, ADB’s operations were suspended in early 
2002, due to the continued non-payment of arrears. As part of the stabilization support strategy, arrears 
to major multilateral funding agencies, including ADB, were cleared in September 2003 by the 
Government of Australia. This has paved the way for ADB to join a larger multi-donor economic recovery 
program. The Emergency Project will be re-activated shortly to address the most urgent needs in basic 
infrastructure rehabilitation.  
 
Disbursement Performance: Disbursements were frozen from 2001 due to the ethnic conflict, and later 
on, the accumulation of arrears to the ADB. These two constraints have recently been resolved, leading 
to the resumption of ADB's operations. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Absorptive capacity: Absorptive capacity for policy formulation, institutional development, and for 
development administration and processing is very weak. However, long-term technical assistance from 
Australia will provide hands-on management support in key ministries. In view of the country's grim fiscal 
position, donors will be expected to provide budget support to sustain basic services, including finance 
the possible counterpart funding requirements. 
 
 
 

4  Loan No.1823-SOL: Post-Conflict Emergency Rehabilitation Project approved for $10 m in December 2000. 
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E. Strategic Objectives and Use of ADF IX 
 
Resources required to rebuild the nation and achieve sustainable socio-economic progress will be 
substantial, and all donors will be required to extend extra efforts to assist the Government in achieving 
its development objectives. ADB support to the Solomon Islands, including loan assistance under ADF IX, 
will be determined on the basis of a comprehensive and realistic national development strategy and 
program, as part of a coordinated and cooperative effort of the international development community, and 
within the context of the country’s progress in terms of management of the public debt burden. The focus 
of ADB's assistance will account for the aid programs of other key donors, particularly Australia. ADB will 
seek to avoid duplication of assistance from other donors, while addressing the key priorities of 
strengthening infrastructure and basic service delivery, and private sector development. ADB’s country 
strategy and program is being developed, together with the Government and in the context of the RAMSI-
led international multi-donor efforts, and will be firmed up during country programming in early 2004.  
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SRI LANKA 
(Group B1) 

 
A. The Development Challenge 
 
Economic Conditions: Sri Lanka is emerging from two decades of civil conflict. Aside from the enormous 
human cost, the conflict has had an acutely debilitating effect on the economy. It has reduced the level of 
resources available for economic and social development, damaged the domestic climate for investment 
(especially foreign investment), and suppressed tourism. As a result, the conflict reduced gross domestic 
product (GDP) growth by about two percentage points per year, curbed expansion in productive 
employment, and contributed greatly to poverty and fiscal pressure. 
 
Attainment of MDGs: MDGs other than poverty incidence including targets on child mortality and maternal 
health, combat of major diseases, and environmental sustainability are on track, with those for universal 
primary education and gender disparity in formal education fully or mostly met. However, Sri Lanka faces 
some risks to achieving three out of eight MDGs due to the country’s vulnerability to external shocks and 
its evolving peace process affecting its efforts for fiscal consolidation to implement the necessary 
development program. Risks to achieving the MDGs include poverty incidence, environmental 
sustainability, and global partnership for development. 
 
Extent of Poverty: Despite relatively good GDP growth over many years and an average GDP per head of 
some $870, poverty—and rural poverty in particular—remains extensive. It is the link between GDP 
growth and poverty reduction that has been weak. This now needs to be strengthened. Job creation has 
lagged behind labor supply, causing high unemployment and growing overseas employment. Making 
matters particularly complex is the burden of Sri Lanka’s public debt, with its level by the end of 2002 
standing at over 105% of GDP (up from 87% in 1997). 
 
Characteristics of Poverty Conditions: While poverty levels excluding the North and East has remained in 
the mid 20% range for the past decade, the poverty levels in the North and East was believed to be as 
high as 60%. In the North and East, hostilities cut the regional contribution to GDP from 15% in the 1980s 
to 7.5% in 2001, and caused 65,000 deaths, internally displaced 800,000 people,1 and caused countless 
injuries and major damage to infrastructure (roads, bridges, harbors, health facilities, buildings, schools, 
etc.). They also led to extensive relocation of people and investment from the area to elsewhere 
nationally or abroad; major losses of productive assets; little new investment in the region for 20 years; 
pervasive disruption in the movement of people, goods, services, and trade; and breaks in marketing, 
distribution, and agency systems. Every sector and innumerable people have been affected; 
psychological disorders—especially among children—have been extensive; and food security has fallen. 
 
Root Causes of Poverty: The principal development challenge in Sri Lanka is to reduce poverty and 
address the interrelated, mutually reinforcing root causes of poverty: (i) inadequate growth and significant 
inequity; (ii) the civil conflict; (iii) lack of integration and access of physical and social infrastructure; 
(iv) slow growth in agriculture and productivity; (v) lack of clear land tenure; (vi) environmental 
degradation; and (vii) social exclusion and powerlessness felt by many of the poor.  

 
B. Resource Mobilization–Cooperation Among Development Partners 
 
Domestic Savings: Given the chronic and large fiscal deficits, the capital contributions to development 
from domestic sources are very limited. Virtually the entire public investment for development projects is 
financed by external assistance, which renders the role of external funding of paramount importance to 
Sri Lankan development. External assistance is not only important in the financing of physical projects but 
is crucial for strengthening institutions and policy reform. External assistance will continue as an integral 
aspect of the financing of the rehabilitation of the North and East, as these areas emerge from the civil 
conflict, and of the Government’s development program more generally. 
 

1  This represents about 42% of the 1.9 million people estimated to be in the areas of conflict in 2001. 
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Resource Mobilization: The Government has estimated that, based on the priorities identified in 
Regaining Sri Lanka2 and the rehabilitation needs in the conflict-affected districts, external assistance 
requirements for 2003–2006 are targeted at $6.52 billion.3 The international donor community was 
mobilized in the Tokyo Conference on Reconstruction and Development in June 2003.4 Donors were able 
to pledge considerable support. However, a significant financing gap remains unfunded. Many external 
assistance agencies are active in Sri Lanka with three major partners—Japan, ADB and the World 
Bank—jointly funding about 80% of total development expenditures. In view of the large proportion of 
external assistance coming from Japan, ADB, and the World Bank, ADB pays particular attention to close 
coordination to ensure compatibility of policy advice and the harmonization of investments. With the 
leadership of the Japan Bank for International Cooperation in Tokyo, ADB participated in a joint strategy 
seminar in February 2003 with the World Bank. ADB regularly consults with multilateral organizations, 
including IMF, and the main bilateral agencies, while 20 or more countries and international organizations 
attended the Local Development Forum in June 2002. In the local donor coordination processes, the 
ADB’s Sri Lanka Resident Mission is crucial, particularly in the sectors where ADB has a prominent role 
(roads, energy, water and sanitation, and environmental and natural resources management).  
 
ADB’s Partnerships: ADB has progressively strengthened its operational partnerships with Sri Lanka’s 
development partners through regular and development agenda-specific consultations to enhance the 
benefits of its development assistance. The post-conflict needs assessment jointly undertaken by ADB, 
World Bank, and the United Nations demonstrates effective collaboration among donor community as 
well as with the Government and the Liberation Tigers of Tamil Eelam. 
 
C. Performance-Based Allocation to Sri Lanka 
 
Country Performance: ADF allocations and lending to Sri Lanka are triggered by country-specific 
performance indicators, namely: (i) macroeconomic management; (ii) reforms in major infrastructure 
sectors; and (iii) portfolio management. Performance triggers to determine future ADF allocations are 
focusing on the structural reforms and portfolio performance, as adherence to the agreement with IMF’s 
poverty reduction and growth facility and extended fund facility conditions should ensure macroeconomic 
stability. However, control of the fiscal deficit and extension of the tax base have been included as they 
directly affect the country’s ability to manage its public debt. The structural reforms focus on the key 
infrastructure sectors in ADB’s operations (energy, transport, and water supply), while portfolio 
performance is emphasized, as this needs improvement if the additional funds to support reconstruction 
are to be absorbed. While there are signs of economic recovery and fiscal consolidation, portfolio 
performance remains a key challenge to further expedite project implementation to generate envisaged 
project benefits. Factors affecting portfolio performance include political interference, cumbersome 
procurement and bureaucratic procedures during project implementation. 
 
D. Strategic Objectives and Use of ADF VIII 
 
Pro-Poor Strategic Objectives: ADB operations focus on promoting sustained pro-poor growth through 
support for policy and institutional reforms aimed at private sector, small and medium sized enterprise 
(SME) development and public sector management with emphasis on reconstruction and development. 
Past ADB projects in energy, road, water supply and sanitation, and education have succeeded in 
meeting their physical implementation targets. Rural community-based water supply and sanitation was 
supported through socially inclusive approach. In addition, ADB’s efforts to address structural issues in 
projects in plantation, power, SMEs, and private sector development, roads, distance education, and rural 
finance have led to major governance reforms to improve sector efficiency including privatization of the 
plantation companies; measures to unbundle the power sector agencies; changes to the legislative and 

2  Government of Sri Lanka. Regaining Sri Lanka: Vision and Strategy for Accelerated Development. May 2003. This 
document, which includes the country’s national poverty reduction strategy, was approved as the Poverty 
Reduction Strategy Program (PRSP) by the World Bank’s Board of Directors in March 2003. 

3  Government of Sri Lanka, Building a Foundation for Peace and Economic Growth: Setting National Priorities, paper 
presented at the Tokyo Conference on Reconstruction and Development of Sri Lanka, June 2003.  

4  Fifty-one countries and 22 international organizations attended the Tokyo Conference in June 2003. 
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regulatory framework to promote private sector activities; encouraging local contracting in road 
rehabilitation and maintenance; developing public-private partnership in distance education; and 
establishing effective regulatory and delivery mechanism for rural finance.  
 
Post-Conflict Reconstruction: More importantly, ADB started rehabilitation operations in the conflict-
affected areas prior to the ceasefire agreement in February 2002. ADB’s North East Community 
Restoration Development (NECORD) project is the major comprehensive rehabilitation assistance in the 
conflict-affected area, which covers most basic needs at community level, and has helped to promote 
confidence building in the peace process. Based on the needs assessment jointly undertaken by ADB, 
the World Bank and the United Nations, ADB also provided assistance to support an extensive 
rehabilitation program for the conflict-affected areas with emphasis on the emerging gender and health 
issues in these areas. 
 
Disbursement Performance: Portfolio performance had been weakening in recent years, but has begun to 
rebound in 2003. Of the net loan amount of $1.2 billion for 30 ongoing ADF loans as of 30 September 
2003, $798 million, or 66% remained undisbursed. Project implementation delays result due to lengthy 
and tedious procurement process, slow decision-making, political interference, unfavorable policy and 
institutional environment. Delays in land acquisition, resettlement, and environmental clearance also 
adversely affect progress in infrastructure projects. The Government established a high-level committee 
to oversee the progress of the 50 largest foreign-financed development projects with the view of 
improving their performance. The Government’s procurement guidelines are also under review in order to 
streamline procedures while maintaining appropriate checks and transparency. From ADB’s side, a 
vigorous internal review of the ongoing portfolio is underway to improve implementation. For new 
interventions, more sector and SDP will be utilized and more careful program sequencing will be 
undertaken to ensure flexibility and appropriate policy and institutional environment for project 
implementation. In relevant sectors, such as road, upfront activities such as land acquisition, 
environmental clearances, and resettlement, will be undertaken through a TA loan before investment 
projects. The Government has put a high priority on better project implementation and has sought 
assistance from key donors including ADB to identify measures to establish proper project management 
structures. 
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Absorptive Capacity: In support of the new Country Strategy and Program, endorsed by ADB’s Board of 
Directors in September 2003, ADB staff prepared an assessment of Sri Lanka’s borrowing capacity. The 
study showed that the country could absorb higher levels of lending, despite the current high debt-to-GDP 
ratio, as long as the country continued to pursue the economic reform program and negotiations to end 
the civil conflict that are necessary conditions for sustained higher rates of growth. The recent moves to 
improve implementation of foreign-funded projects need to be accelerated, as well as strengthening of 
implementation agencies in the conflict-affected areas, to ensure that additional funds committed do not 
lie idle. 
 
 

ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

 
Governance: 
• Loan for Fiscal Management 

Sector Development 
Program 

 
• Loan 1929: Power Sector 

Development Program 
 
• Loan 1986: Road Sector 

Development Program 
 
• TA3301: Strengthening 

Public Expenditure 
Management System 

 
• TA 3906: Public Sector 

Resource Management 

 
Objectives: To strengthen public expenditure management, revenue 
mobilization to support fiscal consolidation and efficiency of public sector 
agencies. 
 
Progress:   
- Budget classification and procedures have improved and are moving 

towards multi-year and program budgeting.  

- Financial accounting reporting format has improved and streamlined.  

- Management information system was established to communicate and 
exchange data and information within the Ministry of Finance and with 
spending agencies.  

- The Government has implemented a corporate governance framework for 
public enterprises that has resulted in more timely audited financial 
statements for state-owned enterprises that has facilitated closer 
monitoring of these institutions. 

Risks: Long-term political commitment of the Government and resources 
required to sustain and institutionalize the benefits and progress made. 
 
Actions for Improvement: Further assistance required ensuring the 
implementation of the reform programs. 
 

 
Human Development:  
• Loan 1993: Secondary 

Towns and Rural-Based 
Community Water Supply 
and Sanitation 

 
• Loan 1999: Distance 

Education Modernization 

 
Objective: To improve access, quality, relevance, and sustainability in 
postsecondary education through public-private partnership. To enhance 
access and sustainability of water supply and sanitation through community-
based mobilization and participation. 
 
Progress: Objective is yet to be achieved. Project implementation is on track.  
 
Risks: Fragmentation of Government agencies and Ministries covering 
education presents challenges for continuity in policy dialogue. Key education 
reforms will require strong Government commitment. 
 
Actions for Improvement: Closer coordination with the Ministry of Policy 
Development and Implementation to ensure ADB support is consistent with 
the Government’s policy reform agenda. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

 
Private Sector Development: 
A. Enabling Environment 
• Loan 1894-96: Small and 

Medium-Sized Enterprises 
Development Program 

• Loan for Private Sector 
Development Program 
(Subprogram II) 

• TA 4018: Investment 
Climate and Productivity 
Study for Sri Lanka 

 
B. Participation in Infrastructure 
• Loan 1929: Power Sector 

Development Program 
• Loan 1986: Road Sector 

Development Program 
• Loan 1841: Colombo Port 

Efficiency and Expansion 
• TA 3857: Restructuring of 

the Power Sector – Phase II 
• TA 4049: Strengthening the 

Regulatory Framework for 
Water Supply and Sanitation 

• TA 4178: Public Private 
Partnership Expressway 

• TA 4184: Greater Colombo 
Wastewater Management 
Sector Review 

 

 
Objective:  Create a supportive, enabling environment for private-sector led 
development. Promote private sector participation in infrastructure investment, 
operations, and maintenance. 
 
Progress: Reform programs are ongoing.  
- Much-needed—and politically difficult—reforms in labor legislation have 

been approved and will soon begin implementation. 
- Strengthening of the finance sector is ongoing, including plans to privatize 

one of the two state-owned commercial banks.  
- The Government is accelerating its privatization program in other sectors 

as well. 
- The Government has introduced new legislation for the unbundling of the 

power sector agencies into separate generation, transmission, and 
distribution companies.  

- The Government has established an independent multi-sector regulator 
for infrastructure, which will initially have regulatory responsibility over the 
electricity sector and will cover water supply and petroleum in the near 
future.  

- Restructuring of road sector and port sector agencies are on track. 
 
Risks: All of the reforms envisaged will require continued political support to 
ensure that they are fully implemented. Power sector unbundling is taking 
longer than expected, but progress continues. Decisions need to be made 
soon to expand the generation capacity through private sector power 
producers; otherwise, supply shortages may derail the reform program. 
 
Actions for Improvement: Further ADB support under ADF IX is necessary to 
ensure the momentum for reforms continues.  
 

 
Pro-Poor Growth: 
• Loan 1846: North East 

Community Restoration and 
Development 

 
• Loan: North East Coastal 

Community Development 
 
• Loan: Conflict-affected 

Areas Rehabilitation 
 
• TA 4040: Needs 

Assessment in Conflict-
Affected Areas 

 

 
Objective:  Directly address conflict-related poverty through promoting 
livelihood improvements and provision of basic services particularly to the 
vulnerable groups like female-headed households. 
 
Progress:  
- Project management is now well established so that implementation is 

improving.  
- The projects are having a positive impact on rebuilding communities and 

helping internally-displaced families to restart their lives.  
- Donor coordination in these efforts is strong, such that even the World 

Bank is using the management structure of the ADB North East 
Community Restoration and Development project to channel its resources 
to fund support to returning families. 

 
Risks: Large resources required for investments as well as institutional 
development to complement the efforts. Major rehabilitation work is contingent 
on continued progress in the peace negotiations. 
 
Actions for Improvement: Continued close consultation with bilateral donors to 
ensure the timing of ADB assistance does not get ahead of the progress in the 
negotiations. Support for strengthening institutional capacity at the local level 
for timely project implementation. 
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E. Strategic Objectives and Use of ADF IX 
 
Peace Enables Development: With the chances of peace now significantly enhanced, and the issuance of 
a radically changed government strategy—Regaining Sri Lanka—the country’s development context is 
radically different from what it was. There should be a decline in physical destruction, opportunities for 
transferring war-related expenditures to civilian and social uses, a more helpful setting for reducing 
poverty, and a less unsettling backdrop for domestic and foreign investment and for tourism. It is in this 
development context, with the present Government having introduced a comprehensive reform agenda 
on the one hand, and the ongoing peace process on the other, the CSP emphasizes the crucial 
importance of ADB assistance program in the ADF IX from 2005-2008 contingent upon progress in 
peace. 
 
Strategy for Poverty Reduction: ADB strategic focus in Sri Lanka’s operations flows from the need to 
reflect five factors: the Government’s new development strategy; the additional research undertaken on 
the causes and incidence of poverty; the more optimistic outlook with respect to peace; the need to 
rehabilitate the North and East and to revitalize the rest of the country as the basis for lasting peace; and 
the need to increase the impact of ADB initiatives to achieve the MDGs. The overall objective of ADB 
strategy is to derive from three pillars: supporting pro-poor growth, social development and improved 
governance, with support for pro-poor growth as the core pillar for reducing poverty. This will buttress the 
Government’s strategy—achieving high growth and reduced poverty—by supporting emphasis on 
economic reform, private sector development, and reducing the current geographical disparities in access 
to the benefits of higher growth and productivity. 
 
Private Sector Development and Balanced Regional Growth: The Government‘s far-reaching reform 
agenda, which focuses on promoting private sector development and balanced regional development, will 
be supported by ADB. Comprehensive structural reforms are critical to achieve strong and sustained 
economic growth, which is necessary to reduce poverty. In supporting poverty reduction through broad-
based growth, sectors have been chosen on the basis of their potential impact on these reform measures 
and on the basis of ADB’s operational experience, and because they offer the best prospects for 
addressing the specific development challenges noted above. In order to maximize the impact of ADB 
assistance to reduce poverty, the geographical distribution of the poor and the specific nature of poverty 
will need to be analyzed before particular projects are designed, and emphasis placed where practicable 
on targeting the poorest regions. The core sectors will be agriculture and rural development, transport, 
energy, financial sector and SMEs, education, and water supply and sanitation. 
 
 



Appendix 5 195  

 
TAJIKISTAN 

(Group A) 
 
A. The Development Challenge 
 
Economic Conditions: Tajikistan is the most remote republic of Central Asia. After the end of the civil 
conflict in 1997 which broke out shortly after independence, economic recovery, albeit from a very low 
base, was strong and stable and GDP grew by an average of 7.3% per year from 1998-2002. This is one 
of the highest and most persistent positive growth rates among transitional countries. Growth was mainly 
driven by cotton and aluminum production. 
 

Attainment of MDGs: Despite the strong economic performance, Tajikistan is unlikely to meet most of the 
MDGs. A United Nations assessment is optimistic about equal access to schooling for boys and girls, and 
concluded that also the first goal of halving the proportion of people living in poverty could be met, 
provided income inequality does not deteriorate further. The social targets, however, are unlikely to bet 
met.  Even the main progress toward the first MDG is subject to sustained economic growth, an ability of 
the government to attract the grant funds pledged at the donor meeting in May 2003, and continuous 
policy reform in environment and social sectors. 
 

State of Poverty: Poverty declined from 60% to 53% from 1999 to 2002.1 Sustained economic growth 
contributed to the poverty reduction through increased agriculture earnings, increased spending resulting 
from transmittances, and an increase in the informal sector. However, growth needs to become more 
inclusive and lead to employment creation.  
 
Characteristics of Poverty Conditions: The absence of formal private sector employment for all districts in 
the country is alarming: 17% of all households have at least one family member working abroad, 20% of 
all households are without paid employment, and over 65% of those in paid employment receive their 
salary from government, state owned farms or collectives. The social safety network all but collapsed, a 
result of the civil war, and the severance of budgetary support from Moscow, which made up to 40% of 
Tajikistan's budgets before independence.  Pensions have fallen from an equivalent $100 pre-
independence, to sometimes as little as $1 per month in 2002, so low in fact that many old aged 
pensioners choose not to go through the hassle-some withdrawal from the banking system. People 
survive through falling back on subsistence agriculture, migrating on a seasonal basis, and, for the 
poorest strata (female-headed households, and elderly with no family support of the country, by selling off 
their household assets. Cotton growing areas have the highest incidence of poverty, but the role of the 
informal sector in alleviating poverty is growing, and shuttle trade either between Tajikistan and its 
neighbors, or within the country, is a major source of income for the Tajiks.  
 
Root Causes of Poverty: Since independence, extreme poverty has become one of the most pressing 
problems. The main causes of the rise in poverty after independence relate to a decline in output, wage 
levels, and employment; severance of central subsidies and fiscal adjustments, which restricted the 
access of the poor to vital social services, health, education and communal services; and increasing 
inequality. The financial costs of the civil war have been estimated at several billion dollars, and crucial 
infrastructure such as schools, hospitals, and irrigation systems lie in ruins.  

B. Resource Mobilization – Cooperation Among Development Partners 
 
Domestic Savings: Please discuss domestic savings here including private and public savings, domestic 
credit, if any – adequacy of fiscal revenues, show share of fiscal expenditure (at minimum a share of the 
current budget) financed by revenues and thus arrive at the conclusion that: The dependence on external 

1  2002 survey of Tajikistan's State Statistical Agency supported by the ADB under TA 3719 TAJ-Building a Poverty 
Monitoring Mechanism. 
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assistance is high. External assistance finances most public investment with public investment accounting 
for approximately 2.8% of GDP in 2002. With external assistance also supporting the balance of 
payments, it plays an important role in servicing external debt. Savings held in the banking sector are 
rising slowly, but still below 5% of GDP, a very low figure even for developing countries. 
 
Resource mobilization: Several consultative group meetings took place over the last decade. In 2001, 
$400 million was pledged, but disbursements have tended to fall well below half of the amounts pledged. 
Weak institutional capacity played a part, as did a lack of feasible projects and a perceived lack of 
security. During the last consultative group meeting in May 2003, donors recognized significant progress 
made in terms of economic reforms and restoration of peace, but stressed the importance of improved 
governance and donor coordination. The Government presented to the meeting its draft Public 
Investment Program (PIP) for 2004-2006,2 and a technical assistance program for capacity building and 
project preparation.  The three primary areas of the program are (i) social sector, (ii) infrastructure 
rehabilitation, and (iii) water resources management. Donors provided an indicative figure of 
commitments totaling around $900 million over the next three years of which $200 million is humanitarian 
assistance.   
 
ADB's partnerships: With the recent improvement of the security status, funding agencies have enhanced 
their aid activities for Tajikistan by increasing pledged commitments. Careful coordination is needed 
particularly in agriculture, governance, and social sectors as most development partners focus on these 
areas. To strengthen the Government’s role in aid coordination, ADB has supported establishment and 
strengthening of the Government’s the Aid Coordination Unit. Also, ADB supports through dialogue with 
the development partners the Government’s efforts to raise concessional and grant funds, particularly 
with the Islamic Development Bank; OPEC Fund; and aid agencies of Germany, Japan, Spain, 
Switzerland, United Kingdom, and United States.   
 
C. Performance-Based Allocation to Tajikistan 
 
Country performance: The country specific triggers under PBA have focused on the main areas of ADB 
support: rural development, energy sector reform, and poverty reduction. The country has met the 
performance requirements for the base case in the last three years. To support the Government’s efforts 
to reestablish a program with the International Monetary Fund, ADB is helping to develop an external debt 
inventory. In rural development, the focus will be on monitoring poverty conditions; farm privatization with 
particular attention to establishing an equitable privatization process in farming with cotton farms; and and 
energy sector with attention to the reduction of arrears accumulated by the public electricity energy a 
priority area and corporatization the main utility.  
 
D. Strategic Objectives and Use of ADF VIII 
 
Strategic Objectives: The objectives of the ADB’s Interim Operational Strategy for Tajikistan are to (i) 
facilitate the country’s transition to a market economy, (ii) assist in its post-conflict rehabilitation and 
reconstruction efforts, and (iii) provide support for natural disaster rehabilitation. The programs will 
support to policy reforms, institution building, and investment operations and promote development of 
small and medium-size enterprises to reduce poverty, particularly in female-headed households and 
communities in remote mountainous areas. 
 
Disbursement Performance: Lending and disbursement levels, with the exception of the first program 
loan, only started to increase in 2002. After the final disbursement of the first program loan, disbursement 
levels fell sharply to only $2.8 million in 2001. This was mainly due to the closure of the first program loan, 
and the postponement of two loans due to the temporary suspension of mission travel following the war in 
Afghanistan in 2001. At the same time, new loan commitment was approved.3  

2  TA 3617. TAJ:  Supporting Aid Coordination and Strengthening Debt Management (2000) preparation of the public 
investment program. 

3  The loan on emergency restoration of the Yavan Water Conveyance System amounting to $3.6 million was 
approved in 2001 and 4 loans totaling to $70.3 million were approved in 2002. 
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Absorptive Capacity: Absorptive capacity remains low. Tajikistan was the poorest republic of the former 
Soviet Union, with most decisions on planning and budgeting taken in Moscow, and implemented by 
officials who were mostly Russians. The outbreak of the civil war, and the fear of anti Russian 
developments similar to Afghanistan, has led to migration of the nearly the entire Russian population, 
representing the most highly skilled ones. There is a risk that the initial enthusiasm of donors fades if 
governance and the capacity of the government to implement development assistance cannot be 
improved. As, however, the government capacity increases additional support is needed to improve 
project implementation and public administration. With the government's in-house expertise slowly being 
built up, ADB's portfolio has increased over the last three years. The Tajikistan Resident Mission opened 
in 2003 and is focused on improving country focus in Tajikistan and project implementation.  
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ADF VIII Program 
 

Objectives/ Progress/ Risks / 
Actions to Improve Implementation 

Economic growth 
• Loan 1817-Power 

rehabilitation project (2000) 
• Loan 1819-Road 

rehabilitation project (2000) 
• Loan 1852 - Emergency 

Restoration of Yavan (2001) 
• Loan 1912- Emergency 

Baipaza landslide (2002) 
• ADTA3956-Hydropower 

Development Strategy 
Development of an Energy 
Conservation Program 
(2002) 

 
For Approval: 
• Loan- Dushanbe-KGZ 

Border Road Rehabilitation 
(2003) 

• ADTA-Developing the Road 
Maintenance Financing 
System (2003) 

• ADTA-Improvement of the 
Accounting and Financial 
System Management 
System of the Subsidiaries 
of Barki Tajik (2003) 

• PPTA- Dushanbe-Kyrgyz 
Border Road Rehabilitation 
Phase 2 (2004) 

 

Objectives: To rehabilitate infrastructure in transport and power to create a 
base for economic growth 
 
Progress: Projects are ongoing.  As of 30 September, all four loans have 
exhibited satisfactory development objectives and implementation progress.  
However, one (Loan 1817) was indicated as at risk. 
 
Risks: These infrastructure projects are accompanied by policy reforms 
supported by ADB and other donors. Policy reforms may slow down.  
 
Actions for improvement: ADB is focusing on policy reform implementation, 
rather than formulation of new policies. 

Human Development 
For Approval: 
• Loan -Education Sector 

Reform project (2003) 
• Loan- Health Sector Reform 

project (2003) 
• ADTA-Strengthening 

Planning and Policy 
Dialogue for Health Sector 
Reform (2003) 

• ADTA-Drug Procurement 
and Distribution Strategy 
(2003) 

• ADTA-Strengthening 
Planning and Policy 
Dialogue for Education 
sector Reform (2003) 

 

Objectives:  To streamline the systems and make health and education more 
affordable/rehabilitate the drug distribution center, strengthen social sector 
reform. 
 
Risks: lack of donor coordination due to significant inflow of new donors after 
CG meeting. 
 
Action for improvement: increase donor coordination in TAJ through 
strengthened resident mission 

Rural development 
• Loan 1980- Agricultural 

rehabilitation (2002) 
• Loan 2000&2001- 

Objective: to rehabilitate irrigation, strengthen cost recovery and input/output 
markets. 
 
Risks: Continued interference by governments in farmers output decisions 
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ADF VIII Program 
 

Objectives/ Progress/ Risks / 
Actions to Improve Implementation 

Microfinance Systems 
Development Program 
(2003) 

• ADTA 3754-Support for 
Facilitating Sustainable 
Project Benefits (2001) 

• ADTA4052-Farm Debt 
Resolution and Policy 
Reforms (2002) 

• ADTA-4132-Institutional 
Strengthening of 
Microfinance Systems 
(2003) 

 
For Approval: 
 
• Loan-Water Resources 

Development and 
Rehabilitation Project (2004) 

 
• PPTA-Rural Development 

(2004) 
 
• ADTA-Water Sector 

Institutional and Cost 
Recovery Assessment (2004) 

 

 
Action for improvement:  

E. Strategic Objectives and Use of ADF IX 
 
Past growth came predominantly from and increase in acreage devoted to cotton and wheat and 
improved capacity of the aluminum smelter. The country now faces the challenge of moving from post-
conflict recovery to sustainable economic growth as it transforms further to a market-based economy. 
ADB’s strategy is to reduce poverty and to support sustained economic growth by supporting the private 
sector—particularly in agriculture—small services, and manufacturing. During the next three years, 
sustained growth will require increased levels public investment, and improvement in the current climate 
that does not attract direct foreign investments.  
 

• Poverty Reduction: ADB’s focus is on creating a conducive environment for domestic 
investment in the rural sector. Structural and institutional change will have a significant impact 
on economic growth, mostly by supporting the private farms that already exist. Agricultural 
sector productivity remains very low and can be raised by (i) reforms that increase incentives 
for farmers to produce, and (ii) investment in rural infrastructure destroyed by civil war and 
years of neglect. Agricultural privatization in comparable countries such as the Kyrgyz Republic 
provided a substantial boost to output, and productivity gains will be a main source of economic 
growth in the medium term. 

 
• Rural development: Given that a large share of the population works in the agriculture sector, 

rural development offers opportunities to end the cycle of low rural incomes, high poverty, and 
the resulting low demand for domestic production. With increased agricultural productivity and 
development of the related rural enterprises, reduction in the transaction costs—concurrently 
ensuring that benefits accrue to farmers—domestic demand can be stimulated. Encouraging 
enterprises to compete on price and quality with imported goods is crucial.  
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• Export Growth: ADB’s strategy supports transport infrastructure; increase potential for energy 

exports; improve accessibility to markets, and facilitate regional trade and transport. 
 

• Governance and Institution Building: The focus of ADB's interventions will be to implement 
policy reforms agreed under earlier loans, and to take a realistic approach towards improving 
public administration in the country. Given ADB's past experience with a program loan that 
proved too ambitious in its goals to introduce good governance, the approach now taken is 
pragmatic. All loans will have a strong governance component. These include promote 
sustainable cost recovery; promote financial transparency of utilities and improve financial 
management; assist corporatization of utilities; increase accountability and implementing 
capacity at line ministry and local government level; reduce quasi-fiscal deficit and improve 
revenue collection; promote good governance, PSD and transparency in the cotton sector; 
improve project monitoring, public investment programming and evaluation at all levels.  

 
• Human Development: Tajkistan's achievements under the Soviet system in the social sector 

were impressive, and the deteriorating trend since 1991 needs to be halted. This means the 
focus will be on improving provision of basic social services and targeted support for the poor: 
improve quality and access to education and health, and strengthen the sustainability of the 
health and education sectors especially towards the end of the CSP period 2007-07; provide 
fiscal space through increased revenue collection to increase spending on social services.  
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THE DEMOCRATIC REPUBLIC OF TIMOR-LESTE (TIM) 
(Not Classified) 

The Development Challenge 
 
Economic Conditions: Timor-Leste is a post-conflict country with fragile security conditions still in 2003, 
four years since the conflict. It has poor infrastructure, limited local administrative capacity, and no 
industrial production. In 2002, GDP was about $370 million and per capita GDP was $445.1 These 
estimates are, however, widely regarded as overstated due to the inclusion of the significant, but 
temporary, international presence of the United Nations (UN) and the donor agencies. The violence and 
unrest in 1999 led to the destruction of public and private property, and significant disruption to the 
agricultural cycle and trade. In the medium to long term, however, Timor-Leste is expected to benefit from 
the commercial exploitation of oil/gas resources in the Timor Sea projected to increase government 
revenues significantly and amount to an estimated $3 billion over a 20-year period. However, these 
projections have been revised downward and are not expected before 2009. This has created an 
immediate need for financing the emerged budget gap for which the Government is considering several 
options, including a possible reversal of the so far adopted non-borrowing policy. The medium term 
outlook is for gradual growth and improvement in social conditions.  
 
Attainment of MDGs: The immediate prospects for wage employment in the public and private sector 
activities remain very limited. The agricultural sector is dominated by subsistence farming and 
characterized by underemployment. Serious food insecurity in Timor-Leste is exacerbated by seasonal 
fluctuations and occasional shocks such as drought and flooding. Food aid has been required on several 
occasions in 2003 and is likely to be required in the future to supplement increases in food production and 
imports. While considerable progress has been made in improving school enrolment rates, primary 
enrolment is still poor at 76%, lower secondary at 33% and upper secondary at 18%. Adult literacy is 
estimated at 50%. Gender disparity is mixed in Timor-Leste with good outcomes in primary education, but 
not in secondary. Malnutrition is a serious concern in children under-five, and vaccination programs are 
not extensive. Maternal health indicators are poor; only limited number of births is assisted. Limited reach 
of family planning programs and limited use of contraceptives prevail. HIV/AIDS awareness is very low. 
Public health resources are limited and inadequate for undertaking promotion activities for general health 
issues and for communicable diseases. One fifth of the population is estimated to take effective malaria 
prevention and treatment measures. Environmental degradation is increasing, the most noticeable 
concern being deforestation. Other environmental impacts to watersheds and marine resources are 
unknown due to lack of monitoring and data. 50% of the population is estimated to have access to safe 
drinking water and the incidence of water-borne and sanitation-related diseases is estimated to be high. 

 
Extent of Poverty: Poverty is pervasive. Forty percent of the total population is estimated to be poor, with 
urban poverty at about 25% and rural poverty at about 44%. Poverty incidence is lowest in the Dili and 
Baucau districts (14%) and highest in the western districts. More than 75% of the poor live in rural areas 
from subsistence and seasonal agriculture.2 
 
B. Resource Mobilization–Cooperation with Development Partners 
 
Domestic Savings: Domestic savings, while small, have improved, with bank deposits reaching $58.5 
million (17.5% of GDP) by end-June 2003. However, domestic lending was only about 11% of total 
deposits (mostly for property development), and bank deposits are mainly invested offshore. Microfinance 
institution has been successful in rapidly collecting a considerable amount of deposits and providing 
lending to the people also in the rural areas.3 External aid finances approximately 65% of the 
Government’s recurrent budget and capital investment. 
  

1  Source: IMF. 
2  According to the UNDP National Human Development Report (2002), the national Human Development Index 

ranked Timor-Leste at 167th of 191 countries. 
3  Microfinance Development Project, Grant 8186-TIM (TF). 
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Resource Mobilization: Development partners initially established two trust funds: the Consolidated Funds 
for East Timor (CFET)4 and the Trust Fund for East Timor (TFET); the former designed to finance largely 
recurrent expenditures, and the latter, the capital investment portion of the budget. In addition to these 
two funds, the Timor-Leste’s combined sources expenditure framework includes technical assistance 
from the UN and bilateral donors.5 Following a peak in FY20016 (approximately $280 million), 
expenditures from the combined sources have been sharply declined due to reduction in the UN 
presence, the completion of the TFET financed reconstruction projects, and especially, the bilateral 
technical and humanitarian assistance. Total combined expenditure estimated at $196 million in FY2004 
is expected to decrease to about $100 million in FY2006. Through the years, the CFET share––funding 
primarily the recurrent budget of the consolidated expenditure––has increased, from 18% in FY2001 to 
40% in FY2004, and it is expected to finance the entire budget in FY2007.7 Revenue generation relies on 
the limited domestic economy. While the increase in domestic revenues has been slow (from 4% of GDP 
in FY2001 to 8% of GDP in FY2003), it remains remarkably lower than the average for low-income 
countries (around 14% of GDP). A recent downward revision of projected Timor-Sea revenues indicates 
the emergence of a financing gap of about $117 million over FY2004-FY2006. To close this financing 
gap, the Government is considering several options, which focus on expenditure cuts, asset sales, and 
seeking for additional donor grant support. A reversal of the non-borrowing policy adopted so far is been 
also considered as a possibility, especially against the use of savings generated through Timor-Sea 
resources’ exploitation. 
 
ADB’s Partnerships: ADB has designed and implemented its programs jointly with the emergency 
assistance of the donor community. In particular, ADB was requested to administer some TFET-funded 
projects, together with the World Bank (WB). ADB’s Liaison Office in Timor-Leste is located in shared 
premises with the WB and IMF. Significant collaboration among the donors has supported all activities, 
notably the poverty analysis study and infrastructure rehabilitation project. ADB has also worked jointly in 
the water supply and sanitation sector with the Australian Agency for International Development, Japan, 
and the Humanitarian Aid Office of the European Commission. In economic and public sector reforms, 
IMF, UNDP, WB, and Portugal have been partners. In the power sector, ADB has collaborated with 
Government of Japan and Norway. Road works were coordinated with the Japan and the UNTAET and 
donors have participated in project reviews. To address monsoon-caused road failures in 2000-2001, 
ADB collaborated with the UN Peace-Keeping Force. In the micro-finance project, a multi-donor 
foundation and management board was established to take ownership of the microfinance institution. The 
Hera Fisheries Port Rehabilitation project involved collaboration with WB and AusAID.8 Much donor 
coordination has taken place with regard to the oil and gas revenue issue. 
 
C. Performance-Based Allocation to Timor-Leste 
 
As the Government of Timor-Leste is currently following a no-borrowing policy, there have been no ADF 
allocations since the country joined ADB in July 2002.  
 
D. Strategic Objectives and Use of ADF VIII 
 
Timor Leste has not borrowed from ADF. However, it has been granted access to ADF resources. In light 
of its macroeconomic conditions and per capita GDP, Timor Leste is expected to be classified a Group A 
borrower. 
 

4 CFET is the central account of the Government structured to reflect revenue operating and capital income budget.  
Most of the budget support is from about 22 donor countries. 

5  Joint donor-financed budget support has been sustained since 2002 under the World Bank-administered 
Transitional Support Program (TSP), a 3-year program funded by Australia, Norway, UK, USA, and other bilateral 
donors for $54 million. 

6  Financial year of Timor Leste ends on 30 June. 
7  The Government budget in FY2003 is the equivalent of two-thirds of GDP. 
8 A complete list of ADB technical assistance projects to Timor-Leste is included in Table 2.   
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Timor-Leste’s National Development Plan (NDP) and Road Map focus on two development goals (i) to 
reduce poverty and (ii) to promote equitable and sustainable economic growth. In the medium term, NDP 
focuses on infrastructure development, education and health. Supporting NDP, ADB’s objective in Timor-
Leste is to reduce poverty and improve the quality of life of the people. The program to date has been 
focused on capacity building support to selected ministries to help establish appropriate institutional, 
policy and regulatory frameworks; job generation in local communities through microfinance and small 
enterprise development activities; and physical infrastructure development by the completion of projects 
financed under the TFET.9 ADB-administered TFET-funded projects are given in Table 1 and 2. Of the 
total grant amount of $52.8 million administered by ADB, 82% has been disbursed. Of $8.6 million has 
funded a total of 12 technical assistance projects since 2000, including a poverty study, two small projects 
to rehabilitate the telecommunications sector, a transport sector restoration project, power sector 
development study with a focus on renewable energy sources, three projects to promote microfinance, an 
environmental assessment capacity improvement project, and five public sector capacity building 
projects. 
 
Absorptive Capacity: Absorptive capacity in terms of policy and institutional environment is limited, but 
improving. Timor-Leste has less than 2 years experience in government and administration and this 
experience benefited from close assistance of the UN. Nonetheless, achievements since independence 
have been impressive. As the United Mission of Support in East Timor (UNMISET) ends in May 2004 and 
the Government will later take responsibility, with the expected outcome that the nascent administrative 
capacity will reduce. The UN Security Council is currently considering a request from the Secretary-
General for a continued UN presence to provide both psychological assurance and substantive support in 
the immediate post-UNMISET period. UNMISET has also prepared a training program designed to 
effectively leverage opportunities that could ultimately foster the development of the private sector, 
entrepreneurship and sustainable livelihoods. These opportunities are supported explicitly in ADB’s 
current strategy for Timor-Leste that focuses on improving public infrastructure to support private sector 
growth and basic social services; local capacity building for economic and financial management; and 
community-level income generation. WB's proposed Second Transition Support Program (FY2004) will 
also contribute to Timor-Leste’s absorptive capacity by consolidating the institutional framework for good 
governance; improving the service delivery performance of key sectors and institutions; and improving 
capacity in the public sector. Capacity of the public sector would be improved through strengthened public 
expenditure management capacity and improved policy alignment of external financing by channeling 
resources through the budget. The prospects for a significant increase in absorptive capacity are however 
still uncertain and will likely influence possible future lending. 
 
E. Strategic Objectives and Use of ADF IX 
 
Timor-Leste may decide to reverse its no-borrowing policy and seek ADF loans from ADB for specific 
projects, especially if grant assistance from other sources is inadequate to cover its projected financing 
gap. An assessment of its financing options is being undertaken, and some indications with respect to 
borrowing are expected to emerge during the seventh Donors’ Meeting in early December 2003. ADF IX 
resources are proposed for (i) improving public infrastructure to support private sector growth and basic 
social services, (ii) building local capacity to improve economic and financial management, and 
(iii) generation of income at community level. 

 
 
 
 
 
 
 
 

9  TFET provides grants from donors for economic reconstruction and development activities. The World Bank is 
trustee of the fund, and World Bank and ADB share responsibility for administration. Total commitments to date are 
$174 million. 
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Table 1. ADB-administered TFET-funded Projects and ADB’s TA programs 

 
ADF VIII Program 

 
Objectives / Progress / Constraints /  
Actions to Improve Implementation 

Pro-poor growth: Improved public 
infrastructure to support private 
sector growth and basic social 
services. 
 
Integrated Water Resources 
Management (TA3986) 
 
Power Sector Development 
(TA3748) 
 
Transport Sector Improvement 
(TA3731) 
 
Water Supply and Sanitation 
Rehabilitation Project 
(WSS1/WSS2) 
Emergency Infrastructure 
Rehabilitation Project 
(EIRP1/EIRP2) 
 
Infrastructure Ministries Capacity 
Building (Proposed) 
 

Objectives: Rehabilitate key infrastructure including roads and water 
supply and sanitation, rural electrification and other rural infrastructure. 
Improve institutional capability. 
 
Progress:  
 Significant progress has been made in improving basic infrastructure. 
 Road rehabilitation projects provided access to places that would 

otherwise be isolated, and the ongoing EIRP-2 will help maintain 
access through reduced road closures and lower costs of 
maintenance and vehicle operation. 

 Water Supply Projects have benefited large sections of the rural and 
urban dwellers by improving access to safe water supply.  

 
Risks: 
   inadequate budget for operational maintenance 
 weak ministries with low level of institutional capacity 

 
Actions for Improvement:  
 Additional emphasis on capacity-building 
 Government has been encouraged to focus on building local  

institutional capacity within key ministries. 
 Adequate budgetary allocation for operation and maintenance of 

infrastructure being emphasized. 

Local capacity building for 
economic and financial 
management:  
 
Exclusive Economic Zone 
Demarcation (TA3654) 
 
Economic Policies & Strategies for 
Development Planning (TA3803) 
 
Postal Services Development 
(TA3819) 
 
Capacity Building to Develop Public 
Sector Management & Governance 
Skills (TA3839). 
 
Strengthening the Statistics Office 
(Proposed) 
 

 
Objectives: Enhance economic and financial management and 
implementation capabilities. Improve financial accountability and 
governance in key sectors 
 
Progress: Programs have helped create institutional and capacity. 
 
Risks: The lack of support for long-term assistance to sustain and improve 
capacity in various ministries.  
 
Actions for Improvement: Further assistance in the medium term is 
focused on strengthening local institutional capacity building. 

Community-level income 
generation: 
 
Small and micro-enterprise 
development (Proposed) 
 
MFP Project 

Objective:  Ensure permanent access to institutional financial services for 
poor people and their small businesses. 
 
Progress: MFD Project has been to respond to the needs of the rural 
poor, particularly women, to support job creation. Todate, the Project has 
established a microfinance bank, and 2,400 borrowers have availed of 
microcredit loans, and 3,100 depositors have deposited around US$1 
million. 
 
Risks: Lack of local banking staff ensuring practice of best practices of 
microfinance development. 
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ADF VIII Program 
 

Objectives / Progress / Constraints /  
Actions to Improve Implementation 

 
Actions for Improvement: 

a divestment specialist will be fielded in mid November for 
transformation of the microfinance institution. 

additional branches will be established to cater more districts. 
on-the-job training (local and overseas) are being undertaken to 

upgrade staff capacity to manage the operations. 
 

Table 2 - Project Progress 

TFET Funded ADB Administered Projects 

as of 31 October 2003 

      Contracts   Available for 

Project Name   Grant Awarded Disbursed Commitment 

Portfolio of TFET Projects managed 
by ADB $m 52.800 43.212 43.414 9.588 

  % 100.00 81.84 82.22 18.16 

Emergency Infrastructure 
Rehabilitation Project - Ph. 1 Grant 
8181-TIM(TF) $m 29.800 29.787 28.973 0.013 

  % 100.00 99.96 97.22                0.04  

Emergency Infrastructure 
Rehabilitation Project - Ph. 2 Grant 
8198-TIM(TF) $m 9.000          0.196  0.762              8.804  

  % 100.00 2.18 8.47              97.82  

Water Supply and Sanitation 
Rehabilitation Project - Ph. 1 Grant 
8185-TIM(TF) $m 4.500 4.500 4.500 0.000 

  % 100.00 100.00 100.00 0.00 

Water Supply and Sanitation 
Rehabilitation Project - Ph. 2 Grant 
8189-TIM(TF) $m 4.500 4.399 4.500 0.101 

  % 100.00 97.76 100.00 2.24 

Hera Port Fisheries Facilities 
Rehabilitation Project  $m 1.000 0.997 1.000 0.003 

Grant 8190-TIM(TF) % 100.00 99.70 100.00 0.30 

Microfinance Development Project  $m 4.000 3.333 3.679 0.667 

Grant 8186-TIM(TF) % 100.00 83.33 91.98 16.68 
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THE KINGDOM OF TONGA 
(Group B1) 

 
A. The Development Challenge 
  
Economic Conditions: The Kingdom of Tonga1 is small in land area, about 750km2, and fragmented into 
170 islands spread across 360,00 km2 of the Pacific Ocean. It is well endowed with agricultural and 
marine resources, and its resident population of about 100,000 has a high level of human development by 
regional and international standards. Real GDP grew at an average annual rate of 2.2% during the period 
1994–2001, with annual growth ranged from negative 0.1% to 6.2%. The government and community 
services were the main contributors to growth. The fiscal situation deteriorated in the period 1996–1998 
largely because of the impact of civil service wage increases and economic stagnation. Apart from growth 
of 6.2% in 2000 due to the millennium celebrations, the economy has stagnated in recent years. Inflation 
was below 3% in the fiscal years 1996 through 1998, but subsequently accelerated to over 6% in 2001 
and 10% in 2002 as a result of expansionary macroeconomic policies and substantial currency 
depreciation, cyclone damage, and higher world prices.  
 
Attainment of MDGs: Tonga has achieved several of the MDG targets: it has a very high literacy rate, high 
primary and secondary enrolment ratios; health indicators have been steadily improving; and access to 
safe water and sanitation is widespread. This reflects a combined impact of the subsistence economy, 
consistently high levels of public expenditure on health and education, and support for consumption and 
investment from remittance and aid flows. The challenge for Tonga is to maintain its achievements to 
date given the difficult fiscal position in recent years. 
 
Extent of Poverty: According to the 2001 HIES, only about 4% of households in Tonga had per capita 
income below the $1-a-day level. The poverty gap ratio of 0.077 is quite low, showing that overall degree 
of hardship and poverty is neither deep nor severe. 
 
Characteristics of Poverty Conditions: The Government recognizes that the economic deterioration in 
recent years has given rise to increasing unemployment, in particular youth unemployment, a rural/urban 
drift towards the main island of Tongatapu and rapid increase in lifestyle diseases (obesity, diabetes).  
 
Root Causes of Poverty:  Weak economic growth has led to rising levels of unemployment and a rural 
urban drift towards the main islands. Particularly affected are youth, those with limited education and 
skills, the elderly and other vulnerable groups. 
 
B. Resource Mobilization – Cooperative Arrangement with Development Partners 
 
Domestic Savings: Domestic credit expansion in the 10-year period from 1991-2001 reflected growth in 
credit to the private sector that accelerated with the establishment of two new commercial banks in 1993. 
The increase in the deposits, supplemented by an increase of government deposits in the fiscal period 
1993–1995, contributed to the domestic credit expansion. The rapid domestic credit expansion included 
credit to support government fiscal deficits and lending to finance capital expenditure of non-financial 
public enterprises. Since the initiation of the economic reform program in 2001, the Government has 
gradually reduced recurrent costs to match domestic revenues leaving capital investments to be financed 
by external concessional funds. 
 
ADB Partnerships: ADB assisted the Government convene the first consultative group meeting in 2001. In 
close cooperation with the major development partners, ADB continues to help with the implementation of 
the economic and public sector reform program. Other development partners continue their support for 

1  Tonga is a constitutional monarchy. While the constitution establishes a separation of the legislature, the executive, 
and the judiciary, in practice the King and the royal family retain authority over the legislature and the executive. All 
land is vested in the King. Grants of land to nobles and titular chiefs are hereditary with allotments made to male 
Tongans over 16 years old. Land can be leased, but not sold.  
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reforms in tax policy and revenue administration, improve public services to Tongatapu and outer islands 
(health, education, electricity, water and sanitation) and strengthen capacity in public sector financial 
management, fisheries management and tourism development. The ADB program loan approved in 2002 
was used to support reforms to improve public service efficiency through a restructuring of public 
administration.  
 
C. Performance-Based Allocation to Tonga 
 
Country Performance: The country specific triggers under PBA for the period 2004–2006 included 
achievement of fiscal balance in the medium term, including controlling of the government expenditure, 
reduction in subsidies to public enterprises, improvement in the level of foreign reserves, progress on tax 
reform and enhancement of the economic activities, especially inclusion of women and youth. Difficulties 
have emerged with improving macroeconomic management given the recent expenditure decisions. 
These include significantly increased subsidies to Royal Tongan Airlines to resume international flights 
despite the highly competitive and very difficult market. There is a tendency to postpone difficult actions 
required to reduce subsidies to public enterprises because of potential social impact.  Technical 
assistance in 2003 will assist to speed up the reform process in the public enterprise sector. 
 
D. Strategic Objectives and Use of ADF VIII    
 
The fundamental development challenge for Tonga is to improve and sustain living standards, and to do 
so through accelerated and sustained growth. The Government acknowledges that sustained growth 
requires private sector development and an effective public sector that focuses on fulfilling its core 
functions––a stable macroeconomic environment, and a more effective regulatory regime. In 2001, the 
Government embarked on an economic and public sector reform program supported by all major 
development partners including ADB. The principal objectives of the reform program are to create an 
efficient and effective public service, a more focused and productive state-owned enterprise sector, 
remove barriers to and create a business and regulatory environment conducive to a viable small and 
medium enterprise private sector.  
 
The major objectives of the economic and public sector reform program loan2 are to assist the 
Government stabilize fiscal deficits in the short term, achieve fiscal balance in the medium term, and build 
a productive and performance oriented public service. Future lending and technical assistance will 
concentrate on improving public sector productivity, removing barriers to private sector growth, and 
stimulating economic activities to address youth unemployment and redundancies arising from the public 
sector reform program. Technical assistance in 20033 and a proposed loan in 2004 aim to reduce the 
financial burden on taxpayers attract investment and create jobs as well as improving efficiency in 
performance, productivity and accountability of public enterprises. 
 
Disbursement Performance: Lending in 1997–2001 reduced to nil due to an issue related to effectiveness 
of Loan 1497.4 This loan was cancelled in 1998. Normal operations were resumed in 2001 coinciding with 
the Government’s interest in undertaking economic and public sector reforms necessary to reduce the 
high inflation and to stimulate the stagnated economy. The second tranche of the EPSRP loan will be 
disbursed in November 2003.  
 
 
 
 
 
 

2  ADB. 2002. Report and Recommendations of the President to the Board of Directors on a Proposed Loan to the 
Government of Tonga for the Economic and Public Sector Reform Program. Manila. 

3  ADB. 2003. Technical Assistance to the Kingdom of Tonga for the Rationalization of the Public Enterprises. Manila. 
4  ADB. 1996. Report and Recommendations of the President to the Board of Directors for the Proposed Loan to the 

Government of Tonga for the Second Power Development Project. Manila. 
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Absorptive Capacity: Absorptive capacity is not a constraint as the proposed assistance aims to help 
public agencies focus on their core functions while divesting current government activities and services 
that should be more appropriately provided by private enterprises.   

 
 

ADF VIII Program 
 

Objectives/Progress/Constraints/ 
Actions to Improve Implementation 

• Loan 1904: Economic and Public Sector Reform 
Program (EPSRP) 

  
• TA 3705: Economic and Public Sector Reform 
 
• TA 3873: Building a Performance based Public 

Service 
 
• TA 4111: Rationalization of Public Enterprises (to 

prepare for a proposed loan in 2004) 
 
• TA 4114: Business Development Services 
 
• Proposed TA: Agriculture based Micro Enterprise 

Development (to be approved 2004) 
  
   

Objectives: To ensure overall macroeconomic stability, 
strengthen public sector management and enhancing 
private sector led economic growth especially rural/outer 
island based small/micro enterprises to improve cash 
income opportunities. 
 
Progress:  
- Overall progress of the economic reform program is 

satisfactory with assistance provided by all major 
external development agencies including ADB. 

- Disbursement of the second tranche of the EPSRP 
loan is planned for November 2003 as all 6 tranche 
conditions have been met on schedule.  

- Associated TA largely met its objectives. 
 
Risks:  
- The royal family and its prominent members have 

critical influence in ensuring stable government but 
are seen as being constraint on improving 
transparent and accountable decision making in 
government.  

- However recent crises affecting the Tonga Trust 
Fund, Royal Tongan Airlines, and the free media 
have raised community awareness of the urgency of 
economic and governance reforms.   

 
Actions for Improvements:  
- Further assistance needed to continue the economic 

and public sector reform program.  
- Other bilateral donors are continuing with key 

aspects of the EPSRP (tax policy and 
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ADF VIII Program 
 

Objectives/Progress/Constraints/ 
Actions to Improve Implementation 

administration, removing barriers to foreign 
investments).  

- ADB will continue its focus on rationalizing public 
enterprise sector to ensure better services, 
accountable management and to transfer certain 
commercial activities to the private sector.    

 
 

E. Strategic Objectives and Use of ADF IX 
 
ADB will continue to add value to other investments in Tonga through its focus on improvement of public 
sector productivity and economic activities by private enterprises.     

 
Governance and Economic fundamentals: ADB will continue its focus on improving public sector 
efficiency and improving the enabling business environment to help private sector growth. Technical 
assistance in 2004 with a possible loan in 2005 will seek to stimulate activities in the agriculture sector to 
improve export opportunities through improved market information and access for smallholders. This will 
complement assistance provided by other development partners in fisheries and tourism, the three 
sectors with potential for further development and growth. Assistance in 2006 and beyond is expected to 
focus on improving public sector governance institutions and processes to enhance disclosure and 
transparency of government decisions and activities.  
 
Poverty Among Youth: As with other PDMCs, ADB has taken the lead in helping the government and the 
community to understand and to address poverty.5 The Government is committed to develop appropriate 
strategies to reduce poverty and incorporate these strategies into the country’s 8th strategic development 
plan. ADB is assisting the government to address the youth unemployment challenge while other external 
development partners are helping to tackle the health challenges. Technical assistance is proposed in 
2004 to address unemployment of women and youth in rural and urban areas through establishing 
agriculture based micro enterprises to enhance income generation opportunities and provide basic 
business skill training.  
 
Private Sector Participation: Strengthening the enabling environment for private sector development 
through removal of barriers to foreign investment, rationalization of the ownership and operation of state 
owned enterprises and establishment of an appropriate policy and regulatory framework.  
 
 
 
 
 
 
 
 
 

5   A Participatory Poverty Assessment funded by ADB is helping to assess current policies, strategies and programs 
as they impact on poverty. Assistance has also been provided by ADB to analyze and interpret the results of the 
household income and expenditure survey (HIES) conducted in 2001. 
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TUVALU 
(Group A) 

 
A. The Development Challenge 
 
Economic Conditions. Tuvalu is a tiny atoll nation with a total land area of 26km2. It is located in the 
central Pacific and has a population of 9,500, nearly half of whom live on the main island of Funafuti. 
Being low-lying, the country is particularly vulnerable to a rise in sea level. Tuvalu’s development 
prospects are limited by inadequate infrastructure, limited land, restricted access to markets, and a harsh 
and hostile environment.  Tuvalu has a fisheries exclusive economic zone (EEZ) of 0.90 million km2 that 
is rich in pelagic fish species. Tuvalu’s real GDP grew at an annual average rate of about 4.8% between 
1989 and 2002, led by services and government sectors. Per capita income was $1,037 in 2002, and the 
average per capita GDP grew by 3.5% per year in 1998-2002. Fishing licenses from the EEZ have 
provided substantial revenue to the Government. The Government also relies heavily on income from 
Tuvalu Trust Fund (TTF) investments, official transfers, and more recently, on “.tv” domain name 
revenues. Gross national disposable income has been remarkably higher than GDP as a result of 
remittances from overseas workers, property income from Tuvalu’s overseas assets, and current 
transfers from abroad.  
 
Attainment of MDGs. Tuvalu scores high on almost all MDGs. The country has achieved universal 
primary education and has eliminated gender disparity in primary and secondary enrolment rates. 
However, literacy and numeracy are declining due to the deteriorating quality of education, decreasing 
morale of teachers, weak school management, and deterioration in English language proficiency. Social 
pressure also discourages women from pursuing postsecondary education.  While access to safe water 
and improved sanitation facilities is widespread, most water still needs to be boiled before consumption 
and sanitation facilities, particularly on the outer islands, are reported to be of poor construction and could 
contaminate water supplies. 
 

Extent of Poverty: About 30% of total households are poor.1 Poor households are those consisting of 
large, extended, families (12-15 members), households without regular income, or who are fully reliant on 
subsistence farming and fishing, or are without access to land, and, or households that have people with 
disabilities, or are headed by women, or that primarily consist of the elderly. 
 
Characteristics of Poverty Conditions: According to the ADB financed assessment of hardship and 
poverty, while Tuvaluans commonly state that all are experiencing hardship to an equal degree, not all 
have access to government jobs, to receipt of overseas remittances, and to income from business. More 
severe hardship is experienced by the physically handicapped and mentally challenged, abandoned 
elderly people, widows and single mothers without a regular income and families living on squatter lands. 
 
Root Causes of Poverty: Poverty is associated with deteriorating access to essential public services and 
also a lack of commercial markets and job opportunities, most especially in the outer islands.2 Wide 
disparities prevail in access to services and cash income opportunities between the population on 
Funafuti and those on the outer islands. Poverty on the outer islands, where primarily the old, the very 
young, and women reside, is growing, and pockets of poverty are emerging among the people who have 
migrated to Funafuti.  
 
B. Resource Mobilization–Cooperation Among Development Partners 
 
Domestic Savings: The majority of both public and private domestic savings are invested overseas in the 
form of government trust funds and private remittances. Credit is only available through the National Bank 
of Tuvalu (NBT) and is constrained due to NBT’s inability to accept land as collateral for loans. Windfall 

1  Purchasing price parity $1/day in 1993 PPP adjusted to Tuvalu 1994 prices is equivalent to $1.44 per day. 
2  Priorities of the People. Hardship in Tuvalu.” ADB, in draft. 
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Tuvalu Trust Fund3 revenues and substantial aid funds provide for most of the Government’s recurrent 
expenditures and capital investments. 
 
Resource Mobilization: ADB is planning to conduct a Consultative Group meeting with Government and 
major donors in 2004. Japan, Tuvalu’s largest development partner, recently completed a new hospital on 
Funafuti (about $3 million). Its future program includes upgrading the power supply and facilities on 
Funafuti (about $1.5–2 million). Taipei,China, the second largest development partner, is financing the 
construction of a new three-story central government office building on Funafuti (about $5 million). In 
addition, Taipei,China will provide $2 million in grant financing per annum for 2003–2007.  
 
ADB’s Partnerships: Close coordination and cooperation with other donors has been essential for 
implementing ADB’s activities and developing its strategy and program.  ADB has liaised closely with New 
Zealand regarding the contributions to the Falekaupule Trust Fund and possible collaboration on 
secondary education. ADB is liaising closely with the Pacific Financial Technical Assistance Center 
regarding planned assistance to the Ministry of Finance for strengthening economic and public finance 
management. ADB's proposed project in waste management builds on the recently completed Australian-
funded project on the same issue. The European Union and programs of the United Nations Developing 
Program also complement ADB's assistance to the outer islands under the Island Development Program. 
 
C. Performance-Based Allocation to Tuvalu 
 
Country Perforamance: Tuvalu’s performance is well above the average for Pacific DMCs. However, the 
country has experienced the largest drop in ratings in 2002, primarily as a result of less than prudent 
macroeconomic management and some deterioration in the civil service and public expenditure 
management categories.  
 
D. Strategic Objectives and Use of ADF VIII 
 
As with other Pacific DMCs, ADB has taken the lead in helping the Government and the community to 
understand the nature of poverty in Tuvalu and to address poverty. Government is committed to a 
developing strategies to reduce poverty and incorporating these into the forthcoming National Sustainable 
Development Strategy (NSDS) for 2004-2007. The ADB strategy supports the objectives of the current 
National Development Strategy that promotes higher living standards and greater equality of income of 
Tuvaluans. ADB's overall strategy is to (i) foster good governance and improve economic and financial 
management in the public sector through building capacity for public financial management and 
enhancing transparency and accountability within ministries and state-owned enterprises; and (ii) promote 
human and social development through skills development and improving essential services, particularly 
for education, health, water supply, and waste management.  
 

• Outer Island Development: Over the past several years, ADB has worked closely with the 
Government to implement the Island Development Program Loan and technical assistances that 
focus on improving governance and economic management, enhancing employment 
opportunities through skills development, and improving services on the outer islands, in part 
through introducing sustainable financing mechanisms.  

 
• Human Development: ADB contributes to enhancing employment opportunities by upgrading the 

training facilities of the Tuvalu Maritime Training Institute. This will enable the institute to remain 
accredited by the International Maritime Organization and improve the quality of education and 
training, thereby making their graduates competitive for overseas employment. Such employment 
constitutes the main source of jobs and income for Tuvaluans in the private sector. The outer 
island communities benefit most from remittances of seafarers who graduated from the Institute. 

 
Disbursement Performance: Since joining ADB in 1993, Tuvalu has received two loans: a program loan 
for Island Development Program (for $4.0 million, approved in July 1999) and a project loan for Maritime 

3 Established in 1987 with donations from the Governments of Australia, New Zealand, Tuvalu, and the UK. 
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Training Project (for $1.85 million, approved in December 2002). The program loan was closed in 2001 
and was rated satisfactory. The project loan is being implemented. The first disbursement of the program 
loan was timely. The second disbursement was delayed by half a year because the Government needed 
additional time to comply with some of the second tranche conditions that were largely beyond the control 
of the executing and implemeting agenecies.   
 

 
Absorptive Capacity: Tuvalu’s absorptive capacity is limited and relies heavily on external assistance. 
Political instability, lack of clear national priorities and strategies, declining performance standards in 
public policy and administration, deteriorating budgetary situation, low level of administrative capacity, 
and frequent changes of ministers and movement of senior officials also constrain the country’s 
absorptive capacity. Nevertheless, capacity at the local government level has been improved substantially 
by the national Government’s financial support for increased staffing and ADB technical assistance.  
 
 

ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

 
Governance: 
• TA 3735: Country Economic 

Study and Strategy 
Development (2001) 

• Improving Public Expenditure 
Management and 
Accountability (to be 
approved 2003) 

 

 
Objectives: To strengthen strategic planning capacity for national development 
strategies, and promote transparency, accountability, efficiency and cost 
effectiveness of public finance management and SOEs through better 
utilization of public resources. 
 
Progress: Objectives are yet to be achieved. Strategy development technical 
assistance is progressing to help prepare a forthcoming National Sustainable 
Development Strategy. 
 
Risks: Recent frequent changes of government may undermine support for 
strengthened economic and Stated-Owned Enterprises (SOE) management. 
 
Actions for Improvement: Planned 2004 CG meeting and other high level 
policy dialogue will seek to engage government leadership to reinforce support 
for improved economic and SOE management. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Human and Social Development:  
 
• Loan 1921: Tuvalu Maritime 

Training Project (2002) 
 
• TA 3942: Tuvalu Maritime 

Training Institute 
Strengthening (2002), 
associated with Loan 1921  

 
• Effective Waste Management 

and Recycling (to be 
approved 2003) 

 
• Support to Secondary 

Education Programming (to 
be approved 2004), 
associated with a loan for 
Support to Secondary 
Education Programming (to 
be approved 2005) 

Objective: To enhance employment opportunity and income opportunities, 
improve essential services, particularly for health, water supply and waste 
management, and improve efficiency of use and coordination of resources for 
the development of the education sector. 
 
Progress: The Tuvalu Maritime Training Project is progressing well. Other 
objectives are yet to be achieved. Project is being established. Enhance 
employment and income opportunities and improve essential services are 
largely met through the implementation of Outer Island Development 
Program.4 
 
Risks: Recent frequent changes of government may undermine support for 
politically unpopular user cost recovery for maritime training, for waste 
management, and for strengthened supervision of education. 
 
Actions for Improvement: The planned 2004 CG meeting and other high-level 
policy dialogue will seek to engage government leadership to reinforce support 
for user cost recovery and for strengthened supervision of education. 

 
E. Strategic Objectives and Use of ADF IX 
 
ADB will continue to support promotion of higher living standards and greater equality of income of 
Tuvaluans through the current country strategy for Tuvalu.  
 

• Governance in the Public Sector: ADB will continue its focus on governance, especially public 
financial management and corporate governance.  Technical assistance to help formulate a 
strategic plan for improving management and monitoring of SOEs and public financial 
management, and for ensuring fiscal sustainability is planned. This will strengthen the financial 
management processes within the Ministry of Finance, including integrating the accounting and 
budgeting systems and improving transparency, accountability, and efficiency of SOEs. 

 
• Human Development: ADB will provide continued support to improve the quality of education and 

training. The recent deterioration in education standards and low skill and knowledge levels of 
many school leavers will be examined and appropriate policy measures will be devised and 
implemented through the proposed education loan and its associated TA. Problems of water, 
sanitation, and waste management on Funafuti will also be addressed by the ADB assistance. 
Some efforts toward improving the management of these subsectors have been initiated through 
a regional cooperation5 and through activities financed by other external agencies that have 
identified the need for further interventions. Additional assistance is proposed to assist the 
Government in developing specific programs, regulations, and guidelines, including the 
development of a water, sanitation, and waste master plan, implementation of cost recovery, and 
institutional development. 

 
 
 

4  ADF VII: Loan No. 1693-TUV: Island Development Project approved for $4 million in July 1999. 
5  ADB. 2002. Regional Technical Assistance for Promotion of Effective Water Management Policies and Practices. 

Manila. 
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VANUATU 
(Group A) 

 
A. The Development Challenge 
 
Economic Conditions: The Vanuatu economy has been stagnant for a decade. Gross domestic product 
per capita is about the same, in real terms, in 2002 as it was in 1992. In late 1997, social unrest and a 
lack of confidence caused by political interference and mismanagement of the economy led to a run on 
the Provident Fund, the collapse of the Development Bank, and the near-collapse of the National Bank. A 
broad coalition of leaders recognized the need for change, and created the Comprehensive Reform 
Program to guide them out of the morass. This program, supported with a loan from ADB and other donor 
assistance, resulted in improvements in governance and economic management, but external conditions 
caused the economy to stagnate with the real GDP declining 2.1% in 2001 and a further 2.8% in 2002. 
The capital account is in deficit due in part to a sizable drop in foreign direct investment, and gross official 
reserves declined noticeably to 4.7 months of imports at the end of 2002. There is the potential for further 
decline unless tourism and exports are expanded. However, the private sector is small, the costs of doing 
business are high, the population is widely scattered on 100 inhabited islands, and shifts in policies 
combined with budget deficits continue to threaten the recovery. 
 
Attainment of MDGs: In spite of being the third poorest country among the Pacific DMCs with the lowest 
in adult literacy (75%), Vanuatu is making progress toward the MDGs. Although net primary school 
enrollment is reported at 95%, only about 70% of pupils starting grade 1 reach grade 5, and net 
secondary enrollment is only 23%. Although infant and child mortality is declining, maternal mortality is 
persistent. Although gender inequality is being addresses in primary education, in secondary education it 
remains substantial. The geographic isolation of most of the population makes it difficult to send children 
of either gender to secondary school, but females seem to be particularly disadvantaged. ADB’s 2002 
participatory poverty survey concluded that strengthened efforts are needed to ensure that all population 
segments have access to essential and quality education, health care services and safe water supply. 
 
Extent of Poverty: About half of Vanuatu’s households are experiencing poverty, defined as lacking the 
ability to get a job, unable to afford the prices of goods, unable to afford school fees and materials, 
struggling to provide for other family needs, unable to afford health care, lacking money or having poor 
living conditions. About 40% of households had incomes below the basic needs poverty line and are 
therefore experiencing financial hardship. About the same proportion of households are severely remote 
from cash employment opportunities, supply routes, education and health facilities, and are experiencing 
hardship of lack of access to opportunity. 
 
Characteristics of Poverty Conditions: People in both rural and urban areas suffer from hardship and 
poverty. Remote outer islands suffer the most when there is no shipping. The emerging trend of 
increasing dependence on cash income even for the very isolated communities in the outer islands is 
adding to the nature of poverty. Other characteristics of poverty and hardship are households that do not 
have access to jobs, land, that consist of widows and single mothers or orphans, who are disabled, and 
elderly. 
 
Root Causes of Poverty: Most people view the lack of opportunities to earn money as the primary cause 
of hardship. Women and female children are disadvantaged by their low social status, even though 
women are frequently responsible for market gardening and other income earning activities. Physical 
abuse by spouses, and lack of discipline in financial matters, are common problems. Poor service 
delivery, caused by inadequate public sector financial resources, is of concern for all communities, both 
urban and rural.  
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B. Resource Mobilization–Cooperation Among Development Partners  
 
Domestic Savings: Despite the introduction of a value added tax in 1998 and rightsizing of government, 
the fiscal situation remains desperate. Fiscal expenditure on personnel has increased to the extent that it 
now crowds out almost all other expenditures. Weak revenue management and slow growth in revenues 
due to the decline in the economy have led to increasing short-term borrowing. Part of the recurrent 
budget, and all of the development budget, is now funded by donors. 
 
Resource Mobilization: Given low levels of economic growth, and limited capacity, the Government 
Vanuatu is having difficulty in mobilizing additional resources from taxes and fees. However, Vanuatu has 
been attracting significant donor attention over the past five years and this has helped filled the gap. The 
Government’s Development Partners Meeting was convened in August 2004 to optimize the use of donor 
resources through improved priority setting and coordination. The Government requested donors to 
redirect resources toward the productive sectors, particularly agriculture and tourism, and there were 
indications that donors would respond positively. Major donors include Australia, the European Union, 
France, the Peoples’ Republic of China, Japan, New Zealand, and ADB.  
 
ADB’s Partnerships: The South Pacific Regional Mission has helped develop close coordination and 
cooperation with donors. The Comprehensive Reform Program and a Priorities and Action Agenda 
presented at the Development Partners Meeting have provided a platform for ADB’s inputs. ADB support 
for the reform program, for private sector development, for technical vocational education and training, 
and for road, port and water supply infrastructure programs have benefited from close alignments with 
other donors, including Australia, New Zealand, the European Union, France, and Japan.  
 
C. Performance-based Allocation to Vanuatu 
 
Country Performance: Although Vanuatu has performed reasonably well in achieving its reform targets, it 
now is positioned just below the midpoint of the base case scenario.  Emphasis is needed on further 
improvements in governance and economic management, improving the environment for the private 
sector, reducing the fiscal deficit, reducing the high costs of the economy, and continuing the restructuring 
of the state-owned enterprises. The ADB portfolio performance has been satisfactory. 
 
D. Strategic Objectives and Use of ADF VIII 
 
ADB’s strategy for Vanuatu under ADF VIII, shaped by the near-collapse of the economy in late 1997, 
focused upon governance reforms, economic reforms, and infrastructure provision. ADB’s portfolio 
contains no current loans. However, three loans have been completed recently: these were for the 
Comprehensive Reform Program––with particular success in the Urban Infrastructure Project and the 
Cyclone Dani Emergency Rehabilitation Project. Five TAs are underway. These support the 
Government’s reforms, for capacity building of Parliament, for capacity building of the National Statistics 
Office, for improvement of service delivery and for an assessment of access to affordable credit. Earlier, 
ADB had supported capacity building of the State Law Office and of the Vanuatu National Council of 
Women, as well as strategic urban planning, preparation of water resource and environment acts, 
strengthening the statistics office and a study of development policies. 
 
Disbursement Performance: There are no loans under implementation. In the past, projects have been 
implemented satisfactorily. However, it is important that provision be made for inclusion of project 
management in the loan package to avoid weaknesses in government. Some delays have resulted from 
shortages of counterpart funding, and some covenants have not been achieved due to lack of 
communications between central and line agencies.  
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Absorptive Capacity: Absorptive capacity, in terms of policy and institutional environment, has leveled off 
after significant improvements during 1998-2000. Due to the economic downturn, politicians are 
questioning the value of a market-based approach to development, and there is the risk of a return to 
more interventionist approaches. In parallel, there is a need to develop the confidence of politicians in the 
senior civil servants, and the capacity of the civil servants to carry out the tasks for which they are 
responsible. Given a pending budget crisis, caused by a combination of economic decline and 
mismanagement, there is little demand for borrowing at this time. It can, however, be expected that the 
Government will renew its borrowing program once it has improved the fiscal situation.  
 

ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

 
Governance and Sound Economic 
Management 
 
• TA 3816: Institutional 

Strengthening of Parliament 
 
• TA 3833: Institutional 

Strengthening of the Statistics 
Office 

 
• TA 3666: Strengthening 

Development Policies 
 
 
 
 
 
 
 
 
 
 
 

 
Objectives To improve good governance through strengthened leadership, 
policy formulation and supporting statistics. 
 
Progress: TAs is progressing on schedule: 
• Public Accounts Committee is much more active, Parliamentary 

management has improved and a Parliament Act has been drafted and 
is under consideration. 

• National Accounts have been published and are being updated 
regularly, other economic statistics are being produced regularly and 
social statistics are being improved. 

• Inter alia, it has helped the Government prepare a Priorities and Action 
Agenda used as the basis for a recent Development Partners Meeting. 

 
Risks: New leadership may be elected, returning Vanuatu to earlier misrule. 
 
Action for Improvement: Further assistance will be required to strengthen the 
effective demand for good governance through engagement of civil society, 
in the form of participatory budgeting and other participatory government. 
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ADF VIII Program 
 

Objectives / Progress / Constraints / 
Actions to Improve Implementation 

Enabling Environment for Private 
Sector Development 
 
• RETA 6037: Private Sector 

Development Strategy for the 
Pacific 

 
• TA 4172: Diagnostic Study for 

Improving Access to 
Affordable Credit 

 
Objectives: To improve the environment for private sector investment and the 
availability of credit. 
 
Progress: RETAs is completed and helped prepare a private sector 
development strategy for Vanuatu that has been accepted by the 
Government and is being implemented. 
 
Risks: The society and economy remains primarily structured and organized 
for traditional subsistence and for the earning of overseas rents and does not 
support the production of domestic goods and services. 
 
Action for Improvement: Much more technical assistance will be required in 
the future, possibly including assistance for voluntary land mobilization and 
further implementation of the private sector development strategy. 
 

Rural Poverty Reduction: 
 
• RETA  6002: Consultation 

Workshops on Poverty 
Reduction Strategies in 
Selected Pacific Island  
Countries 

 
• TA 3789: Performance 

Improvements of Service 
Delivery Units 

 
• TA 4056: Capacity Building 

for Technical and Vocational 
Education and Training 

 
Objectives: To help strengthen human resource development, providing 
directions for technical and vocational skills development and improved 
health and education service delivery. 
 
Progress:  
• RETA 6002 is complete and helped prepare a poverty reduction strategy 

that is under consideration in the government. 
• TA 3789 is almost complete and has helped improve the delivery of 

health and education services. However, its sustainability is at risk due 
the lack of capacity in government to continue such work without outside 
assistance. 

 
• TA 4056 is almost complete and has helped prepare a national policy 

framework for TVET and standardize/link curricula of the various 
courses more effectively. It has provided the framework for further 
assistance from AusAID. 

 
Risks: The public service is not well oriented toward sustained improvement 
in performance and productivity, with little commitment to inspection, 
supervision, and management for improved services. 
 
Action for Improvement: Human development, focusing on improved public 
service delivery will require much more attention under ADF IX. 
 

 
E. Strategic Objectives and Use of ADF IX 
 
In 2003, ADB adopted a three-pronged country strategy that aims to (i) improve governance, (ii) improve 
the environment for private sector growth, and (iii) improve the provision of services to the poor. 
 

• Governance: ADB will continue its dialogue with the Government on strengthening governance 
and economic management, including more consistent economic decision-making and more 
responsible fiscal management 

 
• Private sector growth: TAs under processing will focus on development of access affordable to 

credit, development of a sustainable micro-finance program to partially fill the gap left by the 
closure of the development bank and rural productive skills development. ADB has expressed an 
interest in helping improve land management. 
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• Provision of services to the poor: In view of the Government’s limited capacity to borrow, and 
ready availability of grant funds, only one loan project is proposed, for a proposed Outer Islands 
Infrastructure Development project. The project, which is to be funded under ADF, will address 
the difficulty of marketing agricultural products, of obtaining access to tourism facilities and of 
accessing education and health facilities in the outer islands.  

 
ADB’s program for Vanuatu focuses on achieving a rate of economic growth in excess of the rate of 
population growth by 2007. If this economic growth target can be achieved, and if the present fiscal 
constraints are addressed, there will be a realistic potential of attaining MDG 1, eradication of extreme 
poverty and hunger, and MDG 2, achieving universal education at the primary level.   
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VIET NAM 
(Group B1) 

 
A. The Development Challenge 
 
Economic Conditions: Viet Nam’s population of 80 million (2002) remains largely concentrated in rural 
areas (75%) and comprises 54 different ethnic groups. Viet Nam is rich in natural resources, but 
vulnerable as a result of their intensive exploitation and periodic flooding associated with typhoons and 
torrential rains. While per capita gross domestic product (GDP) remains low at $426, Viet Nam’s 
economic performance over the past decade has been strong. GDP growth recovered to above 6% since 
2000 from the impact of the East Asian crisis supported by domestic demand and recovering exports, 
sound macroeconomic management, and a more favorable environment for the private sector.  Viet Nam 
has embarked on an ambitious international integration program, including participation in the ASEAN 
Free Trade Agreement; signing of a Bilateral Trade Agreement with the United States; and proposed 
WTO accession by 2005. These commitments will make Viet Nam more competitive, but will require 
updating the legal and regulatory framework and managing possible negative social impacts. 
 
Attainment of MDGs: Viet Nam has already achieved the MDG-1 and is well on its way towards achieving 
the MDGs related to universal primary education; maternal health; gender equality in education; and 
access to safe drinking water. While the halving child mortality rates is not likely to be achieved, partly 
because Viet Nam already started from fairly low levels (58/1,000 in 1990).  Notable success has been 
achieved in improving social indicators over the past decade, including infant mortality (30 per thousand 
in 2001), maternal mortality (reduced by 50% to 100 per 100,000 live births in 1999), primary school 
enrollment (above 90% for both boys and girls), and adult literacy (93% in 2001). 
 
State of Poverty: While poverty still affects nearly one third of the population, it has declined significantly 
to 29% in 2002 from 58% in 1993. Poverty among ethnic groups was higher at 69% in 2002.  Poverty 
declined sharply during the 1990s as a result of widespread access to land coupled with liberalization of 
agricultural markets. The gains in poverty reduction are fragile, however, and a large section of the 
population remains   vulnerable to shocks, including adverse health, natural calamities, or fluctuations in 
crop prices, that could push them back below the poverty line.  
 
Characteristics of Poverty Conditions: Poverty in Viet Nam is a predominantly rural phenomenon. In 2002, 
poverty incidence in rural areas was 36%, compared with 7% in urban areas, although urban poverty is 
probably underestimated as a result of unregistered in-migration.  Among seven regions in Viet Nam, 
poverty incidence remains much higher in the Northern Uplands (44%), North Central Coast (44%) and 
Central Highlands (52%).  
 
Root Causes of Poverty: Poverty in rural areas is associated with remote and poorly accessible locations; 
low productivity and lack of crop diversification; vulnerability to floods or health shocks; and low levels of 
education and skills. Ethnic minorities, usually characterized by a combination of these factors, are 
particularly affected. The large informal and micro-enterprise sector absorbs a significant share of the 
labor force at very low productivity and income levels. Partial cost recovery for services such as health 
and education is an additional burden for low-income families. Generating employment for the 1.4 million 
annual new entrants into the labor force and upgrading incomes for those already employed; removing 
physical and financial barriers in access to social services; and reaching the poor in areas which have not 
benefited from the overall economic growth are the major challenges for future poverty reduction. 
 
B. Resource Mobilization-Cooperation Among Development Partners 
 
Domestic Savings: Viet Nam’s savings-investment gap has remained below 5% of GDP in the last five 
years. The domestic savings rate, ranging between 25-30%, and government revenues, at about 21% of 
GDP, are high for a country at such low level of per capita income. The 2001–2005 public investment 
program estimates total investment needs of about $12 billion annually (32% of GDP), of which the state 
budget can only cover less than half (43%). Another 23% would come from domestic private sources, but 
an annual funding gap of about $4 billion, growing to $4.6 billion during 2006–2010 remains. According to 
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the Comprehensive Poverty Reduction and Growth Strategy (CPRGS), the cost of delivering key social 
and poverty reduction objectives is estimated at $2 billion per year up to 2005. 
 
Resource Mobilization: The Government expects to meet its annual financing gap from ODA ($2 billion 
per year), and foreign direct investment ($ 2.6 billion). While ambitious in light of lower levels of FDI since 
the 1997 Asian Crisis and continuing difficulties in ODA implementation, this resource mobilization plan is 
not unattainable. Appropriate reforms in the regulatory environment; improved infrastructure and reduced 
transport and communications costs; and stronger international integration could significantly bolster FDI 
inflows. Annual ODA commitments at Consultative Group (CG) meetings during 2000–2002 have 
averaged $2.4 billion per year, led by Japan, the World Bank, ADB, and European Union countries. ODA 
disbursements have increased in recent years, and averaged $1.5 billion per year during 2000–2002, due 
to a combination of improved project implementation, and increase in fast-disbursing assistance. During 
2000–2002 ADF commitments averaged  $221 million for public sector loans; $57.5 million for private 
sector operations; and the net resource transfer was $205 million per year. In addition, ADB helped 
mobilize substantial cofinancing and enhanced domestic resource mobilization capacity through 
operations to develop the financial sector.  
 
ADB’s Partnerships: ADB plays a key role in ODA coordination in Viet Nam. It is one of the permanent 
members of the Poverty Task Force, which assisted the Government by providing analytical inputs to the 
CPRGS. ADB has coauthored the last three Viet Nam Development Reports to the annual CG meeting, 
traditionally prepared by the World Bank; and is at present co-chairing the forestry sector partnership, and 
actively contributing to ODA coordination activities in the areas of water resources; small and medium 
enterprises, and financial sector development. ADB partnerships extend to programming and financing. 
Close coordination with the World Bank led to clear demarcation of subsectors of activity.1 Coordination 
has also been close through mutual review of the respective country strategies with DFID, Australia, and 
the European Commission. ADB's geographic focus on poor provinces in the Central Region is 
complementary with that of other ODA sources on the northern mountains, large cities, or Mekong delta. 
ADB’s co-financing strategy focuses on bilateral agencies with compatible operations: (i) development 
banks (AFD, JBIC, KfW) and (ii) bilateral ODA partners with appropriate expertise and resources to help 
meet institutional and capacity-building needs linked to ADB operations. This coordinated preparation and 
implementation of ODA projects reduces the transaction costs imposed on the Government and creates 
synergies. In addition, ADB has promoted and participated in an exercise to harmonize procedures 
among the five development banks (ADB, AFD, JBIC, KfW, and World Bank), whose preliminary outcome 
was presented at the High Level Forum on Harmonization in Rome in February 2003. 
 
C. Performance-Based Allocation to Viet Nam  
 
Country Performance: PBA country-specific performance indicators have focused on (i) macroeconomic 
performance (especially fiscal and monetary stability and budgetary allocations to social and poverty 
programs); (ii) structural reforms (especially in the power and financial sector, health and education 
financing, and public administration reform); and (iii) portfolio implementation (with emphasis on the early 
stages where delays are most prevalent, including loan and TA signing and effectiveness; awarding of 
contracts and fielding of consultants; and projects “at risk”). Since the beginning of PBA application, Viet 
Nam has been performing at–or somewhat above–the base case. In general, macroeconomic triggers 
have been met and exceeded; performance on the structural reforms targeted under the PBA exercise 
has been satisfactory; while portfolio implementation has been until recently the weaker area.  
 
 
 
 
 

1  For example, in enterprise development, the World Bank focuses on state-owned enterprise-reform and ADB on 
domestic small and medium enterprise development; in the financial sector, the World Bank focuses on banking 
reform and ADB on the non-banking sector including capital and money markets, bonds, insurance, and leasing; 
the World Bank focuses on primary education and ADB on secondary. 
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D. Strategic Objectives and Use of ADF VIII  

The strategic focus for ADF VIII was initially based on two broad pillars (i) economic growth and private 
sector development, pursued through policy reform and an improved infrastructure endowment; and (ii) 
improved human and social capital. This focus sharpened through the 2002 new Country Strategy and 
Program, which emphasized (i) the promotion of small and medium enterprises and the non-bank 
financial sector to generate employment and overcome the inefficiencies of state-owned banks and 
enterprises; (ii) human resource development through secondary education and health; (iii) good 
governance, with an emphasis on improving the efficiency of the public administration; and (iv) a 
geographic focus on the Central Region, where some of the poorer provinces are located.    
 

• Pro-poor Growth and Reforms: Policy reforms to foster economic growth are being supported 
through program loans with a focus on strengthening and expanding the non-bank financial 
sector (capital markets, leasing, insurance), removing constraints to the development of small 
and medium enterprises, and improving agricultural productivity through reform of research and 
extension services. Complementary infrastructure is being provided though previously approved 
projects and selected new projects for water resources management, provincial roads, urban 
development, and power transmission. The emphasis in infrastructure provision has shifted from 
large urban centers to provincial towns and rural areas, with the objective of spreading the 
benefits of growth and improving access to economic opportunity, to help manage the inevitable 
process of rural-to-urban migration. The first program loan aimed at public administration reform 
has also been approved, with a focus on: (i) training and skills enhancement of public officials, 
and (ii) modernizing the administrative system, including computerization and e-government 
initiatives to improve efficiency and reduce red tape, transaction costs, and corruption. Private 
sector operations have contributed through $107.5 million in OCR loans and $60 million in 
political risk guarantees to supply competitively priced power, and to develop higher level 
education and health facilities. 

 
• Social Development: ADB is the primary source of support for achieving the Government’s goal of 

high-quality, universal lower secondary education and expanded access to upper secondary 
education by 2010, through a combination of facilities improvement, textbook and curriculum 
development, and teacher training. These projects emphasize equality of access for women and 
ethnic minorities. In addition, ADB is considering support for early childhood development and 
related MGDs through combined health, nutrition, and pre-school education/child care. In health, 
the analysis of policy options to make health care affordable for the poor is combined with 
investment to improve health care in the central highlands through district and intercommune 
health facilities. Through regional technical assistance, ADB is helping the Government in the 
prevention of HIV/AIDS and SARS. 

 
• Geographic Focus on the Poor: A project with geographic focus on the Central Region aims to 

improve the livelihood of 350,000 poor residents in 139 upland communes through a combination 
of credit, extension services, small scale infrastructure and other interventions, planned and 
implemented in a participatory manner involving NGOs and community representatives. 
Reorientation of physical and social infrastructure projects towards the same geographic areas 
has started, and will be reinforced during ADF IX.  

 
• Subregional Programs: Finally, Viet Nam is an active member of the Greater Mekong Subregion 

(GMS) Cooperation program. A project was approved in 2002 to promote sustainable tourism in 
the lower Mekong countries. The feasibility of the Kunming-Haiphong economic corridor is 
currently being studied. A private sector Mekong Enterprise Fund was also approved in 2001, to 
help provide venture capital to small and medium enterprises in Viet Nam, Lao PDR and 
Cambodia.  

 
Disbursement Performance: ADB operations in Viet Nam resumed in 1993, and for several years 
implementation was slow because of weak capacity and lack of familiarity with ADB procedures, including 
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the competitive awarding of contracts. Implementation performance, still below ADB average, has since 
improved. The disbursement ratio increased to 20.8% in 2002 from 17% in 2001. Contract awards and 
disbursements increased to 96% and 92% of projections in 2002 from 45% and 85% in 2001. The 
percentage of projects classified as “at risk” declined to 9.4% in 2002 from 17.8% in December 2001, 
against an ADB average of 16%. Factors impairing project implementation include (i) lengthy Government 
decision-making processes; (ii) delays in recruitment of consultants and procurement of goods; (iii) weak 
project management capacity and inadequate staffing; (iv) a weak contracting industry; and (v) problems 
with resettlement. They are gradually being overcome through harmonization and simplification of 
procedures; closer follow-up including delegation of project implementation to the Resident Mission; and 
capacity building and improvement of national environmental and social safeguards. 
 

  
Absorptive Capacity: Even if FDI inflows were to increase, ODA inflows of approximately $2 billion per 
year (implying new commitments in the range of $2.5–3 billion per year) will be required. As a large 
amount of ODA flows will be at grant or concessional terms, macroeconomic sustainability of external 
debt should not be a problem (external debt currently accounts for 42% of GDP, and debt service for 
10.2% of exports of goods and services). Disbursements have matched or exceeded commitments since 
1999 due to improved portfolio performance. Availability of counterpart funds has not been a significant 
problem. More critical issues relate to (i) the creation of a complementary policy environment to ensure 
project success; and (ii) capacity of central agencies and provinces to implement. Ongoing and planned 
policy dialogue at the macroeconomic and sector level; simplification of procedures through the ongoing 
harmonization pilot project between ADB, AFD, JBIC, KfW, and World Bank; and concentration of 
operations in fewer sectors and provinces should help build up the capacity of recipient agencies. 
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ADF VIII Program Objectives / Progress / Constraints / 
Actions to Improve Implementation  

Policy Reforms for Economic Growth 
• Financial Sector Program Loan II (Loan 

No. 1932 - 2002 and 2004) 
• Agriculture Sector Program Loan (Loan 

No. 1972 - 2002) 
• Small and Medium Enterprise 

Development Program (2003)  

Objectives: Stimulate employment and growth by developing 
the private sector through policy reforms.  
Progress: First tranche of FSPL II disbursed. ASDP under 
implementation. SMEDP under design. 
Risks: Parallel reform of state-owned commercial banks and 
enterprises is needed.  
Action for Improvement: SOE and SOCB Reform are being 
addressed under World Bank/IMF programs, as a result of 
donor coordination. 

Complementary Infrastructure 
• Second Red River Basin Sector (Loan 

No. 1855 - 2001) 
• Phuoc Hoa Water Resources (2003) 
• Central Region Water Resources Sector 

(2004) 
• Third Provincial Towns Water Supply 

(Loan No. 1880 - 2001) 
• Central Region Urban Environmental 

Improvement (2003) 
• Provincial Roads Improvement Sector 

(Loan No. 1888 - 2001) 
• Northern Power Transmission (2004) 
• Completion of previous infrastructure 

rehabilitation projects 

Objectives: Spread the benefits of economic growth and 
improve access of rural areas to economic opportunity, 
thereby reducing migration flows to larger urban centers 
Progress: First generation of projects reaching successful 
completion. New projects are being implemented. 
Risks: Initial implementation delays, originally due to lack of 
familiarity with ADB procedures.  
Action for Improvement: close follow-up, development of 
manuals, capacity building of executing agencies, and 
delegation of project implementation to Resident Mission.  
 

Human Resource Development 
• Upper Secondary Education 

Development (Loan No. 1979 - 2002) 
• Health Care in the Central Highlands 

(2003) 
• Second Lower Secondary Education 

Development (2004) 
• RETA for HIV/AIDS and SARS prevention 

Objectives: Achieve universal lower secondary education 
and gradual expansion of upper secondary education with 
equal access for women and ethnic minorities. Improve 
access to health services in remote areas and reduce the 
burden of health shocks on the poor 
Progress: Earlier projects under implementation have 
improved access to secondary education and school quality 
Risks: Early implementation delays (see above). 
Coordination with primary education 
Action for Improvement: Close coordination with primary 
education reform and “Education for All” initiative supported 
by World Bank and UNESCO. 

Central Region Focus 
• Central Region Livelihood Improvement 

(Loan No. 1883 - 2001) 
• Health Care in the Central Highlands 

(2003) 
• Central Region Urban Environmental 

Improvement (2003) 
• Central Region Water Resources Sector 

(2004) 

Objectives: Livelihood improvement for 350,000 poor people 
in 139 upland communes; improved access to health, water 
supply, and sanitation 
Progress: Implementation of pilot phase has started 
Risks: Participatory planning is resource intensive and 
requires time.  
Action for Improvement: NGOs and local organizations will 
assist implementation, and longer project duration has been 
planned. 

Improved Governance through Public 
Administration Reform  
• Support to the Implementation of the Public 

Administration Reform Program (Loan No. 
1992 - 2003) 

 

Objectives: Modernize and upgrade skills of the public 
administration, to facilitate reform implementation and 
improve service delivery 
Progress: First tranche conditions met, plans developed, 
salary reform and reorganization of a number of ministries 
started 
Risks: Public administration is a sensitive area, and the 
Government wishes to proceed cautiously.  
Action for Improvement: Considerable technical assistance 
has been provided, and follow-up subprograms are planned. 
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E. Strategic Objectives and Use of ADF IX  
 
Strategic Program: Viet Nam faces challenges to meet its international integration commitments. 
Challenges also relate to the persistence of poverty in the more remote central region provinces, the 
increasing pressures of migration from rural to urban areas, and the need for human resources 
development and for helping the poor cushion the shocks resulting from health problems or natural 
disasters. ADB will address these challenges by continuing to emphasize, in line with the CPRGS (i) 
sustainable growth through agricultural diversification and private sector development; (ii) inclusive social 
development, with emphasis on health and education; (iii) good governance, especially public 
administration reform; and (iv) geographic targeting on the poor central region.  
 

• Economic Policy Reforms: Continuing support is envisaged for the development of financial 
infrastructure in the areas of accounting and auditing, secured transactions, deposit insurance, 
and anti-money laundering. Expanded attention will be devoted to microfinance and the 
establishment of a sound and sustainable social security system. In the agriculture sector, a 
follow-up investment project will consolidate the reforms of the agriculture research and extension 
system. Support for public administration reform will continue through two additional subprograms 
of the cluster program loan. Consideration will be given, subject to further analysis, to helping Viet 
Nam address some of the implications of international integration.  

 
• Inclusive Social Development: ADB operations will continue to support achievement of universal 

lower secondary education by 2010 through a series of loans and related technical assistance. 
Special emphasis on reaching remote areas, construction of boarding schools for ethnic 
minorities, and outreach to women and ethnic groups will ensure that remote areas and 
disadvantaged groups share equally in this achievement. In the health sector, the Government’s 
expansion of health coverage for the poor, the development of sustainable health financing 
mechanisms, and the capacity to combat communicable and non-communicable diseases 
through preventive health will be supported.  

 
• Geographic Focus: Approximately one third of ADF IX resources are being concentrated on the 

poorer central region to address persisting poverty through two additional livelihood improvement 
projects (targeting the central highlands and impoverished coastal areas), and through 
investment in water resources development, rural infrastructure, roads, power, and district and 
provincial towns urban development.  

 
• Subregional Cooperation: The regional cooperation strategy and program for the Greater Mekong 

Subregion under preparation envisages operations to develop the Kunming-Haiphong Economic 
Corridor (the third such connection for Viet Nam, following the Phnom Penh-Ho Chi Minh City 
highway in the south and the East-West corridor in the center); support for enhanced power 
interconnection with Lao PDR; and operations for regionally coordinated flood management and 
development of some of the poorer provinces in border areas.  

 
Subject to the results of an ongoing assessment, ADF resources are likely to be complemented by OCR 
lending, to support infrastructure investment in revenue generating sectors (particularly in the power and 
transport sector) and the overall economic growth that is necessary to continue lifting Viet Nam out of 
poverty.  
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