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LOAN AND PROJECT SUMMARY 
 
Borrower People's Republic of China (PRC) 

 
Classification Targeting classification: General intervention 

Sector: Agriculture and natural resources 
Subsector: Agriculture production, agroprocessing, and agribusiness  
Themes: Environmental sustainability, sustainable economic growth, 
private sector development 
Subthemes: Developing rural areas, natural resources conservation, 
public–private partnerships 
 

Environment 
Assessment 

Category B. An initial environmental examination was completed.  
 

Project Description The Project will improve dryland farming in Gansu, Henan, and 
Shandong provinces, and is located in the transition zone from the 
northeastern to the central western plains along the middle reaches of 
the Yellow River. The Project will benefit about 600,000 farm 
households and improve the production capacity of about 120,000 
hectares (ha) in 27 counties, cities, and districts. The Project will adopt 
a farm-to-market, value-chain approach that creates value for poor 
farmers, local agroenterprises, and consumers. It will introduce high-
value horticulture crops and improved crop and livestock management, 
farm technologies, and cultivation practices. Organic fertilizers and 
agrochemicals will be more effectively used and the quality of farm 
produce improved through support services provided by participating 
private agroenterprises. These include soil-testing facilities, agricultural 
extension and technology transfer centers, organic fertilizer facilities, 
machinery service centers, seed production centers, agricultural 
produce information centers, product-testing centers, and expanded 
horticulture markets. 
 
The Project will develop about 29 partnerships between private 
agroenterprises and farmers using contract farming arrangements to 
strengthen farm productivity, and food production and processing 
capacity to take advantage of growing domestic and international 
markets. Sustainable production and processing partnerships according 
to the “dragon-head” concept will be used to develop crops and other 
outputs that are processed and marketed by the enterprise. The 
dragon-head agribusiness structure is a successful, vertically integrated 
enterprise model that has demonstrated the capacity to contract with a 
large number of farmers to improve rural incomes through value-chain 
linkages and efficiencies, access to higher-value markets, and 
employment opportunities.  
 
The agroenterprises were selected using strict selection criteria and due 
diligence assessment of financial, economic, environmental, and social 
factors. They will be provided with long-term financing to expand their 
food processing and marketing operations. 
 
Farmers will diversify and modify their existing traditional cultivation of 
low-yielding and low-value food crops to higher-yielding and higher-
value crops. Their partnerships with profitable and expanding 
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agroenterprises will ensure them higher prices for their outputs, 
premium prices for quality, and a guaranteed price at harvest time. 
Farmers’ average income will increase by an estimated 15%–25% as a 
result of the Project. Technological improvements include (i) adopting 
high-yielding varieties and improved animal breeds; conservation 
agriculture techniques such as returning crop residues to the soil, 
minimum tillage, and soil conservation measures; water-harvesting 
techniques such as storage tanks, lined wells, and small check dams; 
and water-saving technologies such as drip irrigation, sprinklers, and 
pipes; (ii) minimizing the use of chemical fertilizers and replacing them 
with organic fertilizers, and minimizing the use of pesticides and 
herbicides; (iii) reducing postharvest losses with the use of advanced 
postharvest and processing equipment; (iv) intercropping within tree 
crops; and (v) upgrading vegetable greenhouses and vineyards.  
 
Local government support services will work with enterprises and 
farmers to expand environment-friendly farming and processing 
practices. Local governments will provide project management that will 
support improved provincial and county project implementation, 
monitoring, evaluation, and national project coordination. The Executing 
Agency, the Ministry of Agriculture (MOA), the three provincial project 
management offices (PMOs), and the county PMOs were extensively 
involved in project preparation, including applying the criteria for 
selecting the agroenterprises and partnerships with farmers. These 
institutions will receive training to continue applying the criteria and 
financial administration, and to effectively monitor the performance of 
the agroenterprises and local government support services, and the 
delivery of financial and economic benefits to farmers. Training will also 
be provided on imprest account management, project implementation, 
and project performance management. 
 

Rationale Most of the population in the project area depend on agriculture, and 
are poor and vulnerable. All of the farms are very small, averaging 
about 0.28 ha. The average rural household income is only two thirds of 
the national average. About 60% of household income in the project 
area is from farming, and rural unemployment and underemployment 
are significant. Farmers have limited access to markets and technology 
to diversify into higher-value crops. Over the years, poor farming 
practices have accelerated land and water resources degradation. As a 
result, farm productivity poses a threat to the environment including 
land and other natural resources. Sustainable farming is under threat 
with ever-decreasing water resources. This has caused declining soil 
fertility and productivity, increasing farm input costs, and decreasing 
farm incomes. The correlation between land degradation and the 
incidence of poverty is strong. Implementation of simple water and land 
conservation practices can improve fertility and stop land degradation. 
Sustainable farming practices need to be strengthened and support 
provided for undertaking higher value on-farm and off-farm activities, 
increasing agricultural productivity and farm incomes, and reducing 
poverty by linking farmers to local agroenterprises. 
  
In the project area, all of the participating enterprises have already 
established effective relationships with smallholder farmers. The 
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contract farming approach has been successfully adopted and has 
helped farmers secure cheaper inputs and produce higher-quality 
products at premium prices. In this business model, an enterprise links 
with a production base of contracted farmers (either direct or through 
agents) and farmer associations.  
 
The Project has strong commitment from the stakeholders to introduce 
sustainable farming practices including the use of contract farming 
through local enterprises, to adopt a farm-to-market, value-chain 
approach; and to strengthen agriculture extension services. It also has 
a wider demonstration and replication impact within and to other 
provinces to address rural development issues including sharing 
experiences and improving the adoption of lessons. This approach is 
fully consistent with the PRC’s 11th Five-Year Plan to promote 
conservation agriculture, crop diversification, use of improved crop 
varieties, and soil and water conservation. Overall, the Project will 
promote sustainable farming practices and technologies to address land 
degradation and reduce poverty. 
 

Impact and 
Outcome 

The expected impact of the Project will be reduced rural poverty in the 
project area of Gansu, Henan, and Shandong provinces with increased 
incomes and livelihood opportunities from the sustainable use of land 
and water resources. The expected outcome is increased agricultural 
productivity through the adoption of sustainable farming practices in the 
project area to support higher-value, on-farm and postharvest activities. 
 

Project Investment 
Plan  

The investment cost of the Project is estimated at $204.69 million 
including taxes and duties of $9.36 million. 
 

Financing Plan A loan of $83,000,000 from the ordinary capital resources of the Asian 
Development Bank (ADB) will be provided under ADB’s London 
interbank offered rate (LIBOR)-based lending facility. The loan will have 
a 25-year term including a grace period of 5 years, an interest rate 
determined in accordance with ADB’s LIBOR-based lending facility, a 
commitment charge of 0.15% per annum on undisbursed funds, and 
such other terms and conditions set forth in the loan and project 
agreements. The Spanish Cooperation Fund for Technical Assistance 
will provide a grant of $350,000 equivalent, to be administered by ADB, 
for strengthening the implementation capacity of implementing agencies 
and the project performance management system required for 
successful implementation of the Project. 

 

Source Total 
($ million) % 

Asian Development Bank Loan 83.00 40.55 
Spanish Cooperation Fund for Technical 
Assistance 

0.35 0.17 

National Government 0.90 0.44 
Provincial and County Governments 9.01 4.40 
Agroenterprises 97.83 47.80 
Farmers 13.60 6.64 
 Total 204.69 100.00 
Source: Asian Development Bank estimates.  
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Allocation and 
Relending Terms 

The Borrower is the PRC. It will relend the proceeds of the ADB loan to 
Gansu ($25 million base cost), Henan ($36 million base cost), and 
Shandong ($22 million base cost) for onlending to the participating 
county governments on the same terms and conditions as those of the 
ADB loan. The county governments will onlend the funds to private 
agroenterprises on the same conditions as those of the ADB loan, but 
with an additional interest rate spread of up to 0.2% if applicable, to 
cover possible losses and delays in repayment for a 10- to 15-year term 
including a grace period of up to 5 years (depending on the 
agroenterprise cash flow and debt service capacity). The 
agroenterprises will bear all interest charges and foreign exchange risk. 
 

Period of Utilization Until 31 December 2014 
 

Estimated Project 
Completion Date 

30 June 2014 

Executing Agency MOA 
 

Implementation 
Arrangements 

MOA will coordinate and supervise all implementation activities through 
the existing National Project Coordination Committee. MOA has 
designated the Foreign Economic Cooperation Center to be the central 
PMO for the Project. Provincial and county leading groups have been 
constituted and are functioning. The provincial governments will be the 
provincial executing agencies, and the county, city, and district 
governments will be the implementing agencies for all project activities. 
MOA will be in charge of overall coordination and monitoring of the 
Project. The 3 provincial and 27 county PMOs will supervise 
implementation activities. MOA will provide technical guidance and 
backstopping to the PMOs. Major tasks of the provincial and county 
PMOs include (i) overseeing implementation of all components, outputs, 
and activities; (ii) drawing up annual work programs and budgets in 
consultation with MOA; (iii) supervising compliance of procurement with 
ADB guidelines; (iv) maintaining consolidated accounts including 
developing a system to track all financial transactions with enterprise 
subborrowers; (v) preparing and submitting applications to ADB for 
withdrawing funds under the loan; and (vi) monitoring physical and 
financial progress including benefit flows to intended beneficiaries, and 
submitting these along with monitoring reports to MOA and ADB. The 
key role of the national and provincial governments will be to ensure (i) 
that participating farmers receive technical and financial support in 
order to realize the intended benefits in terms of productivity and 
income increases through favorable contracts and prices with the 
enterprises, and (ii) that poverty is reduced in the project area. The 
provincial and county agencies (finance bureaus, agriculture bureaus, 
and environmental protection bureaus) will assist the PMOs. The 
agroenterprises will work with farmers and farmer associations to 
develop the production areas or bases and upgrade processing 
facilities, and will be responsible for all marketing activities. The 
implementation capacity of the institutions and enterprises involved is 
considered adequate given their current staffing, incremental staffing 
plans, previous implementation experience with externally financed 
projects and providing financial support to agroenterprises, previous 
training, and planned training under the Project. 
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 The Project will be complemented by a cofinancing grant of $350,000 
from the Government of Spain to finance part of the farmer support and 
local government monitoring activities. The grant will also strengthen 
the capacity of the implementing agencies and the project performance 
management system for successful implementation. The grant will 
promote the delivery of support services to improve yields, agricultural 
productivity, and environment-friendly practices on an individual 
household and farmer group basis, including conservation agriculture 
and water harvesting, and collection technologies. Implementation 
methods will draw on proven participatory and holistic approaches, 
including participatory watershed management, group-based extension 
services and farmer field schools, and successful examples of 
agroenterprises working with farmers using contract farming 
relationships.  
 

Procurement All procurement of goods and works will be carried out in accordance 
with ADB's Procurement Guidelines (2007, as amended from time to 
time). Contracts for goods estimated to exceed $1 million and contracts 
for works estimated to exceed $10 million will be procured using 
international competitive bidding procedures. Contracts for goods and 
works estimated to be less than the international competitive bidding 
values but more than $100,000, will be procured through national 
competitive bidding procedures in accordance with the PRC Tendering 
and Bidding Law, 1999, subject to modifications agreed with ADB. 
Contracts for goods and works estimated to cost $100,000 or less will 
be procured using shopping procedures. The relevant sections of ADB’s 
Anticorruption Policy (1998, as amended to date) will be included in all 
procurement documents and contracts. 
 

Consulting 
Services 

The cofinancing grant from the Spanish Cooperation Fund for Technical 
Assistance will cover the costs of consultants; international and national 
experts will be recruited through a firm using the quality- and cost-
based selection method with a quality–cost ratio of 80:20. This will 
cover (i) the preparation and delivery of training (about 50 short 
courses) to farmers and agriculture technicians in the project area on 
participatory soil and water management, and sustainable agriculture 
(by international and national consultants); (ii) support to local 
institutions in Gansu, Henan, and Shandong provinces to facilitate 
adoption of sustainable agriculture in collaboration with training course 
delivery; and (iii) training materials. The national and provincial 
governments will provide office and training facilities, domestic travel, 
counterpart agency support service staff, and materials and equipment 
to demonstrate sustainable agricultural technology. The provincial 
governments, agroenterprises, and farmer communities will cover the 
costs of implementing sustainable agriculture action plans produced 
from the training. All recruitment will follow ADB’s Guidelines on the Use 
of Consultants (2007, as amended from time to time). 
 

Project Benefits 
and Beneficiaries 

The major direct benefits of the Project are (i) increased crop and 
horticulture development for about 120,000 ha of degraded and eroded 
land or areas susceptible to erosion; (ii) increased production of wheat, 
wheat products, corn, cornstarch, cotton seed, and associated products 
(oil cake and oil), vegetables, organic vegetables, and grapes for wine 
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and juices; (iii) qualitative improvements for fruits, Chinese dates, sweet 
potatoes, pepper and garlic, mushrooms, ginko, high-value herbs, 
concentrated soybean and peanut products, and vegetable seed; 
(iv) additional production of pork, piglets, processed beef, milk, wool, 
eggs, honey, and animal feed; (v) construction of markets and storage 
facilities for perishable and semiperishable commodities and packing 
materials, and production of organic fertilizers and farm machines and 
tools; and (vi) establishment of village information centers. 
 
The major beneficiaries will be about 600,000 farm households, whose 
average family income will be increased by 15%–25% at full 
development. During construction and operation of the food and 
livestock-related processing lines, the Project will create about 34,200 
jobs including about 9,000 jobs for the poor. Families from the project 
area will be given preference, women in particular, for employment by 
the agroenterprises. The financial internal rates of return for the 
partnerships of agroenterprises and farmers range from 14% to 25.5%. 
The Project’s estimated economic internal rate of return is about 36%. 
 
The major environmental benefits will be realized through improved and 
increased agricultural productivity and farming practices that (i) improve 
soil nutrition and quality, (ii) reduce wind and water erosion of soil, and 
reduce water runoff, (iii) increase water retention in fragile soil, and 
(iv) reduce soil salinity. 
 

Risks and 
Assumptions 

The repayment risk will be shared by the provincial governments, 
participating county governments, and agroenterprises. The local 
governments have guaranteed the repayment of disbursed loan funds. 
In case of repayment default, the provincial governments agree to 
deduct amounts due from the public budgets of the county 
governments. The local governments have a strong incentive to partner 
with successful private commercial agricultural companies to channel 
inputs to farmers and link farmers’ outputs to the market. 
 
To mitigate the risk of crop losses due to climate change and other 
natural disasters, the provincial governments will design and implement 
agricultural risk mitigation schemes to provide needed compensation 
and relief to the participating farmers against crop and livestock losses 
due to natural disasters.  
 
The financial risk associated with financing the participating enterprises 
has been substantially mitigated through the stringent selection of the 
participating enterprises. The historic and future financial management 
assessments and other due diligence reviews complement risk 
mitigation efforts. Market and demand analyses were conducted and all 
the agroenterprises have been found to have well-established 
markets—both domestic and international. 
 
Extensive training and capacity improvement activities will be an 
integral part of project implementation. Measures are designed to 
strengthen financial management capacity and mitigate residual control 
risks. Training courses on good agriculture practices in the PRC 
(ChinaGAP), which aim to address food quality and safety issues, were 
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conducted during project preparation. All participating enterprises 
expressed their interest in pursuing ChinaGAP certification, which will 
eventually match standards for certified producers employing 
GLOBALGAP. It will facilitate raw material traceability and enhance 
quality. This will provide the necessary reassurance for importers with 
respect to Chinese product quality. Project agencies do not influence 
trade barriers or currency risk. However, ongoing Government dialogue 
with the World Trade Organization and bilateral and multilateral trade 
negotiations is addressing these risks. 
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I. THE PROPOSAL 
 
1. I submit for your approval the following report and recommendation on (i) a proposed 
loan, and (ii) a proposed administration of a grant to be provided by the Spanish Cooperation 
Fund for Technical Assistance, both to the People's Republic of China (PRC) for the Dryland 
Sustainable Agriculture Project (the Project). The design and monitoring framework is in 
Appendix 1. 
 

II. RATIONALE: SECTOR PERFORMANCE, PROBLEMS, AND OPPORTUNITIES 
 
2. In August 2005, the Asian Development Bank (ADB) approved a project preparatory 
technical assistance (TA) to formulate the Project.1 This report is based on the findings of the 
TA, government feasibility study reports, findings of ADB missions, and discussions with 
Government officials and stakeholders.  
 
A. Performance Indicators and Analysis 
 
3. In the PRC, demand for agricultural products, especially higher-value horticulture crops 
and livestock, has risen sharply in recent years as a result of increasing incomes and 
urbanization. Since 2000, world commodity and agricultural prices have increased sharply due 
to (i) high rates of global growth and food demand, (ii) increased use of biofuel in developed 
countries (e.g., corn prices in the United States have doubled in the last 2 years), (iii) increased 
oil and fuel prices, and (iv) droughts and animal diseases.2 Prices of pork and other agricultural 
produce have also sharply increased in the PRC. The share of agriculture in the gross domestic 
product declined from more than 25% in the 1980s to about 11% in 2006. Poverty is higher in 
rural areas, particularly in rain-fed and dryer areas. Consumers spend about 30% of their 
incomes on food. As a consequence, increasing demand and higher prices for high-quality 
products represent an excellent opportunity for farmers and agroenterprises to capitalize on 
market opportunities. The Government policy to develop the sector is emphasized in the New 
Socialist Countryside Policy 3  and the 11th Five-Year Plan (FYP) (2006–2010). Objectives 
include (i) improving farm and off-farm income opportunities; (ii) increasing grain production, 
and developing agribusiness and farmer organizations; and (iii) adopting standards and capacity 
to address environmental issues.4 Growth in agroenterprises provides opportunities for people 
to leave farming for off-farm employment, and facilitates more sustainable farm structure and 
practices by reducing population pressure on the land. Higher-quality products for the market 
require supply-side strengthening; efficiency gains; and improved prices to farmers through 
better coordination with enterprises, market agents, support services, and financial resources.  
 
4. The PRC has some of the worst land degradation in the world, with more than 40% of its 
land area (3 million–4 million square kilometers) adversely affected. The dryland area is about 
350 million hectares (ha) or about 70% of total farmland (about 40% of the total land area) and 
is characterized by (i) low water resources and high dependency on rainfall, (ii) soil infertility and 
low yields, and (iii) degraded lands and environment. The vast western region accounts for 
about 70% of the country and has a population of more than 350 million, including many of the 
                                                 
1 ADB. 2005. Technical Assistance to the People’s Republic of China for Preparing the Dryland Farming in the 

Northern Region Project. Manila. The name of the Project was changed in 2007 at the request of the Government 
to more accurately describe the project scope. 

2  Jikan, H., Q. Huangyan, and S. Rozelle. 2008. More Pain Ahead for China’s Food Prices. Far Eastern Economic 
Review. June. 

3 Communist Party of China Central Committee. 2006. New Socialist Countryside Policy. Document No. 1. Beijing. 
4 Gale, F., B. Lohmar, and F. Tuan. 2005. China’s New Farm Subsidies. Electronic Outlook Report from the 

Economic Research Service. February (WRS-05-01). 
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most poor and vulnerable. A strong correlation exists between land degradation and the 
incidence of poverty. To respond to the increasing threat, the Government significantly 
expanded its programs to combat land degradation including agricultural technology transfer 
(conservation agriculture, improved varieties, and mechanization), reforestation, closure of 
forest and grazing areas, and soil and water conservation. A sector review is in Appendix 2. 
 
5. For traditional smallholder farmers, market access has become increasingly difficult. 
Millions of very small-scale farm households are unable to compete—to respond to changes in 
domestic demand and to withstand pressure from international markets—without changing their 
production and trading structures. Evidence from the PRC and elsewhere of socioeconomic 
benefits provides a strong development rationale for strengthening processor–farmer linkages 
through contracts, alliances, and other relationships. 5  Contract farming offers a means to 
efficiently connect small-scale farmers and large-scale food processing firms. The Government 
recognizes this and is implementing programs and incentives, such as credit support and tax 
reduction for agribusinesses involved in contract farming. Contract farming has grown rapidly 
over the past 10 years, initially in the economically advanced coastal provinces. Now, it is 
spreading rapidly into underdeveloped areas of central and western PRC. The increase in 
contracting between agroenterprises and farmers is part of the vertical integration trend 
experienced in agribusiness worldwide as both partners seek to minimize transaction costs and 
supply uncertainty. The agribusiness model has proven potential to improve farm incomes. A 
survey6 of more than 1,000 PRC farmers found that only 20% were involved in contracts, but 
that 76% would like to be involved in contract farming if offered the opportunity.  
 
B. Analysis of Key Problems and Opportunities 
 
 1. Project Area  
 
6. The project area encompasses overstressed, fragile, and degraded dryland areas along 
the Yellow River in three provinces: Gansu in the severely eroded western loess plateau, Henan 
in the central region, and Shandong in the northeastern plains. The Project will support 27 rural 
and poor counties, cities, and districts in the three provinces. Of the total 811,000 ha of arable 
land in the three provinces, about 324,000 ha (40%) are classified as degraded. In Gansu, 60% 
of its total 281,000 ha are degraded; in Henan, 36% of 328,000 ha are degraded; and in 
Shandong, about 25% of the total 201,000 ha are degraded. Rainfall in this semiarid climate is 
concentrated between July and September, severe erosion and floods occur during the wet 
season, and water shortages during the dry season. The fragile nature of the soil, deforestation, 
overgrazing, and removal of crop residues for fuel and fodder have resulted in the project area 
having some of the most degraded land in the country. 
 
7. The project area has about 2.8 million farm households. Of these, 1.3 million (48%) are 
in Henan, 721,000 (26%) in Gansu, and 719,000 (26%) in Shandong. The average per 
household farm area is about 0.28 ha, ranging from 0.39 ha in Gansu, to 0.25 ha in Henan, and 
0.28 ha in Shandong. The traditional rain-fed wheat and corn cropping system is dominant on 
flatland and terraced hillsides, augmented by fruits, vegetables, and livestock. Small farm size, 
low and decreasing yields, limited access to technology, and a failure in the formal rural finance 
market for long-term credit are key constraints in the cycle of rural poverty and land 
degradation. Farmers are highly vulnerable to the impact of land degradation, and natural and 

                                                 
5 Da Silva, Carlos. 2005. The Growing Role of Contract Farming in Agri-food Systems Development. Rome: Food 

and Agriculture Organization. 
6 Guo Hongdong, Robert W. Jolly, and Jianhua Zhu. 2005. Contract Farming in China: Supply Chain or Ball and 

Chain? Hampshire: Palgrave Macmillan. 
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economic shocks; they have little or no ability to cope with the costs and risks of changing to 
more sustainable farming practices. Land degradation results in declining productivity, 
increasing farm input costs, and decreasing farm incomes.  
 
8. The key problems affecting the project area include (i) low agricultural productivity and 
sustainability, (ii) land degradation and diminishing returns from agricultural inputs, 
(iii) vulnerability of farmers to price fluctuations and natural disasters, and (iv) lack of adequate 
working capital and long-term financing for agroenterprises. Farming on steep slopes has 
become common due to the combined effect of population expansion and poor regulations. 
Uneven rainfall and farming on slopes have caused an increase in the scope and intensity of 
water runoff and soil erosion, and a decline in the capacity to regulate water and hold soil. A 
problem tree analysis is in Appendix 3.  
 
9. Existing public sector extension services provided through local government agriculture 
bureaus have limited outreach and do not deliver adequate technical advice appropriate to 
farmers' needs. In the townships, the ratio of technicians to farmers is around 1 to 2,100. They 
lack sufficient resources to provide effective service delivery, and have limited access to up-to-
date research and extension information. Supply chains are increasingly being organized for 
product quality, uniformity, timely delivery, certification, and traceability. Without organized and 
effective extension services and linkages to enterprises, farmers will be forced to sell their 
produce to secondary channels with no price premiums. The PRC's major commercial banks 
and financial institutions concentrate lending in urban areas and nonagriculture sectors. 
Farmers (especially women) and small agribusinesses are disadvantaged in terms of access to 
formal credit. Most farm expenditures are financed by farmers' savings, and most loans are 
obtained from informal sources (e.g., relatives, friends, moneylenders, and pawnbrokers). Small 
and medium-sized agroenterprises lack access to finance. In 2004, they received less than 10% 
of total bank lending. The failure of the financial sector to effectively support agricultural and 
agribusiness development means that market opportunities—and the associated introduction of 
more economically and environmentally sustainable agricultural production—are not being 
realized. Under the Project, agroenterprises will be provided with long-term financing, and as is 
their current practice, will provide agricultural inputs to farmers on extended terms, recoverable 
at harvest time. 
 

2. Realization of Market Opportunities 
 
10. To address concerns about food quality and safety, and promote good agricultural 
practices, the PRC initiated the ChinaGAP program, which will eventually match the standards 
of certified producers supplying European markets also known as GLOBALGAP.7 This will 
complement compliance with international standards already achieved by agroenterprises 
through hazard analysis, critical control point, and International Organization for Standardization 
certification. 
 
11. Improvements in farm productivity and sustainability will require significantly better 
access by farmers to stable markets and improved support services. Through contract farming 
arrangements, agroenterprises can provide farmers with improved market and price incentives, 
while at the same time securing their own raw material supplies to enable them to realize the 
growing market potential for processed food products. However, agroenterprises are 
constrained by limited access to investment finance for the necessary expansion in processing 
capacity. Access of farms to support services is currently limited by low-quality extension 
                                                 
7 Due to its expanding international role in establishing good agricultural practices, EurepGAP announced the 

change in its title and logo to GLOBALGAP in September 2007. 
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services, including the limited outreach of agricultural information services. The public sector 
needs to improve the quality of and access to such services. The opportunity exists to improve 
both the quality and outreach of advisory and information services through public–private 
partnerships in which local and more readily accessible and sustainable private-sector-led 
services are established through linkages to existing public sector systems. 
 

3. Policies and Strategies  
 
12. The Government’s 11th FYP shifts the emphasis of economic and social development 
policies away from the growth orientation of previous plans, and instead emphasizes 
sustainability, based on broader and more inclusive rural development and social programs in 
the context of an increasingly market-oriented economy. The objective of the FYP is to achieve 
greater balance between (i) urban and rural areas, (ii) geographic regions, (iii) economic 
sectors, (iv) economic and social development, and (v) economic growth and protection of the 
environment. Continuing the emphasis on development of the agriculture sector, in January 
2006 the Government published its strategy calling for greater efforts to address the rural 
problems of about 900 million rural people by increasing the importance of grain production, 
product safety, infrastructure, support services including research and extension, social welfare, 
and governance (footnote 3). The strategy emphasizes that (i) “dragon-head” enterprises 8 
should work in partnership with farmers to share benefits, (ii) small-scale water projects in 
mountainous areas should combat drought through rainwater harvesting, and (iii) water-saving 
irrigation should be developed. ADB’s strategic objectives and operations (as reflected in the 
2008–2010 country partnership strategy) 9  are consistent with the 11th FYP. ADB’s future 
operations in the PRC will focus on rural development, environment, energy conservation, urban 
development, and regional cooperation. ADB will mobilize more resources and develop 
diversified instruments to meet the demand for balanced development among regions, and 
between rural and urban areas. 
 

4. External Assistance 
 
13. Within the project area, external assistance has included projects in the agriculture and 
natural resources sector, with numerous projects financed by the World Bank including  
(i) Henan Agriculture Development Project (1991), (ii) Gansu and Xinjiang Pastoral 
Development Project (2003), (iii) Smallholder Cattle Development Project (1999 in 4 provinces), 
(iv) Agricultural Support Services Project (1993 in 19 provinces), (v) Agriculture Technology 
Transfer Project (2005 in 5 provinces), and (vi) Shandong Agricultural Development Project 
(1989). In addition, the ongoing Henan Afforestation Project financed by the Japan Bank for 
International Cooperation includes the establishment of protection forest and tree crops 
(orchards), timber cultivation, and capacity building. The ongoing Henan Province Small 
Household Project, financed by German development cooperation through KfW, includes the 
introduction of soil and water conservation methods to support farmers affected by mountain 
closures and grazing bans. ADB's West Henan Agriculture Development Project 10  was 
implemented in July 2001 and included livestock development, water resource development and 
a water supply plant, horticulture development, upgrading of information for farmers, and 
training of extension workers and farmers. ADB’s ongoing Efficient Utilization of Agricultural 
                                                 
8  Established in mid-1990s to develop agriculture industries, designated dragon-head enterprises receive limited 

grant start-up support from the national, provincial, and county governments and access to short-term commercial 
loans to develop partnerships with farm households and businesses. 

9  ADB. 2008. Country Partnership Strategy (2008–2010): People’s Republic of China. Manila. 
10 ADB. 2000. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

People's Republic of China for the West Henan Agriculture Development Project. Manila (Loan 1814-PRC, 
$64.3 million, approved 19 December). 
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Wastes Project,11 which involves the Ministry of Agriculture (MOA) and four provinces, has 
demonstrated that with strong national, provincial, and local commitment and coordination, and 
early project awareness and training among participants, such projects can be implemented 
successfully. ADB’s Capacity Building to Combat Land Degradation Project,12 the first project 
under the PRC–Global Environment Fund Partnership on Land Degradation in Dryland 
Ecosystems, is ongoing in six provinces and autonomous regions: Gansu, Inner Mongolia, 
Ningxia, Qinghai, Shaanxi, and Xinjiang. Major projects in the sector supported by external 
assistance are in Appendix 4. 
 

5. Lessons  
 
14. A sustainable rural development approach can reduce the rural–urban income gap and 
lift the poor out of poverty if the project (i) provides low-income rural producers in 
environmentally fragile areas with higher incomes through market-driven opportunities, and  
(ii) is supported by major stakeholders with effective institutional mechanisms and 
arrangements. Success factors in previous ADB,13 World Bank, and other international finance 
institution projects include (i) flexibility in design that allows stakeholders to revise planned 
activities to respond to market demand; (ii) high private sector participation and the freedom to 
operate on a commercial basis; (iii) strong ownership by project stakeholders including private 
enterprises, farmers, and local government implementing agencies (IAs); (iv) capacity building 
in advisory and other support services to facilitate the adoption of new technologies and 
practices, in particular among small-scale and poor farmers; (v) effective project management, 
monitoring, and evaluation; (vi) participatory strategies such as simple watershed management 
approaches and solutions to land degradation problems with farmers’ involvement; and (vii) 
promotion of sustainable farming techniques on marginal land. 
 
15. Some of the important lessons from ADB’s experience in dryland management include 
(i) poverty can encourage nonsustainable agriculture and other income-generating activities, 
and vice versa; (ii) soil and water management are critical to improving yields, productivity, and 
sustainable activities; (iii) livestock management is important to discourage destructive open 
grazing practices; and (iv) institutional arrangements must be in place to educate farmers and 
rural inhabitants on best practices. All project provinces, counties, cities, and districts have had 
experience implementing similar projects. The outputs and lessons from this assistance can be 
shared with Gansu, Henan, and Shandong provinces. In the evaluation of operations in the rural 
development and natural resources sector in the PRC, ADB's 2007 country assistance program 
evaluation14 identified several issues relevant to the Project: (i) in the past, ADB’s commercial 
activities, such as agro-industrial and agroprocessing projects, tended to be less successful 
because they relied on the capacity of untested private enterprises; (ii) the PRC has been 
reluctant to borrow for agricultural projects on ordinary capital resources terms due to 
insufficient financial rates of return and difficulty servicing debt; and (iii) failure of onlending to 
                                                 
11 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

People's Republic of China for the Efficient Utilization of Agricultural Wastes Project. Manila (Loan 1924-PRC, 
$33.12 million, approved 22 October). 

12 ADB. 2004. Financial Arrangement for a Proposed Global Environment Facility Grant and Asian Development Bank 
Technical Assistance Grant to the People’s Republic of China for the Capacity Building to Combat Land 
Degradation Project. Manila.  

13 ADB. 2004. Special Evaluation Study on the Effectiveness of Participatory Approaches: Do the New Approaches 
Offer an Effective Solution to the Problems of Conventional Rural Development Projects? Manila (Case Study: 
Loan 1386-PRC: Fujian Soil Conservation  and Rural Development Project). This Project was selected for a case 
study because it adopted private enterprises to promote rural development and poverty reduction. ADB rated it 
“highly successful.” 

14 ADB. 2007. Country Assistance Program Evaluation for the People's Republic of China: Success Drives Demand 
for More Innovative and Responsive Services. Manila. 
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newly formed agroenterprises. The project completion report for the Fujian Soil Conservation 
and Rural Development Project 15  cites a number of problems common to such projects, 
including (i) changing market trends; (ii) location problems in relation to raw material supply; and 
(iii) inappropriate financing terms that (a) failed to reflect agroenterprise cash flow and required 
loan repayments to start immediately (prior to full operation of the facilities installed with project 
loan funds); (b) included an interest spread for the finance bureau, which drove the resulting 
end-borrower interest rate above domestic market rates; and (c) neglected the need for 
arrangements for complementary working capital finance to be in place. The project completion 
report for the Hainan Agriculture and Natural Resources Development Project16 identifies the 
major failure of the Project as being due to the establishment of four new private enterprises 
specifically for project implementation that were not well established and managed. The major 
recommendations are (i) project design should be demand-driven, and (ii) sufficiently strong and 
experienced agroenterprises should be included. 
 
16. The project design addresses these issues by identifying agroenterprises that satisfy 
financial, economic, environmental, and social criteria. Their investments proposed under the 
Project were analyzed during project preparation and found to be viable. This removes 
responsibility for investment appraisal from local finance bureaus that are not qualified for such 
tasks. The agroenterprises concerned have (i) a strong record of success in food processing 
with at least 5 years experience; (ii) well-established domestic and international markets, and 
sound marketing experience and strategies to respond to shifting market trends; and  
(iii) upstream linkages with farmers within their locality to ensure a stable supply of raw 
materials. They are private sector entities rather than state-owned enterprises, which are 
typically inefficient and poorly managed. The project completion report for the Fujian project also 
notes that agroenterprises provide job opportunities more suitable for women (footnote 15). In 
addition, a recent ADB evaluation study17 shows that successful poverty reduction involves 
linking the poor to commercial value-adding enterprises, and generating off-farm employment. 
 
17. An ADB TA report18 identifies similar lessons, specifically that viable enterprises can 
receive commercial funding without the need for subsidies or special considerations. However, 
where financial market failure exists, development partners and governments can address this 
by creating specific financial facilities (loans, equity, and guarantees) that assist private 
agroenterprises. Long-term capital, in particular, is needed because of the lead time to full 
production of agroenterprises. Because of the lead time, the provision of long-term capital 
should not be subsidized. Under the Project, the terms and conditions of such financing will be 
related to a realistic repayment schedule for each participating agroenterprise. 
 

III. THE PROPOSED PROJECT 
 
A. Impact and Outcome 
 
18. The expected impact of the Project is reduced rural poverty in 27 counties, cities, and 
districts of Gansu, Henan, and Shandong provinces, with increased incomes and livelihood 
opportunities resulting from sustainable use of land and water resources. This impact will be 
measured through increases in per capita net income and reduced number of poor in the project 
                                                 
15 ADB. 2003. Project Completion Report for the Fujian Soil Conservation and Rural Development Project in the 

People's Republic of China. Manila (Loan 1386-PRC). 
16 ADB. 2004. Project Completion Report for the Hainan Agriculture and Natural Resources Development Project in 

the People’s Republic of China. Manila (Loan 1372-PRC). 
17 ADB. 2006. Special Evaluation Study on Pathways Out of Rural Poverty and the Effectiveness of Poverty 

Targeting. Manila. 
18 ADB. 2000. A Study on Ways to Support Poverty Reduction Projects. Consultant’s Report. Manila (TA 3150-PRC). 
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area. An essential aspect of the sustainability of the Project’s impact will be a reduction in the 
rate of farmland degradation. The impact is expected to benefit rural households in poor 
counties, cities, and districts experiencing continuous degradation of agricultural land resources. 
 
19. The outcome of the Project will be increased agricultural productivity through adoption of 
sustainable farming practices in the project area. Through partnerships between 
agroenterprises, farmers, and local governments, the Project will facilitate farmer access to 
finance, technology, and markets so that higher-value agricultural products can be produced 
using sustainable agricultural practices—including conservation agriculture—which will improve 
farm incomes while reducing the rate of land degradation. The expansion of agroprocessing 
enterprises will increase rural value-added and off-farm employment opportunities, and 
contribute to increasing rural incomes. Agroenterprises will experience increased sales of 
processed products into existing and new domestic and export markets. This will ensure their 
sustainability and the stability of market outlets and prices for farmers. Viable partnerships 
between agroenterprises and farmers will help improve the security of food supply within the 
project area and reduce the risk of food scarcity of vulnerable populations. 
 
20. A holistic approach to addressing constraints in production, processing, and provision of 
support services and investment finance will address natural resource degradation and promote 
long-term sustainability and profitability of higher-value agricultural production and processing. 
This approach is fully consistent with national and local economic and social development 
policies and the 11th FYP, which builds upon the work of earlier plans to promote soil and water 
conservation, crop diversification, and investment in sustainable agricultural technologies. 
Promoting poverty reduction and environmental sustainability continues to be one of ADB’s 
major strategic thrusts. 
 
B. Outputs 
 

1. Agroenterprise and Farm Partnership Improvements 
 
21. The principal output of the Project is the promotion of financially and environmentally 
sustainable agriculture in dryland areas through partnerships between private agroenterprises 
and smallholder farmers. Poverty is seen as a cause of land degradation (and vice versa), and 
improved access to inputs, technologies, technical advice, training, and income opportunities 
will enable farmers to adopt appropriate and sustainable farming practices. To enable farmers to 
improve incomes and agricultural practices, the Project will link them to growing markets. The 
Project will also result in productivity improvements. 
 

a. Subcomponent 1A: Enhanced Agricultural Production  
 
22. The Project will develop about 29 partnerships between agroenterprises and farmers to 
strengthen food production, processing capacity, and competitiveness in Gansu, Henan, and 
Shandong provinces to take advantage of growing domestic and export markets. The Project 
will focus on 27 counties, cities, and districts in the three provinces (7 in Gansu, 12 in Henan, 
and 8 in Shandong). The counties, cities, and districts in Gansu are all located in Tianshui city 
and municipality. The Project helps scale up the contract farming mechanism and the inclusion 
of three provinces does not add complexity to project management for either agroenterprises or 
provincial government IAs. By working with farmers, the participating agroenterprises will 
directly benefit about 600,000 farm households and improve the production capacity of about 
120,000 ha. These enterprises are currently working with another 850,000 farm households 
using contract farming arrangements. Farmers will convert their existing cultivation of low-
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yielding and low-value food crops to higher-value crops for the market and their own 
consumption.  
 
23. The current partnerships are based on the principles of contract farming in the PRC. 
Farm households, usually in a contiguous land area, work under contract on an individual 
household basis with an agroenterprise to produce agricultural outputs at a guaranteed price 
dependent on a specified quality. The agroenterprise provides inputs to the farmers (such as 
organic fertilizer, planting material, and irrigation equipment), and the cost of these inputs is 
deducted from the value of the output. Written contracts are typically used for new farm 
households, but informal contracts are the norm when the two parties have a long-term 
relationship and trust. The contracts are usually for one season and are considered fair based 
on indications of the responsibilities of the parties and a guaranteed price subject to quality 
standards. The contract price is typically 10%–15% above wholesale market prices because of 
the higher quality of the output supplied directly to the agroenterprise for processing and final 
product marketing and sale. The contracts are legal and honored by local courts for arbitration. 
In addition to agricultural inputs, agroenterprises currently provide support services to 
contracted farmers in the form of technical advice and training to improve yields, production, 
and quality. Public sector extension services and training are also provided on a limited basis to 
leading farmers, and are generally considered to be deficient in the project area. The Project will 
improve the support services provided to farmers by agroenterprises and public sector 
extension agents. 
 
24. The enterprises were chosen on the basis of application of agreed selection criteria from 
a long list of about 150 enterprises; and include financial and economic performance data based 
on audited statements, and environmental and social criteria. Appendix 5 contains the details of 
the selection criteria and the due diligence analysis. Sustainable production and processing 
partnerships according to the dragon-head concept will be used to develop crops and other 
outputs, which are processed and marketed by the enterprise. Examples of enterprise activities 
include food crops, horticulture crops, and small livestock products processing. The enterprises 
will be provided with long-term financing to expand their food processing, quality assurance, and 
marketing operations. Farmers will benefit from the partnerships with profitable and expanding 
agroenterprises through higher prices for their outputs and improved yields and production. No 
land acquisition will be needed; all production and processing expansions will be on existing 
farm and agroenterprise land. 
 

b. Subcomponent 1B: Private Support Services to Farmers  
 
25. The Project will support strengthening of farmers’ knowledge and capabilities to develop 
strong, business-oriented approaches that are provided directly from the agroenterprises. This 
will complement agricultural extension services provided by the public sector (para. 27–29). 
Farmers will receive agricultural extension advice, new technologies, improved access to inputs, 
and increased market access by working in partnership with participating agroenterprises. The 
agroenterprises and county project management offices (PMOs) identified low-income 
households requiring strengthened knowledge and capabilities. The small and uniform farm size 
that characterizes the project area is not viewed as a major constraint to successful adoption of 
scale-neutral technologies. The average farmer income will increase by about 15%–25%. 
Technological improvements include adoption of (i) improved seeds, varieties, and breeds; 
(ii) conservation agriculture techniques such as returning crop residues to the soil and 
minimizing tillage; (iii) water-saving technologies such as drip irrigation, sprayers, and pipes;  
(iv) use of organic fertilizer and minimizing the use of chemical fertilizer, pesticide and herbicide;  
(v) advanced postharvest and processing equipment; (vi) intercropping with tree crops and 
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grape vineyards; and (vii) upgraded vegetable greenhouses. An element of this commercially 
based relationship will be that these service facilities will be sustainable after project completion 
without reliance on any government funding, and function on a revenue-generating, cost-
recovery basis.  
 
26. To increase competitiveness, the Project, through the agroenterprises, will provide 
advisory service and input support to farmers. Infrastructure provided by agroenterprises to 
improve agricultural productivity and product quality will include establishing and improving 
three agricultural extension and technology transfer centers in Henan, two organic fertilizer-
mixing facilities in Henan and Shandong, one expanded manufacturing plant and 30 machinery 
service stations in Henan, one seed production center in Shandong, three agricultural produce 
information centers in Henan and Shandong, one agricultural product testing center in Henan, 
four expanded fruit and vegetable markets in Gansu and Henan, and four farmer associations in 
Henan and Shandong. These outputs will be an integral part of the relationship between 
enterprises and farmers, both individually and through voluntary participation in farmer 
associations. 
 

2. Project Support and Management 
 

a. Subcomponent 2A: Public Sector Support to Farmers 
 
27. Local government support services will work with agroenterprises and farmers to expand 
environment-friendly farming practices. This will improve access to advisory services and 
training for farmers operating on a project production basis. Farmer training will be undertaken 
by the extension staff of provincial and county agriculture bureaus assisted by lead farmers 
selected from villages where production bases are located. The staff and lead farmers will be 
provided with training in improved practices relevant to (i) financially and environmentally 
sustainable crop cultivation techniques and farm management, and (ii) development of advice 
and training for delivery skills. This will allow training to cover the proposed 66,200 households, 
with up to 80,000 farmers trained annually by the end of the Project, including both project and 
nonproject farmers. The provincial governments currently implement agricultural risk mitigation 
measures to assist farmers in the event of natural disasters (e.g., snowstorms, floods, and 
drought) through the provision of compensation (cash and in-kind inputs), training, and services. 
In addition to minimum price supports, agroenterprises assure contract farmers a guaranteed 
minimum price at the time of harvest or upon delivery. Also, the public sector provides farmers 
with training in improved farming practices (such as organic cultivation methods) and testing of 
products at market centers to ensure safety and quality. These measures will be provided to 
farmers under the Project using counterpart funds. 
 

b. Subcomponent 2B: Demonstration of Sustainable Farming Practices 
 
28. The Project will be complemented by a $350,000 grant from the Spanish Cooperation 
Fund for Technical Assistance to demonstrate sustainable farming practices (Appendix 6). The 
grant will strengthen the implementation capacity of IAs and the project performance 
management system required for successful implementation of the Project. The provincial 
governments will finance improvements of existing office and training facilities, training materials 
and equipment to demonstrate improved agricultural technologies, and counterpart staff. The 
grant will improve sustainable farming practices to increase farm productivity, reduce land 
degradation, adopt sustainable land management practices, assess the impact of climate 
change on land degradation (particularly in Gansu province), and improve water conservation. 
The grant administered by ADB will support the delivery of support services to improve yields, 
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agricultural productivity, and environment-friendly practices on an individual household and 
farmer-group basis, including conservation agriculture, water harvesting, and collection 
technologies. Implementation methods will draw on proven participatory and holistic approaches 
including participatory watershed management, group-based extension services and farmer 
field schools, and successful examples of agroenterprises working with farmers using the 
contract farming relationships.  
 

c. Subcomponent 2C: Project Management 
 
29. Local governments will establish and provide adequate project management support 
complete with logistics facilities and technical staff for effective provincial and county project 
implementation. MOA, the Executing Agency; the three provincial PMOs; and the 27 county 
PMOs responsible for project implementation were extensively involved in preparing the Project, 
including applying the criteria for selecting the agroenterprises and partnerships with farmers. 
They have experience in implementing externally and government-financed programs and 
projects in the sector. All agencies involved in the Project, including the agroenterprises, have 
received annual training from the Government on technological improvements, project 
management, and financial management. During project implementation, the PMOs will 
undertake monitoring of key impact, outcome, and output indicators. Counterpart financing will 
be used to provide (i) training to these institutions in the application of criteria for agroenterprise 
participation in the Project, (ii) effective monitoring and evaluation of the performance of 
agroenterprises and local government support services under the Project, and (iii) effective 
delivery of financial and economic benefits to farmers. ADB will provide training on imprest 
account management, project implementation, and project performance management. The 
project staff will undertake awareness workshops on mobilizing farmers and disseminating 
information relating to the Project. 
 
C. Special Features 
 
30. Environmental and Social Benefits. The Project will generate significant 
environmental and social benefits. It addresses rural poverty and agricultural land degradation 
in an integrated and financially sustainable manner, in which farmers receive benefits from 
measures to reduce land degradation and improve agricultural productivity, and share the costs 
of conservation measures. The International Crops Research Institute for the Semi-Arid Tropics 
is successfully applying this model in the PRC to promote congruence between poverty 
reduction and environmental improvement. The institute received earlier ADB TA19 to promote 
the watershed development approach with farmers and local governments in the PRC and other 
countries. The Project focuses on poorer dryland areas where impacts on incomes, poverty 
reduction, and agricultural productivity can be expected to be high. Improvements to the 
environment will be realized through improved and increased agricultural productivity, and 
farming practices that (i) improve soil nutrition and quality; (ii) reduce wind and water erosion of 
soil, and reduce water runoff; (iii) increase water retention in fragile soil; and (iv) reduce soil 
salinity. The lesson from this model will be adopted in the Project. 
 
31. Public–Private Partnerships. The Project will strengthen existing public–private 
partnerships between county agriculture bureaus, agroenterprises, and farmers in the delivery 
of key farm support services in extension, information, and soil and water analysis to increase 
competitiveness and improve management and operations. The Project will reduce poverty and 
provide environmental benefits without reliance on grants or subsidies. The public–private 
partnership model provides a channel through which an integrated package of financial, 
                                                 
19 ADB. 2002. Technical Assistance for the Seventh Agriculture and Natural Resources Research at International 

Agricultural Research Centers. Manila (TA 6067-REG). 
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technical, and market support can be provided to farmers during implementation, and with little 
incremental requirement for public funds. The public–private partnership between farmers, 
agroenterprises, and local government agencies is a special feature of the Project, utilizing the 
tried and tested application of contract farming on a large scale. Such partnerships are key to 
securing the regular supply of crops and livestock products, improving productivity, and 
ensuring adequate incomes to farmers and enterprises. 
 
32. Contract Farming. The Project will build upon the existing concept of the dragon-head 
enterprise to develop mutually beneficial partnerships between farmers, farmer groups, 
enterprises, and local governments (footnote 8). Although only eight (28%) agroenterprises in 
the Project qualify as dragon heads due to their relatively small size, all participating enterprises 
follow the dragon-head model and have sufficient capacity to expand operations with farmers 
under the Project. The Project will introduce long-term financing to enterprises and easier 
access to public sector support services to contracted farmers. Farmers and enterprises may 
have (i) a sales contract to minimize price risks, (ii) shareholding, and (iii) provision of farm 
inputs to be repaid in kind (farm produce). By working in several provinces, the Project will 
enable greater sharing of experiences and lessons. The Project has strong national, provincial, 
county, and village government support. 
 
33. Contract farming has been successfully practiced in the PRC for the last 10 years. The 
Project will promote the contract farming approach through the establishment of production 
bases linked to agroenterprises. This has the potential to provide farmers with higher product 
prices and incomes, compared with those of farmers not engaged in contract farming. It will 
improve farmer access to stable market outlets increase farm incomes, and provide a stable 
supply of consistent quality raw materials to agroenterprises to satisfy market demand. Farm–
market linkages will be enhanced and transaction costs for farmers and agroenterprises will be 
reduced. To ensure that the poor and households headed by women also benefit from the 
Project, ways of providing incentives to include them in farmer associations and informal groups 
will be explored.  
 
D. Project Investment Plan 
 
34. The project investment cost is estimated at $204.69 million including taxes and duties of 
$9.36 million, physical and price contingencies, interest, and other charges. A summary of cost 
estimates is shown in Table 1 and details are provided in Appendix 7. 
 

Table 1: Project Investment Plan 
($ million) 

Item  Amounta 
A. Base Costb   
 1. Agroenterprise and Farm Partnership Improvement 171.22 
 2. Project Support and Management 9.08 
   Subtotal (A) 180.30 
B. Contingenciesc 10.87 
C. Financing Charges during Implementationd 13.52 

  Total (A+B+C) 204.69 
a  Includes taxes and duties of $9.36 million. 
b In 2008 prices. 
c  Physical contingencies were computed at 5% of base costs. Price contingencies were computed at 6.8% for 

2008, 0.7% for 2009, 1.4% for 2010, 0.4% for 2011, and 0.5% for 2012–2013 on foreign exchange costs; 
and 5.5% for 2008 and 5.0% for 2009–2013 on local currency costs including provision for potential 
exchange rate fluctuation under the assumption of a purchasing power parity exchange rate. 

d  Includes interest during construction and commitment charges. Interest has been computed at the 5-year 
forward London interbank offered rate plus a spread of 0.2%, and a commitment charge of 0.15%. 

Source: Asian Development Bank estimates. 
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E. Financing Plan 
 
35. The Government has requested a loan of $83,000,000 from ADB’s ordinary capital 
resources to help finance the Project. The loan will have a 25-year term including a grace period 
of 5 years, an interest rate to be determined in accordance with ADB’s London interbank offered 
rate (LIBOR)-based lending facility for US dollar loans, a commitment charge of 0.15% per 
annum on undisbursed funds, and such other terms and conditions set forth in the loan and 
project agreements. The Government has provided ADB with (i) the reasons for its decision to 
borrow under ADB’s LIBOR-based lending facility on the basis of these terms and conditions, 
and (ii) an undertaking that these choices were its own independent decision and not made in 
reliance on any communication or advice from ADB. The Spanish Cooperation Fund for 
Technical Assistance will provide grant cofinancing equivalent to $350,000, representing 0.17% 
of the project cost, to be administered by ADB. The assistance is to strengthen the 
implementation capacity of IAs and the project performance management system required for 
successful project implementation. The financing plan is summarized in Table 2. 
 

Table 2: Financing Plan 
($ million) 

Source Amount % 
Asian Development Bank Loan 83.00 40.55 
Spanish Cooperation Fund for Technical Assistance    0.35 0.17 
National Government  0.90 0.44 
Provincial and County Governments 9.01 4.40 
Agroenterprises 97.83 47.80 
Farmers 13.60 6.64 
 Total 204.69 100.00 

Source: Asian Development Bank estimates. 
 
36. The Borrower is the PRC. On behalf of the Government, the Ministry of Finance (MOF) 
will enter into subsidiary loan agreements with Gansu, Henan, and Shandong provinces as 
subborrowers of the proceeds of the ADB loan: Gansu, $25 million base cost; Henan, 
$36 million base cost; and Shandong, $22 million base cost on the same terms and conditions 
as the ADB loan. The provinces will onlend the entire proceeds of the loan to the county finance 
bureaus on the same interest and commitment charges as the ADB loan for further onlending to 
private agroenterprises on the same interest and commitment charges as the ADB loan but with 
an additional interest rate spread of up to 0.2%, if applicable, to cover possible loss and delay in 
repayment, for a 10- to 15-year term including a grace period of up to 5 years. The participating 
agroenterprises will pay the interest charges to the county finance bureaus for onward payment 
to ADB through the provincial governments and MOF. The agroenterprises will bear all interest 
charges on the loan and the foreign exchange risk. The flow of funds and onlending 
arrangements are shown in Appendix 8. 
 
F. Implementation Arrangements 
 

1. Project Management 
 
37. MOA will coordinate and supervise all implementation activities through the existing 
National Project Coordination committee, comprising representatives of MOA, MOF, and the 
National Development and Reform Commission. MOA has designated the Foreign Economic 
Cooperation Center to be the central PMO for the Project. MOA will be responsible for 
interfacing with ADB, MOF, and the National Development and Reform Commission. MOA will 
be in charge of overall coordination and monitoring of the Project. Provincial and county leading 
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groups have been constituted and are functioning. The provincial governments will be the 
provincial executing agencies, responsible for supervising and monitoring project activities. The 
county, city, and district governments will be the IAs for all project components and will 
supervise implementation activities. MOA will provide technical guidance and backstopping to 
the provincial executing agencies and will coordinate implementation of the grant provided by 
the Spanish Cooperation Fund for Technical Assistance. 
 
38. The provincial and county PMOs currently guide the provincial and county leading 
groups to oversee project implementation and resolve issues. These leading groups comprise 
staff of the PMOs and finance, agriculture, environmental protection, and poverty reduction 
bureaus. The IAs’ major tasks include (i) overseeing implementation of all components, outputs, 
and activities; (ii) developing annual work programs and budgets in consultation with MOA; (iii) 
supervising compliance of procurement with ADB guidelines; (iv) maintaining consolidated 
accounts including developing a system to track all financial transactions with enterprise 
subborrowers; (v) preparing and submitting applications to ADB for withdrawing funds from the 
loan account; (vi) monitoring physical and financial progress including benefit flows to intended 
beneficiaries, and submitting reports to provincial executing agencies; and (vii) ensuring 
adequate and timely counterpart financing. A major role of the national and provincial 
governments will be to ensure that participating farmers receive the intended benefits in terms 
of productivity and income increases through favorable contracts and prices with the 
enterprises, and that poverty is reduced in the project area. The provincial, municipal, and 
county agencies (finance bureaus, agriculture bureaus, and environmental protection bureaus) 
will assist the PMOs. The organization chart is in Appendix 9. 
 
39. The agroenterprises will implement the activities, working with farmers and farmer 
associations to establish and develop the production areas or bases and processing facilities, 
and will be responsible for all marketing activities. Farmer associations are voluntary groups of 
farmers working together to improve agricultural productivity, product quality, and marketing 
based on available market information. Therefore, farmers can work in partnership directly with 
agroenterprises and indirectly through farmer associations, although contracts are only between 
agroenterprises and individual farmers. Farmer associations elect their own officers and are 
self-financing. The implementation capacity of the institutions and enterprises involved is 
considered adequate given their current staffing, incremental staffing plans, previous experience 
with externally financed projects and providing financial support to agroenterprises, and 
previous training and planned training under the Project. The agroenterprises were selected 
using agreed selection criteria and all have at least 5 years experience in their current activities. 
The county, city, and district governments will provide loans ranging from about $0.7 million to 
$8.6 million to the agroenterprises (Appendix 5). 
 
40. An agreement will be entered into between each participating enterprise and 
participating farmers. Many of these contracts are already in place, facilitating early project 
implementation. Under the agreement, a participating enterprise will be responsible for  
(i) undertaking, in collaboration with participating farmers, the necessary work to establish 
production and install farm infrastructure and equipment; (ii) providing seedlings, fertilizers, 
pesticides, and technology and guidance to participating farmers in production and postharvest 
activities, with associated fees agreed to by participating farmers and the participating 
enterprise; and (iii) purchasing the outputs produced by participating farmers, at the higher rate 
of the prevailing market price or the protected price agreed at the beginning of each year. 
Participating farmers will be obliged to (i) carry out land improvement work under the guidance 
of the participating enterprise, (ii) ensure high-quality production stipulated by the participating 
enterprise, (iii) sell produced outputs to the participating enterprise in accordance with the 
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agreement, and (iv) repay the cost of the inputs and goods provided by the participating 
enterprise by deducting the charges from the payment made by the participating enterprise for 
the participating farmers' outputs. In addition, contracts between agroenterprises and county 
agriculture bureaus will be developed for the provision of technical support services for farm 
production and enterprise-processing activities. All provincial and county agencies and 
enterprises involved in the Project have received annual training on technological 
improvements, project management, and financial management. The Project will provide 
additional training. 
 

2. Implementation Period 
 
41. The Project will be implemented over 5 years from June 2009 to June 2014. An 
implementation schedule is presented in Appendix 10. 
 

3. Procurement 
 
42. All procurement of goods and works will be carried out in accordance with ADB's 
Procurement Guidelines (2007, as amended from time to time). Contracts for goods estimated 
to exceed $1 million and contracts for works estimated to exceed $10 million will be procured 
using international competitive bidding procedures. Contracts for goods and works estimated to 
cost less than the international competitive bidding values but more than $100,000 will be 
procured through national competitive bidding procedures in accordance with the PRC 
Tendering and Bidding Law, 1999, subject to modifications agreed with ADB. Contracts for 
goods and works estimated to cost $100,000 or less will be procured using shopping 
procedures. More details are provided in Appendix 11. The relevant sections of ADB’s 
Anticorruption Policy (1998, as amended to date) will be included in all procurement documents 
and contracts. 
 
43. In accordance with ADB procedures, an assessment was made of the procurement 
capacity of MOA and other project agencies. The assessment concludes that the IAs have 
adequate procurement experience in domestic- and ADB-financed projects, but that MOA and 
implementing agency staff require training on ADB procurement procedures and requirements 
to ensure compliance with ADB procurement guidelines. MOA and implementing agency staff 
will attend ADB-sponsored courses and seminars on procurement and project implementation. 
 

4. Consulting Services 
 
44. The cofinancing grant from the Spanish Cooperation Fund for Technical Assistance will 
cover the costs of consultants comprising about 5 person-months of international and about 
25 person-months of national experts to be recruited through a firm using the quality- and cost- 
base selection method with a quality–cost ratio of 80:20. This will cover (i) preparation and 
delivery of training (about 50 short courses) to farmers and agriculture technicians in the project 
area on participatory soil and water management, and sustainable agriculture; (ii) support to 
local institutions in Gansu, Henan, and Shandong provinces in collaboration with the training 
course delivery; and (iii) training materials. The national and provincial governments will provide 
office and training facilities, domestic travel, counterpart agency support service staff, and 
materials and equipment to demonstrate sustainable agricultural technology. The provincial 
governments, agroenterprises, and farmer communities will cover the costs of implementing 
sustainable agriculture action plans produced from the training. All recruitment will follow ADB’s 
Guidelines on the Use of Consultants (2007, as amended from time to time). Details are in 
Appendix 6. 
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5. Advance Contracting and Retroactive Financing 
 
45. The Government and the provinces requested retroactive financing since many of the 
agroenterprises are ready to start project implementation with contracted farmers. The 
Government was advised that retroactive financing could only apply up to 20% of the ADB loan 
with respect to expenditures incurred not earlier than 12 months before the signing of the loan 
agreement. All contracts proposed for advanced action and retroactive financing, relating to the 
expansion of production bases and operation of the PMOs, will be undertaken in accordance 
with ADB’s Procurement Guidelines (2007, as amended from time to time). The national and 
provincial governments were advised that approval of this request does not commit ADB to 
financing the Project. 
 

6. Anticorruption Policy 
 
46. ADB’s Anticorruption Policy was explained to and discussed with the Government, MOA, 
provincial governments, and IAs. Consistent with its commitment to good governance, 
accountability, and transparency, ADB reserves the right to investigate, directly or though its 
agents, any alleged corrupt, fraudulent, collusive, or coercive practices relating to the Project. 
To support these efforts, relevant provisions of ADB’s Anticorruption Policy are included in the 
loan and grant regulations and the bidding documents for the Project. In particular, all contracts 
financed by ADB in connection with the Project shall include provisions specifying the right of 
ADB to audit and examine the records and accounts of the Executing Agency, provincial 
governments, IAs, and agroenterprises; and all contractors, suppliers, consultants, and other 
service providers as they relate to the Project. 
 

7. Disbursement Arrangements 
 
47. The proceeds of the loan will be disbursed in accordance with ADB’s Loan 
Disbursement Handbook (2007, as amended from time to time). To facilitate project 
implementation and flow of funds, three imprest accounts for the loan (one for each province) 
will be set up in commercial banks acceptable to ADB upon loan effectiveness, managed by the 
provinces. The initial advances to be deposited will not exceed either 6 months of estimated 
expenditures or 10% of the loan proceeds allocated to the provinces, whichever is lower. The 
direct payment procedures will apply for large contracts. If the Government initially funds eligible 
expenditures from its own resources, the reimbursement procedure will be used. To expedite 
funds flow and simplify the documentation process, the statement-of-expenditure procedure will 
be used to liquidate and replenish the imprest accounts and reimburse eligible expenditures not 
exceeding $100,000 per individual payment from agroenterprise to supplier or contractor under 
civil works and goods contracts. The payments in excess of the statement-of-expenditure ceiling 
will be reimbursed, liquidated, or replenished based on the full supporting documentation 
process. Finance bureaus will disburse to agroenterprises on a needs basis. The 
agroenterprises will be responsible for repayments to the IAs, and will provide collateral to 
secure loans from their respective implementing agency. The IAs will be responsible for 
repayment to provincial governments. A financial management assessment of MOA and the IAs 
is presented in Supplementary Appendix B. The assessment concludes that they satisfy ADB’s 
financial management requirements for executing and IAs and, as government offices in the 
hierarchy under MOF, they have satisfactory financial management capability. 
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8. Accounting, Auditing, and Reporting 
 
48. MOA and the PMOs involved in project implementation will maintain separate records 
and accounts that identify goods and services from the loan proceeds, financing resources 
received, expenditures incurred, and use of local funds. These accounts will be established and 
maintained in accordance with sound accounting principles and internationally accepted 
accounting standards. The provincial governments will review and consolidate these accounts 
and have them audited annually in accordance with sound accounting practices by the 
Government’s sovereign audit agency or other auditors acceptable to ADB. The audit report will 
include a statement verifying whether or not the funds disbursed by ADB were used for the 
purposes for which they were provided, as well as the auditor’s opinion on the use of the 
imprest accounts and statement-of-expenditure procedures. Copies of the audited accounts and 
auditor’s report will be submitted to ADB within 6 months after the end of each financial year. 
MOA will prepare consolidated semi-annual reports indicating progress made, problems 
encountered during the period, steps taken or proposed to remedy the problems, and a 
proposed program of activities with progress expected for the next reporting period. Within 3 
months of physical completion of the Project, MOA will submit a completion report to ADB that 
describes achievements in relation to the Project’s expected impact, outcome, and outputs. 
Enterprises participating in the Project and in receipt of loan funds will have their accounts 
audited and their financial statements prepared in accordance with international financial 
reporting standards by auditors acceptable to ADB. Enterprises will make their financial 
statements available to the provincial governments within 3 months of the end of each financial 
year. 
 

9. Project Performance Monitoring and Evaluation 
 
49. To monitor the progress of the Project in achieving the planned outcome and outputs, 
MOA and the three provincial executing agencies will develop a project performance 
management system (PPMS) to establish benchmark indicators to assess project performance 
and impact. The PPMS will be designed to permit adequate flexibility to adopt remedial action 
regarding project design, schedules, activities, and development impacts. It will include 
indicators proposed in the design and monitoring framework, and adopt the following agreed 
indicators as a minimum: (i) physical progress of agroenterprise implementation (production 
base and processing capacity expansion); (ii) changes in crop and livestock varieties and yields 
compared with present; (iii) types and application rates of fertilizers and agrochemicals 
compared with present; (iv) increases in farm incomes; (v) reduction in poverty incidence, and 
gender and social development; and (vi) reduction in degraded land. The IAs in consultation 
with each participating agriculture bureau and agroenterprise will develop comprehensive PPMS 
procedures to systematically generate data on inputs and outputs of project activities; and the 
physical, socioeconomic, and environmental indicators to measure project impacts. Within the 
PPMS framework, the IAs will confirm achievable targets, refine monitoring and recording 
arrangements, and establish systems and procedures no later than 6 months after the start of 
the Project. They will be responsible for analyzing and consolidating the reported data through 
the management information system, and for reporting the outcome to ADB through quarterly 
progress reports. 
 

10. Project Review 
 
50. In addition to regular monitoring, the Government and ADB will jointly review project 
performance at least once a year. The review will assess implementation performance and 
achievement of progress toward project outcomes and outputs, financial progress, and issues 
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and constraints affecting implementation. It will include development of a time-bound action plan 
for resolution of issues and constraints. ADB and the Government will undertake a midterm 
review to assess implementation status and take appropriate measures, including modification 
of scope and implementation arrangements, and reallocation of loan proceeds, as appropriate, 
to achieve the Project’s outcomes and impact. 
 

IV. PROJECT BENEFITS, IMPACTS, ASSUMPTIONS, AND RISKS 
 
A. Farm Incomes 
 
51. Farm incomes will increase due to (i) the adoption of improved production technologies, 
including quality seed; shifts in cropping patterns to include high-value crops; judicious use of 
agrochemicals (fertilizers and pesticides); use of organic fertilizers; increase in irrigation 
efficiencies; improved water and soil conservation; and reduction of postharvest losses; and 
(ii) premium prices received from improved quality of outputs. The incremental income flows 
were derived from financial analysis of farm investments, which indicated appreciable returns to 
investment. The value of incremental output was adjusted for the associated costs and 
revenues accruing to households that qualified for a premium on quality. 
 
52. In addition to the qualitative improvements, project beneficiaries will produce additional 
quantities of 100,000 tons (t) of wheat, 80,000 t of wheat products, 10,000 t of corn, 30,000 t of 
cornstarch, 30,000 t of cotton seed and associated products (oil cake and oil), 80,000 t of 
vegetables, 18,000 t of organic vegetables, and 11,000 t of grapes for wine and juices. 
Qualitative improvements will be realized for 80,000 t of fruits, 17,000 t of Chinese dates, 
30,000 t of sweet potatoes, 18,000 t of pepper and garlic, 2,500 t of mushrooms, 540 t of ginko, 
700 t of high-value herbs, 5,000 t each of concentrated soybean proteins and peanut products, 
and 1,000 t of quality vegetable seed. The Project will also support additional production of 
24,000 t of pork, 12,000 t of piglets, 3,000 t of processed beef, 6,000 t of milk, 3,000 t of wool, 
3,000 t of eggs, 2,000 t of honey, and 100,000 t of animal feed. To facilitate production and 
marketing of farm produce, the Project will support the construction of markets and storage 
facilities for about 3,700 t of perishable and semiperishable commodities, and packing materials; 
and 120,000 t of organic fertilizers, farm machines, and tools. 
 
53. At present, about 850,000 farm households are supplying their farm produce to the 
processors and other marketing concerns. With project support, about 600,000 additional farm 
households are expected to benefit with the formalized contract arrangements in terms of 
access to improved production packages, increased productivity, improved quality of output, 
reduced postharvest losses, and assured fair prices. The total value of additional production of 
processed output is estimated as CNY3.2 billion, which will entail an estimated additional 
income of CNY600–CNY700 per year per farm household. 
 
B. Financial Analysis of Agroenterprises 
 
54. The investments by participating enterprises under the Project include establishment, 
modernization, and refurbishment of processing lines; and technical support and services to 
contracted farmers for the supply of improved-quality raw materials. The adoption of farming 
improvements and associated investments by farmers is contingent on access to improved 
inputs, technical and financial support, and assured fair prices. The Project will provide these to 
the contracted farmers under the partnership arrangements through the existing extension 
services and participating enterprises. The contracted farmers will be paid predetermined fair 
prices for the output. Farmers and the enterprises will reasonably share the value added by the 
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Project. Integration of farmers’ inputs with the support services and other investments of 
enterprises will increase benefits to farmers. Considering this feature of the Project, each 
participating agroenterprise's financial internal rate of return (FIRR) is calculated on the basis of 
integrating activities of constructing a processing plant and associated production base, as well 
as providing support services.  
 
55. The FIRRs, computed on an after-tax basis, range from 15% to 22% for the partnerships 
in Henan province, 17% to 25% for the partnerships in Shandong province, and 14% to 25.5% 
for the partnerships in Gansu province. The FIRR results compare favorably with respective 
weighted average costs of capital, estimated in accordance with ADB's Guidelines for the 
Financial Analysis and Management of Projects (2005), using the relative proportions of each 
source in total agroenterprise financing and their relative cost. For agroenterprise equity 
financing, a rate of 12% is assumed. The resulting weighted average cost of capital is 6.72%. 
The analysis suggests that the investments are financially viable.  
 
56. The sensitivity analysis shows that the FIRRs are relatively robust to adverse changes in 
project costs and delays in project implementation. However, the FIRRs show a relatively high 
sensitivity to changes in yields and output prices. Special attention will have to be given to 
factors that may affect yields, and quality of crops and livestock in the project area, such as the 
quality of infrastructure works; maintenance of facilities; and utilization of appropriate crop and 
livestock production techniques, which will be channeled through technical support and farmers 
training in the project area. Strong demand in domestic and international markets suggests that 
the risks of declines in revenues of this magnitude are small. The past performance and existing 
management capacity of the agroenterprises are sufficient to maintain the operating and 
financial efficiencies. Based on projected financial statements over the 20 years of the analysis, 
all agroenterprises satisfy financial performance criteria and have satisfactory debt–equity, debt 
service coverage, current, and quick ratios. The financial analysis is in Appendix 12. 
 
C. Economic Benefits 
 
57. Farm output is expected to increase by 20%–25%. This will be realized through the 
adoption of improved farm technologies and practices that will lead to (i) increased yields of 
grains and cotton; vegetables and fruit crops; and other high-value crops such as condiments, 
herbs, medicinal plants, mushrooms, livestock, dairy, and poultry products; (ii) savings in the 
use of agricultural inputs; and (iii) reduction of postharvest losses. In addition, higher 
productivity will be realized through higher efficiencies from conserved water and soil resources. 
The use of inorganic fertilizer is expected to decrease by 20%–25% and the use of pesticides by 
25%–30%. The use of organic fertilizer is expected to increase by 40%–50%. Overall, net farm 
production costs are expected to increase, given the larger volume of organic fertilizers that will 
be applied. However, this will be offset by increased value of outputs and increased prices for 
high-quality production. 
 
58. The Project will generate both direct and indirect benefits. Direct economic benefits are 
derived from increases in farm productivity and diversification of cropping patterns to higher-
value food, vegetable, and fruit crops; increased livestock products; and increases in the 
production and marketing of processed products. Indirect economic benefits are derived from 
the environmental benefits, which will be realized through improved and increased agricultural 
productivity and farming practices that (i) improve soil nutrition and quality; (ii) reduce wind and 
water erosion of soil, and reduce water runoff; (iii) increase water retention in fragile soil; and 
(iv) reduce soil salinity. 
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59. To estimate the Project’s economic viability, the financial investment costs including 
physical contingencies, were converted to economic costs by adjusting taxes and duties, and 
applying conversion factors to the shares of foreign costs, unskilled and skilled labor, and other 
costs. The resultant values represent the economic capital costs of the Project using the 
domestic price numeraire. All other local currency costs are assumed to equal their economic 
costs, after deducting taxes and duties. The Project’s estimated economic internal rate of return 
aggregated for all the partnerships is about 36.4%, including project management costs. The 
economic internal rates of return for the individual partnerships exceed the economic cost of 
capital, which is assumed to be 12%. Sensitivity analysis indicates that the returns to the overall 
Project, farming operations, and partnerships are generally robust; while the distribution 
analysis shows a balanced distribution of economic and financial net present value between the 
agroenterprises and farmers. The detailed economic analysis is presented in Appendix 12. 
 
D. Environmental Impacts 
 
60. An environmental assessment was conducted in accordance with the PRC’s 
environmental impact assessment system as well as ADB’s Environment Policy (2002). Initial 
and summary environmental examination reports were prepared including environmental 
management plans (Supplementary Appendixes E and F). Benefits to the environment will 
include (i) improved soil nutrition and quality; (ii) reduced water runoff, and wind and water 
erosion of soil; (iii) increased water retention in fragile soil; and (iv) reduced soil salinity. The 
possible adverse environmental impacts will be prevented or minimized to an acceptable level if 
the environmental management plan set out in the initial environmental examination and the 
Government's environmental impact assessments (EIAs) are effectively implemented.  
 
E. Employment 
 
61. Despite the increasing number of rural residents migrating to urban areas for jobs, 
considerable surplus labor exists in the project area. Rural underemployment in the three 
project provinces is high, estimated at 27 million (3.7 million in Gansu, 13.1 million in Henan, 
and 10.2 million in Shandong). Off-farm income accounts for 40% of per capita net income and 
is increasingly important with more than 25% of rural laborers not fully employed in farming. 
With the Project, a total of about 128,000 households in Gansu, 218,000 in Henan, and 254,000 
in Shandong will be engaged in improvements and expansion of farm production bases. This 
amounts to about 2.4 million rural residents. Females comprise about 50% of the population in 
the project area. The Project is expected to generate a total of about 34,200 new jobs in the 
agroenterprises. Currently, more than 40% of employees working in agroprocessing are female, 
and the ratio may increase with the Project as agroprocessors state that women are preferred 
as they tend to maintain product quality standards better than men. 
 
F. Poverty Impact 
 
62. The project area covers 27 counties, cities, and districts in three provinces. In 2006, the 
average farm income in the project area was CNY2,247, 63% of the national average of 
CNY3,587. Institutional constraints (farmer fragmentation and lack of bargaining power) mean 
rising grain prices benefit grain dealers more than farmers, who also face rising farm input costs 
and continuing land degradation. Poverty in the project area is high (27%, including 39% in 
Henan, 21% in Shandong, and 20% in Gansu), and 6% of residents live in absolute poverty 
qualifying for minimum living guarantee payments from the Government. Rural 
underemployment is high. Off-farm income accounts for 40% of per capita net income and is 
increasingly important. The rural–urban income ratio was about 35:65 in 2006 and the gap is 
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expected to widen. With the Project, a total of about 600,000 farm households and about 34,200 
newly employed agroprocessing workers will directly benefit. With few assets and average farm 
size of only about 0.28 ha, farmers are highly vulnerable to the impacts of land degradation and 
natural or economic shocks, and have little or no ability to cope with the costs and risks of 
changing to more sustainable farming practices. They have little ability to negotiate, either in 
terms of prices paid for inputs or produce prices on the open market. Strengthening vertical 
relationships between agroenterprises and farmers can improve farmers’ access to higher-value 
markets, technologies, and employment opportunities; and improve transfer efficiencies, supply 
security, and quality control for the enterprise. The per capita income of the project beneficiaries 
is expected to increase by CNY122–CNY2,190 per year depending on the nature of the 
partnership with the agroenterprise. Agroprocessing workers on average earn more than 
CNY6,000 per year. On average, real per capita income of the participating households will 
increase by about 25%, moving poor households out of poverty and reducing their risk of sliding 
back into poverty. A summary poverty reduction and social strategy is presented in Appendix 13. 
 
63. Of the 27 project counties, cities, and districts one county—Zhangjiachuan—is a Hui 
autonomous county. In fact, Hui minority members make up 70% of the population. To ensure 
that the Hui benefit from the Project, three existing enterprises were selected in the county 
under one partnership. All three enterprises are owned by Hui and about 70% of the existing 
contracted farmers are Hui. An additional 6,000 farm households will benefit from the expansion 
of these three enterprises. For Zhangjiachuan County, MOA and the implementing agency have 
agreed to encourage the contracting of Hui households, especially the poor and women, and 
will monitor progress and report the results to ADB. 
 
G. Gender and Development 
 
64. Women in the project area undertake a greater share of farming work than men, both as 
laborers and farm owners, as men have higher rates (10%–20%) of seasonal migration 
compared to women (3%–9%). However, women tend to lag men in terms of (i) education;  
(ii) direct access to farm inputs, new technologies, and skills; and (iii) representation and 
decision-making roles in public affairs. Project activities will ensure that project benefits accrue 
equitably to men and women by (i) ensuring equitable access to technology, advice and training, 
information, markets, and employment in agroenterprises and farm production; (ii) ensuring 
women’s representation in project management, advisory services, and farmers groups; and  
(iii) strengthening collaboration between project management and relevant organizations, such 
as local branches of the All-China Women’s Federation and local poverty reduction offices, and 
learn from their experiences in the field. A gender action plan is in Appendix 14. 
 
H. Resettlement  
 
65. The Project does not require any land acquisition or involuntary resettlement. All 
production expansion will be on existing farm and agroenterprise land. In addition, ethnic 
minorities make up less than 1% of the target population and the Project will benefit them. No 
adverse effects are expected on their livelihoods or cultural heritage. 
 
I. Risks and Mitigation Measures 
 
66. The repayment risk will be shared by the provincial governments, participating city and 
county governments, and enterprises. The local governments guarantee the repayment of 
disbursed loan funds. In the case of repayment default, the provincial governments agree to 
deduct amounts due from the public budgets of the city and county governments. As a result, 
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the local governments have a strong incentive to partner with successful private commercial 
agricultural companies to channel inputs to the farmers and link farmers’ outputs to the market. 
To mitigate the risk of crop losses due to climate change and other natural disasters, the 
provincial governments will design and implement agricultural insurance schemes to provide 
needed compensation to the participating farmers against crop losses due to natural disasters. 
Gansu, Henan, and Shandong provinces will implement the risk mitigation schemes in 
accordance with ongoing schemes in Henan province being assisted by ADB TA.20 
 
67. Financial risks associated with the participating enterprises have been substantially 
mitigated through the stringent selection of the participating enterprises. The financial 
management assessment, financial analysis and projections, and other due diligence review 
complement the risk mitigation efforts. Financial projections for the participating enterprises 
indicate that except for the initial 1–3 years when the processing capacity will not be fully 
established due to project construction, these participating enterprises will be able to satisfy all 
key financial performance ratios, which are comparable with market leaders in the PRC. As one 
of the assurances, these ratios will be covenanted in the legal document. In addition, the 
participating enterprises will be prohibited from declaring a dividend if such payment would 
cause the covenanted ratios to fall below the specified minimum values.  
 
68. The financial management assessment indicates that the local governments have 
accumulated considerable experience from ADB- and World Bank-financed projects and are 
familiar with ADB’s requirements for the preparation and processing of withdrawal applications 
and financial management of ADB-financed projects. The financial management systems of the 
participating enterprises meet the requirements for undertaking their respective activities. 
Project implementation will involve training and capacity improvement activities. Mitigation 
measures are designed to strengthen financial management capacity and mitigate residual 
control risks, and include (i) recruitment of well-trained project management and accounting 
staff, (ii) preparation of a project financial management manual, (iii) well-designed and focused 
training by ADB’s resident mission, (iv) establishment of a management information system to 
monitor the execution of contract farming, and (v) strengthening of the control and accountability 
mechanism.  
 
69. The major impetus for the adoption of improved farm technologies and cultivation 
practices will be the provision of incentives for farmers in the form of secure market outlets and 
prices. The same is true for the output from agroenterprise processing plants. Market analysis 
indicates that the market share obtained by Chinese exporters will continue to grow. However, a 
number of related factors pose a risk in this respect: (i) Chinese processed food products must 
continue to satisfy market preferences, and comply with national and international quality 
standards; (ii) demand may be negatively impacted if Chinese agricultural imports in major 
markets fail to meet international quality and safety standards; (iii) importing countries may 
impose adverse trade measures against Chinese products; and (iv) appreciation of the yuan 
may increase the cost of Chinese exports compared to those of competitors. The Project is 
designed to mitigate these risks to the extent possible by including agroenterprises that have an 
established record of supplying products that meet stringent international standards. In addition, 
during implementation, agroenterprises and project agencies will promote improvement of farm 
cultivation and product quality standards including, for example, collaboration with ChinaGAP 
and other standards agencies to facilitate raw material traceability and enhance quality. 
 
 
                                                 
20 ADB. 2007. Technical Assistance to the People’s Republic of China for Strengthening the Capacity of the 

Sanmenxia Municipal Government in Strategic Planning and Management. Manila. 
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V. ASSURANCES AND CONDITION 
 
A. Specific Assurances 
 
70. In addition to the standard assurances, the Government and the provincial governments 
have given the following assurances, which are incorporated in the legal documents: 
 

(i) Counterpart financing. The Government will cause the provincial governments 
to ensure that (a) all domestic financing necessary for the Project is provided in a 
timely manner, and (b) additional counterpart financing is provided in the event of 
any shortfall of funds or cost overruns to complete the Project. 

 
(ii) Change of ownership. In the event that (a) any change in ownership of the 

project facilities; or (b) any sale, transfer, or assignment of the shares of any 
implementing agency and participating enterprises is anticipated, the 
Government will cause the provincial governments and the concerned 
implementing agency to consult with ADB at least 6 months prior to the 
implementation of such change. The Government will cause the provincial 
governments and the concerned implementing agency to ensure that such 
change is carried out in a lawful and transparent manner. 

 
(iii) Financial ratios. The provincial governments, through concerned county 

governments, will ensure that each participating enterprise maintains the 
following ratios: (a) debt–equity ratio—not more than 1.5, (b) debt service ratio—
not less than 1.5, and (c) current ratio—not less than 1.5. 

 
(iv) Warranties and representations. The provincial governments will ensure that 

each participating enterprise will warrant and represent that (a) it is a company 
legally incorporated under the PRC Company Law; (b) it is authorized to borrow 
funds under the Project; (c) the financial statements within 3 months of the end of 
each financial year provided to provincial governments were prepared in 
accordance with the accounting principles as required by the PRC Accounting 
Law; (d) it is not engaged in any litigation, arbitration, or administrative 
proceedings; and (e) it has no outstanding lien on any of its assets or the assets 
provided as security for borrowing funds. 

 
(v) Risk mitigation. The provincial governments will continue implementing 

agricultural risk mitigation measures to assist farmers participating in the Project 
in the event of natural disasters through provision of compensation, training, and 
services.  

 
(vi) Environmental and social safeguards. The provincial governments, IAs, and 

participating enterprises will ensure that the implementation procedures 
(including prior ADB approval requirements) agreed upon with ADB are followed 
including environmental and social safeguard requirements in the Government's 
EIAs.  

 
(vii) The provincial governments, IAs, and participating enterprises will ensure that 

civil works contractor specifications include (a) provisions relating to the 
environment including obligating contractors to carry out the mitigating and 
monitoring measures specified in the relevant government EIA, and (b) 
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requirement for contractors to estimate costs for all such mitigating and 
monitoring measures. 

 
(viii) The provincial governments, IAs, and participating enterprises will ensure that 

the activities do not result in involuntary resettlement, and any land acquisition 
that may be required is adequately compensated in line with a resettlement plan 
prepared in accordance with applicable PRC laws and regulations, and ADB’s 
Involuntary Resettlement Policy (1995). 

 
(ix) The provincial governments and IAs will cause the participating enterprises and 

farmers to operate, maintain, and monitor all project facilities—including water 
treatment plants and associated pipelines, wastewater treatment plants, 
wastewater collection systems, and solid waste systems—in strict conformity with 
(a) all applicable laws and regulations including national and local regulations 
and standards for environmental protection, health, labor, and occupational 
safety; (b) ADB’s Environment Policy (2002); and (c) the environmental mitigating 
and monitoring measures detailed in the applicable government EIAs. 

 
(x) The provincial governments will cause IAs and participating enterprises to ensure 

that annual environmental reports are submitted to ADB, commencing from the 
start of project implementation until 1 year after the commencement of operation 
of the project facilities. The reports will include (a) progress made on mitigating 
measures and monitoring; (b) problems encountered; (c) data collected; (d) a 
corrective action plan if any violation of the initial environmental examination or 
government’s environmental laws, regulations, standards, rules, policies, or 
guidelines shall have occurred; (e) records of monitoring and mitigating 
measures; (f) comments on institutional capacity to manage the Project’s 
environmental activities within the provincial governments, the IAs, environmental 
protection bureaus, and participating enterprises; and (g) recommendations to 
address any institutional capacity challenges. 

 
(xi) The provincial governments will cause IAs and participating enterprises to ensure 

that written justification is provided to ADB for any proposed changes to the 
mitigation measures specified in the EIAs, which are required during the design, 
construction, operation, and maintenance stages of the Project. Written 
justification shall be provided within 60 days if any changes to the EIAs have to 
be implemented for safety or emergency reasons. 

 
(xii) The provincial governments will cause IAs and participating enterprises to ensure 

that project benefits accrue equitably to men and women by (a) ensuring 
equitable access to technology, advice and training, information, markets, and 
employment in both agroenterprises and farm production; (b) ensuring women’s 
representation in project management, in advisory services, and in farmers 
groups; (c) strengthening collaboration between project management and 
relevant organizations; and (d) ensuring implementation of the gender action 
plan. 

 
(xiii) The Gansu provincial government will cause the Zhangjiachuan county 

government to (i) encourage the contracting of Hui households, especially the 
poor and women; and (ii) monitor the progress and report the results to ADB. 
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B. Condition for Disbursement  
 
71. A condition for disbursement of the loan proceeds for the ultimate benefit of any activity 
requires that the Government certifies, in form and substance acceptable to ADB, that (i) the 
relevant IA and relevant participating enterprise have executed and delivered the onlending 
agreement related to such activity, and (ii) such onlending agreement includes terms and 
conditions as are required in the Loan Agreement and has become effective and binding upon 
the parties thereto in accordance with its terms. 

 
VI. RECOMMENDATION 

 
72. I am satisfied that the proposed loan would comply with the Articles of Agreement of the 
Asian Development Bank (ADB) and, acting in the absence of the President, under the 
provisions of Article 35.1 of the Articles of Agreement of ADB, I recommend that the Board 
approve 
 

(i) the loan of $83,000,000 to the People's Republic of China for the Dryland 
Sustainable Agriculture Project from ADB’s ordinary capital resources, with 
interest to be determined in accordance with ADB’s London interbank offered 
rate (LIBOR)-based lending facility; a term of 25 years, including a grace period 
of 5 years; and such other terms and conditions as are substantially in 
accordance with those set forth in the Loan and Project Agreements presented to 
the Board; and 

(ii) the administration of a grant not exceeding the equivalent of $350,000 to the 
People’s Republic of China for the Dryland Sustainable Agriculture Project to be 
provided by the Spanish Cooperation Fund for Technical Assistance. 

 

 C. Lawrence Greenwood, Jr.  
 Vice President, Operations 2 
3 November 2008 
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DESIGN AND MONITORING FRAMEWORK 
 
 

 
Design Summary 

Performance 
Targets/Indicators 

Data Sources/Reporting 
Mechanisms  

Assumptions  
And Risks  

Impact 
 
Reduced rural poverty in 
Gansu, Henan, and 
Shandong provinces with 
increased incomes and 
livelihood opportunities 
from sustainable use of 
land and water resources 

 
 
• Average per capita net 

income of beneficiary 
farmers increased by 5% 
per year from 2015 
onward 

• Number of poor people in 
the project area reduced 
from 538,000 in 2006 to 
404,000 by 2020; and in 
provincial project areas 
from 132,000 to 110,000 
in Gansu, from 354,000 to 
284,000 in Henan, and 
from 52,000 to 10,000 in 
Shandong 

 

 
 
• 11th and 12th FYPs 

reported achievements 
and future FYP 
directions and 
priorities 

• Provincial and county 
yearbooks and reports 

• Project benefit 
monitoring reports 

• Project review 
missions, completion, 
and evaluation reports 

Assumptions 
 
• Effective monitoring 

ensures that enterprises 
successfully implement 
the activities and sustain 
benefits. 

 
Risks 
 
• Rapid economic growth 

dominates priorities and 
pollutes landscape. 

 

Outcome 
 
Increased agricultural 
productivity through 
adoption of sustainable 
farming practices in the 
project area 

 
 
• Off-farm employment 

increased by about 
34,000 by 2013 

• Average household 
income from farming 
increased by CNY1,000 
by 2013 

• Farmland degradation 
reduced by 10% per year 
over the project period 

• Soil quality (increased 
organic matter and 
fertility) improves by 
10%–15% by 2013 

• Incremental value-added 
products from 
agroenterprises not less 
than 500,000 t per year 
by 2013 (50,000 t in 
Gansu, 300,000 t in 
Henan, and 150,000 t in 
Shandong) 

  

 
 
• 11th FYP 

achievements and 
future directions and 
priorities 

• Provincial and county 
yearbooks and reports 

• Agriculture bureau 
reports 

• Enterprise annual 
reports and audited 
accounts 

• Project benefit 
monitoring reports 

• Project review mission, 
completion, and 
evaluation reports 

• Provincial and county 
soil bureaus’ 
consolidated annual 
reports of soil analysis 
of representative farms 

Assumptions 
 
• Prices encourage viable 

adoption of sustainable 
practices. 

• Access to finance and 
support services is 
adequate. 

 
 Risks 
 
• Natural disasters, 

particularly droughts, 
and erosion events are 
not effectively mitigated. 
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Design Summary 

Performance 
Targets/Indicators 

Data Sources/Reporting 
Mechanisms  

Assumptions  
And Risks  

Outputs 
1. Agroenterprise and 
Farm Partnership 
Improvements 
 
a. Enhanced 
agricultural production 
 
 
 
 
 
 
 
 
 
 
 
 
 
b. Private support 
services to farmers 

 
• At least 29 partnerships 

operating profitably in 
financially sound positions 
by 2013 (including about 
7 in Gansu, 12 in Henan, 
and 10 in Shandong), and 
confirmed to use 
environmentally 
sustainable farming and 
industrial technologies 

• At least 600,000 farm 
households (about 
128,000 in Gansu, 
218,000 in Henan, and 
254,000 in Shandong) 
and processing workers 
benefiting directly from 
the partnerships by 2013 

• At least three new 
extension and technology 
transfer centers 
established in Henan, and 
supporting appropriate 
farming systems by 2011 

• At least two organic 
fertilizer blending facilities 
established or expanded 
in Henan and Shandong, 
operating in a financially 
and environmentally 
sustainable manner by 
2010 

• At least one expanded 
farm machinery plant and 
30 service stations 
established in Henan by 
2011 

• At least one seed 
production center 
established and in 
operation in Shandong by 
2011 

• At least three agricultural 
information centers 
operating in Henan and 
Shandong by 2011 

• At least one new 
agricultural product 
quality testing center 
established and operating 
in Henan by 2012 

• At least four expanded 
wholesale fruit and 
vegetable markets 
established and operating 
in Gansu and Henan by 
2011 

• At least four farmer 
associations expanded in 

 
• Provincial and county 

yearbooks and reports 
• Agriculture bureau 

reports 
• Project performance 

management system 
• Project review 

missions and 
completion report 

• Provincial project 
management office 
certification of 
implementation of 
sustainable farming 

• Financial statements 
of enterprises and 
commercial production 
bases 

Assumptions 
• Sound corporate 

governance and legality 
of contractual 
arrangements continue. 

• Farmers are able to 
access required support 
services including 
finance, and able to 
supply raw materials. 

 
Risks 
• Enterprises fail to make 

timely repayments of 
loan principal and 
interest amounts. 

• County financial 
management expertise 
is adequate to 
administer loan 
disbursements and 
recoveries. 

• Quality and safety 
standards of food 
products may not be 
adequate to meet 
domestic and 
international market 
standards. 

• Prices change such that 
local farmers and/or 
enterprises are no 
longer competitive. 

• Natural disasters 
seriously disrupt supply 
of raw materials. 
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Design Summary 

Performance 
Targets/Indicators 

Data Sources/Reporting 
Mechanisms  

Assumptions  
And Risks  

Henan and Shandong by 
2012 

2. Project Support and 
Management 
a. Public sector support 
to farmers 
 
 
 
 
 
 
 
b. Demonstration of 
sustainable farming 
practices 
 
 
 
c. Project management 
 

 
• Training to cover about 

66,200 farm households, 
with up to 80,000 farmers 
trained annually during 
2011–2013 

• National, provincial, and 
county governments 
provide risk mitigation 
support to farmers in the 
event of natural disasters 

• About 500 farmers trained 
in sustainable farming 
practices that address 
land degradation and 
water conservation using 
Spanish Cooperation 
Fund for Technical 
Assistance 

• PMOs established and 
operating in each 
province and county 

• Project performance and 
monitoring system 
operating effectively 

• Activities prepared, 
reviewed, and approved 
consistent with criteria 

 

 
• Provincial and county 

yearbooks and reports 
• Agriculture bureau 

reports 
• PMO benefit 

monitoring reports 
• Project review 

missions and 
completion report 

• PMO monitoring and 
certification of 
implementation of 
sustainable farming 

• PMO monitoring 
• Financial statements 

of enterprises and 
commercial farms 

Assumptions 
• Enterprises provide 

adequate capacity and 
budget to provide 
support services. 

• Support services 
existing in some project 
areas can be replicated 
in remaining areas. 

 
 

Activities with Milestones 
Output 1: Agroenterprise and Farm Partnership Improvements 

• Commence physical implementation of partnerships before 1 Feb 2009. 
• Prepare partnership and approval process ongoing to completion by  

31 Dec 2013. 
• Complete financing agreements for first approved partnerships by 31 Dec 

2008 and complete commitment of all loan funds by 31 Dec 2013. 
• Private agroenterprises provide support services to farmers to completion 

by 31 Dec 2013. 
 
Output 2: Project Support and Management 

• Commence physical implementation of public sector provided support 
services before 1 Feb 2009. 

• Provide necessary strengthening of provincial and county PMOs before 31 
Dec 2009. 

• Prepare support services and approval process ongoing to completion by 
31 Dec 2013. 

• Complete financing agreements for first approved activities by mid-2009 
and complete commitment of all loan funds by 31 Dec 2013. 

• Operate PMOs until project completion. 

Inputs ($ million) 
 ADB loan: 83.00 
 Spanish Cooperation Fund 

for TA: 0.35 
 Government: 0.90 
 Local Government:  9.01 
 Enterprises: 97.83 
 Farmers: 13.60 
 Total Financing: 204.69 
 
Works 74.07 
Goods 77.65 
Start-up costs 28.08 
Consulting services 0.50 
Total Base Cost 180.30 
 
Contingencies 10.87 
Financing charges 13.52 
 

FYP = Five-Year Plan, PMO = project management office, TA = technical assistance. 
Source: Feasibility Study Report. 
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SECTOR ANALYSIS 
 

A. Agriculture Sector Issues 
 

1. Sector Policy 
 
1. Government policy to develop the sector is described in the New Socialist Countryside 
Policy1 and the 11th Five-Year Plan (2006–2010). Objectives include improving farm and off-
farm income opportunities, increasing grain production, developing agribusinesses and farmer 
organizations, and adopting standards and capacity to address environmental issues.2 Growth 
in agroenterprises provides opportunities for people to leave farming and enter off-farm 
employment, facilitating more sustainable farm structure and practices by reducing population 
pressure on the land. Higher-quality products require supply-side strengthening, providing 
efficiency gains and improving prices to farmers through better coordination with enterprises, 
agents, support services, and access to financial resources. 
 

2. Agricultural Finance 
 
2. Project area agribusinesses need financing to develop processing and increase raw 
material supply. The Agricultural Development Bank of China provides agricultural enterprises 
with overdrafts or similar short-term funds suited for seasonal working capital but not for long-
term working capital and fixed assets. Lending in rural areas is a low priority for banks as they 
undergo reform and serve the more readily accessible urban markets, which require a smaller 
investment in branches compared to the customer base. A successful approach is to provide 
credit through district offices of the provincial financial bureaus to farmers who are linked to 
agroenterprises or farmer organizations with marketing contracts. 3  The county or district 
financial bureau takes responsibility for ensuring repayment of loans to selected small farmer 
groups, which provide joint security and liability. However, use of financial bureaus is a stopgap, 
which does not address the fundamental market failure. 
 

3. Agriculture and Land Degradation 
 
3. Predominant farming systems involve wheat, corn, and livestock on very small and often 
fragmented plots, with minor higher-value crops such as vegetables and fruit. Demand for crop 
residues for fuel and fodder means the return to the soil is not sufficient to control erosion and 
maintain fertility. Several aspects of land degradation are highly visible and well-recognized 
such as (i) deeply gullied slopes, (ii) river sediment and dust storms, and (iii) increasing 
desertification. Large erosion gullies not only cause problems in terms of soil loss and land 
movement, but also divide fields into small units, difficult to access by farm machinery. 
Traditional removal of crop residue and inappropriate cultivation reduce soil organic matter and 
increase erosion of the most fertile surface soil. Surveys showed soil organic matter is less than 
1%, compared to the recommended 10%.4 This leads to poor fertility and soil structure, a need 
for higher fertilizer rates, decreased water infiltration, greater water runoff and erosion, and poor 
crop emergence thereby damaging soil and reducing water availability. A solution requires 
building farmers’ awareness and knowledge of sustainable agricultural practices, services for 
fertilizer recommendations based on soil analysis, access to conservation agriculture 

                                                 
1 Communist Party of China Central Committee. 2006. New Socialist Countryside Policy. Document No. 1. Beijing. 
2 Gale, F., B. Lohmar, F. Tuan. 2005. China’s New Farm Subsidies. Electronic Outlook Report from the 
 Economic Research Service. February (WRS-05-01). 
3 World Bank biogas project, currently being implemented in Gansu province. 
4 Food and Agriculture Organization. World Agriculture Information Center. http://www.fao.org/waicent (accessed 15 

March 2008).  
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machinery, water conservation technology, and opportunities to change from grains to 
alternative crops. 
 
B. Project Area  
 
4. The project area consists of poor rural townships5 of three provinces in a transitional 
zone along the Yellow River—Gansu in the eroded western loess plateau, Henan in the central 
region, and Shandong in the northeastern plains. The traditional rain-fed wheat and corn 
cropping system is dominant on both flatland and terraced hillsides; and the fragile nature of the 
soil,6 deforestation, overgrazing, and removal of crop residues for fuel and fodder have resulted 
in the project area being some of the most degraded land in the country. Poverty in the project 
area is high (27%), 6% of residents live in absolute poverty, qualifying for minimum living 
guarantee payments from the government. Rural underemployment is high. The rural–urban 
income ratio was about 35:65 in 2006 and the gap is expected to widen. Poverty and land data 
for the project area is show in Table A2. 
 

Table A2: Poverty and Land Data for the Project Area 
Project Area Gansu Henan Shandong Total 
Population 2,168,700     3,931,300  2,108,500      8,208,500     
Population in poverty  432,000 1,543,600 432,900 2,408,500     
Poverty population (%) 20.0 39.0 21.0 27.0
Project area in absolute poverty (%) 6.1 9.0 2.5 5.9
Average farmer income per year (CNY) 1,664     2,805  2,271 2,247     
Arable land (hectare) 281,305 328,200 201,442 810,947 
Arable land classified as degraded (%) 60 36 25 40 

    Source: Provincial project management offices, township statistics.  
 
C. Agricultural Production 
 
5. Generally, production systems are labor-intensive with a high proportion of skilled 
laborers required. Harvesting, grading, packing, and storage costs account for 65%–70% of all 
production costs. The use of other inputs varies; for example, access to irrigation depends on 
location, with supplementary irrigation not available in some areas. When combined with 
measured fertilizer application, supplementary irrigation reduces negative environmental 
impacts, and can increase yields by 15%–20%. Water-saving flood irrigation, water-saving canal 
irrigation, and basin irrigation can save 50%–80% of water compared with flood irrigation, which 
is the main method used at present. Basin irrigation uses approximately one-fifth as much as 
other water-saving methods, and one sixth as much as flood irrigation.  
 
6. Fertilizer use is based on a variety of application methods and rates. Farmers use both 
single nutrient and compound fertilizers, but fertilizer application is not based on scientific soil 
and leaf analyses. Experience in the People’s Republic of China (PRC) indicates that fertilizer 
application based on the results of soil analysis can reduce fertilizer use by up to 30%, while 
increasing fertilizer efficacy by 5%–10%. The use of organic fertilizer can reduce the use of 
inorganic fertilizer by 30%–50%, with beneficial environmental effects. However, almost all 
farmland within the project area is currently fertilized using chemical and compound fertilizers. 
Agroenterprises typically inspect the crops grown for quality and safety safeguards, and provide 
free testing. 
 

                                                 
5 Township is the administrative unit that is more representative of the project area than larger county or provincial 

boundaries. 
6 Windblown dust (loess) from ice age erosion of the Tibetan Plateau deposited a deep, weakly structured, and 

erosion-prone soil over much of the northern parts of the country. 
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7. In recent years, the PRC's reputation in maintaining food quality and safety standards 
has frequently been called into question. During the first 4 months of 2007, for example, some 
300 Chinese food shipments were stopped by the United States Food and Drug Administration. 
To address these concerns, the PRC initiated ChinaGAP, a program to promote good 
agricultural practices. ChinaGAP was launched in April 2006 and will eventually match 
standards laid down for certified producers supplying European markets (GLOBALGAP).7 The 
ChinaGAP pilot program covers 14 provinces including Henan.  
 
D. Agroenterprises and Farmers 
 

1. Contract Farming  
 
8. Millions of very small-scale farm households in the PRC are unable to compete—to 
respond to changes in domestic demand and withstand pressure from international markets—
without changing their production and trading structures. Evidence from the PRC and elsewhere 
indicates a need to strengthen processor–farmer linkages through contracts, alliances, and 
other relationships.8 Contract farming offers a means to efficiently connect small-scale farmers 
and large-scale food processing firms.  
 
9. Contract farming in the PRC has grown rapidly over the past 10 years. Initially, contract 
farming developed in the economically advanced coastal provinces. Now, it is spreading rapidly 
into underdeveloped areas of the central and western PRC. The agribusiness model has proven 
potential to improve farm incomes.9 Driven by their need for quality standardized raw materials, 
and efficient and more secure supply chains, firms contract farmers to join them in production 
systems that often involve the transfer of new technology, training and technical assistance, 
credit for inputs, and access to new and higher-value markets. Surveys found that farmers 
identify price stability and market access as key advantages to contracts, while firms consider 
improved product quality the critical incentive to exercise contracts. 
 
10. Assessment of contracts and discussion with farmers and enterprises during project 
preparation found that, in general, contract performance is dependent on the contract being 
clear enough to ensure mutual understanding by each party of contract specifications. In the 
project area, the district department of commerce provides protection for both parties 
implementing a contract on three levels (i) firms must submit contract forms for assessment and 
preapproval prior to signing by farmers; (ii) copies of preapproved contracts signed by farmers 
and enterprises are lodged with the department, which confirms any individual variations to the 
preapproved form; and (iii) any dispute is arbitrated by the department. 
 
11. A recent survey of more than 1,000 farmers found only 20% had written contracts with 
agroenterprises, but that 76% of farmers would like to be involved in contract farming if they 
were offered the opportunity (footnote 9). Of those farmers with contracts, most (60%) had 
never had a conflict with the other party in their contract; 35% had infrequent conflict about price 
and quality, which was resolved by negotiation between farmer and processor; and only 2% 
were resolved in court. Contracts were written or verbal. Verbal contracts are used primarily by 
agents and written contracts are used by firms. Verbal contracts tend to be in mature industries, 
such as beef, where price determinants are commonly understood and a historical relationship 

                                                 
7 Due to its expanding international role in establishing good agricultural practices, EurepGAP announced the change 

in its title and logo to GLOBALGAP in September 2007. 
8 Da Silva, Carlos. 2005. The Growing Role of Contract Farming in Agri-Food Systems Development. Rome: Food 
 and Agriculture Organization. 
9 Hongdong Guo, Robert W. Jolly, and Jianhua Zhu. 2005. Contract Farming in China: Supply Chain or Ball and 

Chain? Hampshire: Palgrove Macmillon. 
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exists either directly or through agents. Firms prefer written contracts that clearly specify rights 
and responsibilities for both parties and are common in new industries such as for processing 
crops where quality specifications and standardized practices are required for processing 
systems and standards certification. Project support to agroenterprises will provide smallholder 
farmers the contract opportunities they want and need to continue their livelihoods.  
 

2. The Dragon-Head Model 
 
12. Since the 1990s, the Government developed a particular variant of the vertically 
integrated contract farming model, which is generally referred to as “dragon head.” In this 
model, the largest and strongest agribusiness enterprises are given support to accelerate 
development of sustainable commercial partnerships between the enterprise and farmers. ADB 
has supported this model in a series of projects since 199510 and it is now a well-established 
and demonstrated variant of the vertically integrated contract farming model. This state and 
provincial status entitles the firm to reduced taxes and other benefits. In exchange for their role 
in rural development, the dragon-head firms receive support from all levels of government and, 
since 2002, financing from the Agricultural Development Bank of China. Criteria for the award 
include economic strength, operating scale, technology and management, and potential to 
improve farm incomes (footnote 9). Smaller enterprises can avail of local privileges but do not 
have access to development funds. 
 
13. At present, eight agroenterprises in the project area are designated as dragon-head 
size, although most conform to the vertically integrated model including a few hundred 
agroenterprises certified to specific standards. The benefits of the contract farming model—
minimizing transaction costs in light of uncertainty, asset specificity, and market failures in 
changing food systems—is the commercial rationale for farmers and agroenterprises to 
strengthen their vertical integration. Evidence of socioeconomic benefits from the PRC and 
elsewhere provides a strong development rationale strengthening processor–farmer linkages 
through contracts and other forms of vertical integration (footnotes 8 and 9). 
 
14. Only three enterprises (9%) meet the national requirements for their region (mostly in 
Henan, which targeted larger enterprises) and only four enterprises (14%) can meet the 
provincial criteria (mostly in Gansu province, which has the lowest size criteria). An additional 
province (5%) could meet the local municipal criteria.11 Return on assets would exclude a few. 
Each enterprise meets the project financial criteria 12 but government dragon-head criteria are 
even stricter. Overall, 77% of sponsors do not meet national or provincial dragon-head criteria, 
and 71% are unable to meet even the municipal criteria in terms of size. Despite their inability to 
meet the requirements, the agroenterprises provide contract support and market access to 
about 850,000 farm households and more than 2 million family members.  

                                                 
10 The dragon-head concept was significantly developed in ADB. 1995. Report and Recommendation of the President 

to the Board of Directors on a Proposed Loan and Technical Grants to the People’s Republic of China for the 
Fujian Soil Conservation and Rural Development Project. Manila (Loan 1386-PRC, $65 million), replicated in ADB. 
2004. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the People’s 
Republic of China for the Fujian Soil Conservation and Rural Development II Project. (Loan 2082-PRC, $80 
million), and again in ADB. 2007. Report and Recommendation of the President to the Board of Directors on a 
Proposed Loan and Technical Assistance Grant to the People’s Republic of China for the Henan Sustainable 
Agriculture and Productivity Improvement Project. (Loan 2395-PRC, $66.7 million). 

11 In Gansu, the municipal criteria are no less strict than the provincial criteria, so all are counted as provincial dragon 
heads. 

12 The selection criteria are given in Appendix 5 and are consistent with other ADB projects. 
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PROBLEM TREE ANALYSIS 

    Legend: 
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Coordination 

Source: Asian Development Bank . 
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EXTERNAL ASSISTANCE 
 

Source Project Title Year 
Amount 
($ million) 

    
Hexian Pulp Mill 1988 49.60 Asian 

Development 
Bank 

Agricultural Bank of China 1990 50.00 

 Guangdong Tropical Crops Development 1992 55.00 
 Yunnan–Simao Forestation and Sustainable 

Wood Utilization 
1994 77.00 

 Second Agricultural Bank of China 1995 100.00 
 Hainan Agriculture and Natural Resources 

Development 
1995 53.00 

 Fujian Soil Conservation and Rural 
Development 

1995 65.00 

 Northeast Flood Damage Rehabilitation: Inner 
Mongolia Autonomous Region 

1999 110.00 

 Northeast Flood Damage Rehabilitation: 
Heilongjiang Province 

1999 110.00 

 Northeast Flood Damage Rehabilitation: Jilin 
Province 

1999 110.00 

 West Henan Agriculture Development 2001 69.23 
 Yellow River Flood Management 2001 150.00 
 Songhua River Flood Control Management 

Sector 
2002 150.00 

 Efficient Utilization of Agricultural Wastes 
(4 provinces) 

2002 33.12 

 Fujian Soil Conservation and Rural 
Development II 

2004 80.00 

 Sanjiang Plain Wetlands Protection 2005 15.00 
 Henan Sustainable Agriculture and 

Productivity Improvement  
2007 66.55 

 Integrated Ecosystem and Water Resources 
Management in the Baiyangdian Basin 

2008 100.00 

 Ningxia Integrated Ecosystem and Agricultural 
Development 

2008 100.00 

      Total  1,573.50 
    

World Bank Heilongjiang Land Reclamation 1983 80.00 
 Northern Irrigation 1988 103.00 
 Shaanxi Agricultural Development 1989 106.00 
 Shandong Agricultural Development 1989 109.00 
 Jiangxi Agricultural Development 1990 60.00 
 Mid Yangtze Agricultural Development 1990 64.00 
 Hebei Agricultural Development 1990 150.00 
 Rural Credit 1990 275.00 
 National Afforestation 1990 300.00 
 Henan Agriculture Development 1991 110.00 
 Guangdong Agricultural Development 1991 162.00 
 Irrigated Agriculture Intensification 1991 335.00 
 Sichuan Agricultural Development 1992 147.00 
 Agricultural Support Services (10 provinces) 1993 115.00 
 Grain Distribution and Marketing 1993 490.00 
 Loess Plateau Watershed Rehabilitation 1994 150.00 
 Second Red Soils Area Development 1994 150.00 
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Source Project Title Year 
Amount 
($ million) 

 Forest Resource Development and Protection 1994 200.00 
 Songliao Plain Agricultural Development 1994 205.00 
 Yangtze Basin Water Resources 1995 210.00 
 Animal Feed 1996 150.00 
 Heilongjiang Agricultural Development 1997 120.00 
 Sustainable Coastal Resource Development 1998 100.00 
 Forestry Development in Poor Areas 1998 200.00 
 Irrigated Agriculture Intensification II 1998 300.00 
 Smallholder Cattle Development (4 provinces) 1999 93.50 
 Guanzhong Irrigation Improvement 1999 100.00 
 Anning Valley Agricultural Development 1999 120.00 
 Second Loess Plateau Watershed 

Rehabilitation 
1999 150.00 

 Liao River Basin 2001 100.00 
 Sustainable Forestry Development 2002 110.00 
 Gansu and Xinjiang Pastoral Development 2003 76.77 
 Jiangxi Integrated Agricultural Modernization 2003 100.00 
 Hai Basin Integrated Water and Environment 2004 17.00 
 Agriculture Technology Transfer (5 provinces) 2005 100.00 
 Irrigated Agriculture Intensification III 2005 200.00 
 Guangxi Integrated Forestry Development and 

Conservation 
2006 100.00 

 Heilongjiang Dairy 2006 100.00 
      Total  5,758.27 
    
   (¥ million) 

Huai River Henan Water Pollution Control 1997 4,945.00 
Henan Panshitou Reservoir Construction 1998 6,734.00 
Henan Environment Protection 2003 19,295.00 

Japan Bank for 
International 
Cooperation 

Henan Province Afforestation 2006 7,343.00 
  Total  38,317.00 
    
   (€ million) 
European Union Natural Forest Management Program 

(3 provinces) 
2005            16.90 

 Biodiversity Program (20 provinces) 2005            30.00 
  Total  46.90 
    
   ($ million) 
German 
Development 
Cooperation 
through KfW  

Henan Province Small Household 
Afforestation 

2004 3.43 

Source: Asian Development Bank.
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SELECTION CRITERIA AND DUE DILIGENCE ANALYSIS OF PARTNERSHIPS 
 

A. Selection Criteria 
 

1. All proposed project activities were reviewed in the context of the selection criteria. A key 
aspect of the Project is to extend the demonstrated success of the vertically integrated model to 
poorer rural areas. This requires partnerships with smaller enterprises. To counter the risks this 
involves particular emphasis is placed on due diligence of the sponsor and the criteria applied 
are significantly stricter than in conventional Asian Development Bank (ADB)-supported projects 
dealing with large enterprises. During project preparation, the participating provinces proposed 
about 150 potential partnerships between agroenterprises and farmers. Selections from these 
lists were made in partnership with provinces and other stakeholders by applying the following 
criteria.  

 
2. Financial and Economic Criteria. The following criteria apply: 

 
(i) The partnerships are financially sound and cost-effective as determined by a 

financial and economic analysis with 
(a) a minimum financial internal rate of return higher than the weighted 

average cost of capital, and 
(b) a minimum economic internal rate of return of 12%. 

 (ii) The agroenterprise has shown audited accounts for 3 years showing 
(a) net profits in each year, 
(b) debt–equity ratios in each year not exceeding 1.5,1 
(c) debt service cover of not less than 1.5,  
(d) current ratios in each year not less than 1.5, and 
(e) quick ratios of not less than 0.8. 

(iii) Projected financial statements show viable operation for not less than the 
proposed loan period with financial ratios of 
(a) debt–equity ratios in each year not exceeding 1.5, 
(b) current ratios in each year after commencement of production not less 

than 1.5, 
(c) quick ratio of not less than 0.8, and 
(d) debt service cover not less than 1.5 in any year during the loan period. 

(iv) Most labor employed by the agroenterprise is local. 
(v) An assured supply of raw materials is within a reasonable distance of the 

processing facility. 
(vi) The agroenterprise promotes economic growth in poor areas and gives priority to 

poor farmers to produce agricultural outputs needed by the processing facilities.  
 

3. Social Criteria. These include the following: 
 

(i) The partnership supports poverty reduction efforts of the national and provincial 
governments.  

(ii) Water and land rights are owned or leased and operated by the participating 
beneficiaries for project-supported activities.  

                                                 
1 Debt–equity ratio is defined as total liabilities divided by equity. Debt service coverage ratio is net operating income 

divided by annual debt service. Current ratio is current assets divided by current liabilities. Quick ratio is current 
assets less inventory divided by current liabilities. 
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(iii) Low-income households are identified and selected as much as possible in 
partnership with the county project management office, sponsoring 
agroenterprise, farmers association, local village leaders, rural poverty reduction 
offices, and other community-based organizations. 

(iv) Women are given preference in participation and employment opportunities.  
 

4. Environmental Criteria. The criteria include the following: 
 

(i) The proposed activities are assessed pursuant to the laws and regulations of the 
People’s Republic of China (PRC), the Environment Policy (2002) of the ADB, 
and the initial environmental examination to be approved by the appropriate 
government authorities and ADB. 

(ii) Activities do not entail new clearing of forestland or seek to replace any natural 
ecosystem with designed agricultural systems and rural infrastructure. 

(iii) No development, including operation of new processing lines, will have a water 
demand that jeopardizes ongoing use at existing volumes of existing users 
including downstream and shared reservoir users. 

(iv) An environmental impact assessment report prepared for each activity and 
submitted to an authorized environmental protection agency for review and 
approval, includes an environmental management plan with mitigation measures 
and financial sources as a prerequisite for approval of funding. A monitoring and 
enforcement program ensures that project activities have no major adverse 
environmental impacts. 

(v) Public consultation is part of the environmental assessment for each activity 
based on public involvement procedures and guidelines of the PRC and ADB's 
Environment Policy. 

 
B. Due Diligence Analysis 

 
5. The financial criteria were applied to the last 3 years of audited accounts of each 
agroenterprise to confirm profitability and soundness of financing (Table A5). In some cases, 
agroenterprises did not fully meet all the financial criteria and were subjected to a more detailed 
review. In some cases, a specific ratio can be misleading. For example, substantial repayment 
of short-term debt may produce an apparently “poor” debt service ratio or the indicated problem 
could already be corrected. Also, poor quick ratios may be corrected by refinancing short-term 
debt with longer-term debt and equity. Where these exceptions are selected to participate in the 
Project, the reasons are clearly stated in the financial statements (Supplementary Appendix C). 
The financial management capacity of every enterprise was reviewed in the context of the 
comprehensive financial management assessment (Supplementary Appendix C). 
 
6. Table A5 presents the worst performance scenario of each enterprise against each 
financial criterion for the project period and subsequent 20 years of operation. Parallel outputs 
of the model provide the basis for cost estimates and financial plans in Appendix 7, and the 
financial and economic analyses in Appendix 12. 



   

 

A
ppendix 5          37 

Table A5: Summary of Due Diligence Analysis 
 

Financial Ratios  Financing ($’000)  Rates of Return 

Project Proposal Sponsor 

Maximum 
Debt–Equity  

1.5 

Minimum 
Debt 

Service  
1.5 

Minimum 
Current 
Ratio  
1.5 

Minimum 
Quick 
Ratio  
0.8 Loan 

Counterpart 
Financing Total 

FIRR  
Post-Tax 

(%) 
EIRR  
(%) 

Henan Province      
H.1  Anyang County      
H.1.1 Anyang Yuhe Agricultural Products 

Development Center 
1.4 2.1 4.5 2.2 2,300 1,961 4,261 16.5 24.2 

H.2  Ruzhou City     
H.2.1  Henan Mengxian Food Company 1.5 7.1 3.6 1.0 4,000 4,136 8,136 21.5 29.1 
H.3  Jiaozuo City     
H.3.1  Jiaozuo City Yida Plant Oil Co., 

Ltd.  
1.5 1.5 6.2 4.3 4,000 3,090 7,090 21.9 34.4 

H.4  Dancheng County     
H.4.1 Dancheng Tianyu Economic and 

Trade Co., Ltd. 
1.3 11.3 2.4 0.8 1,500 1,862 3,362 14.7 37.1 

H.5  Shanxian County     
H.5.1  Sanmenxia Longfei Bio-

engineering Co., Ltd. 
1.5 2.5 4.5 1.3 4,000 4,164 8,164 13.6 28.1 

H.6  Changge City     
H.6.1  Henan Zhongpin Food Share Co., 

Ltd. 
1.4 3.1 5.7 1.7 3,900 4,463 8,363 15.0 54.8 

H.7  Zhecheng County     
H.7.1  Zhecheng Hongla Co., Ltd. 1.4 3.2 5.0 2.3 2,000 2,251 4,251 14.8 31.6 
H.8  Luoyang City     
H.8.1  Fudamei Agricultural Production 

Co., Ltd. of Luoyang  
1.5 1.6 7.0 5.5 3,000 3,294 6,294 19.8 22.9 

H.9  Luyi County     
H.9.1  Furen Medicine Group Co., Ltd. 1.5 2.8 6.6 5.1 3,800 3,845 7,645 15.4 35.5 
H.10  Linying County         
H.10.1 Henan Beixu Group Co., Ltd. 1.1 4.7 2.2 0.8 1,500 2,460 3,960 18.1 25.4 
H.11  Zhengzhou City         
H.11.1 Zhengzhou Maozhuang Luyuan 

Industry Co., Ltd. 
0.5 104.5 1.7 1.4 4,000 3,082 7,082 14.8 17.5 

H.12  Xuchang County     
H.12.1 Henan Haofeng Machine Making 

Co., Ltd. 
1.4 11.4 3.1 0.8 2,000 2,710 4,710 22.3 48.9 

  Henan Province Totals 36,000 38,200 74,200   
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Financial Ratios  Financing ($’000)  Rates of Return 

Project Proposal Sponsor 

Maximum 
Debt–Equity  

1.5 

Minimum 
Debt 

Service  
1.5 

Minimum 
Current 
Ratio  
1.5 

Minimum 
Quick 
Ratio  
0.8 Loan 

Counterpart 
Financing Total 

FIRR  
Post-Tax 

(%) 
EIRR  
(%) 

 
Shandong Province 
S.1  Zhucheng City     
S.1.1 Zhucheng Zhongkang Vegetable 

Processing 
1.0 4.1 1.5 0.8 2,050 1,835 3,886 18.6 40.1 

S.2  Boxing County         
S.2.1 Boxing Longsheng Vegetable 

Processing  
1.5 4.4 10.0 7.8 1,000 1,229 2,230 19.9 24.3 

S.2.2  Boxing Koufu Cotton Seed Oil 
Processing 

1.5 5.0 10.7 7.6 2,000 1,710 3,712 17.7 41.3 

S.3  Gaomi City     
S.3.1  Gaomi Mishui Grape Processing 1.5 4.6 3.1 0.9 3,000 2,515 5,515 21.3 26.2 
S.4  Linshu County     
S.4.1  Linshu Changlin Peanut 

Processing 
1.3 9.3 8.6 2.7 3,004 2,717 5,721 17.1 12.2 

S.5  Quingzhou City     
S.5.1  Qingzhou Quancheng Fodder 

(Wheat and Maize) Processing 
0.9 8.4 2.9 0.8 2,145 2,434 4,579 25.0 44.8 

S.6  Tancheng County     
S.6.1  Tancheng Zhengde Starch 

Processing 
1.5 4.3 4.0 1.3 3,452 2,966 6,418 16.8 17.0 

S.7  Wudi County         
S.7.1  Wudi Wandefu Date Processing 1.5 3.8 4.1 1.3 3,004 2,543 5,547 20.8 36.1 
S.8  Yishui County         
S.8.1  Yishui Yulong Peanut Processing 1.4 3.9 2.4 0.8 995 855 1,850 19.1 44.1 
S.8.2  Yishui Zhenghang Wheat 

Processing 
1.5 13.5 3.0 1.0 1,350 1,540 2,891 22.7 44.1 

  Shandong Province Totals 22,005 20,349 42,349   
Gansu Province        
G.1  Gangu County        
G.1.1 Gangu Sustainable Agriculture 

Partnership 
1.5 2.0 2.7 1.0 3,060 3,245 6,305 16.5 30.1 

G.2  Qin'an County         
G.2.1  Qin'an Sustainable Agriculture 

Partnership 
1.5 1.5 3.3 1.1 2,630 6,364 8,994 14.3 20.3 

G.3  Qinzhou District     
G.3.1  Qinzhou Sustainable Agriculture 

Partnership 
1.5 1.8 1.7 1.0 5,290 12,308 17,598 21.6 43.6 

G.4  Wushan County     
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Financial Ratios  Financing ($’000)  Rates of Return 

Project Proposal Sponsor 

Maximum 
Debt–Equity  

1.5 

Minimum 
Debt 

Service  
1.5 

Minimum 
Current 
Ratio  
1.5 

Minimum 
Quick 
Ratio  
0.8 Loan 

Counterpart 
Financing Total 

FIRR  
Post-Tax 

(%) 
EIRR  
(%) 

G.4.1  Wushan Sustainable Agriculture 
Partnership 

1.5 1.7 2.2 0.8 2,738 6,102 8,840 15.3 34.7 

G.5  Maiji District     
G.5.1  Maiji Sustainable Agriculture 

Partnership 
1.5 2.1 1.5 1 and 0.8 8,626 13,098 21,724 14.4 25.4 

G.6  Zhangjiachuan County     
G.6.1  Zhangjiachuan Sustainable 

Agriculture Partnership 
1.5 3.1 1.6 1 and 0.8 1,911 3,069 4,980 25.5 52.7 

G.7  Qingshui County     
G.7.1  Qingshui Sustainable Agriculture 

Partnership 
    745 1,979 2,724 17.2 25.4 

  Gansu Province Totals 25,000 48,481 73,481   
EIRR = economic internal rate of return, FIRR = financial internal rate of return.  
Note: Counterpart financing of $2.317 million is added to the Gansu province total to reflect the cost of the project management office. 
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CONSULTING SERVICES FOR DEMONSTRATING SUSTAINABLE FARMING PRACTICES 
 
1. The People’s Republic of China (PRC) has made several regional and national 
assessments of the cost and other impacts of land degradation. In 1999, total direct costs were 
estimated at $7.7 billion about 4% of the gross domestic product, while indirect costs were 
$31 billion.1 Regional impacts were greatest in the western region, and assessments show that 
while the return to farmer investment in soil conservation in the Yangtse valley is high, this is not 
so in the project area (Yellow River and the loess region) and external assistance is needed. 
Poverty and land degradation are closely correlated. The root causes relate to decreasing land 
per capita, poverty in fragile environments, top–down application of policies without local 
participation, and sector-driven management initiatives. In farm communities in the project area, 
causes include improper farming practices on steep slopes, overgrazing, neglect of community 
conservation practices under the new rural system, and use of biomass for household energy. 
 
2. No simple solution is available. The management of dryland project areas must be 
coordinated by the farmers and other stakeholders in a way that makes clear sense to them. 
Promoting farmers’ understanding and technical ability to cope with the linkages between land 
use, soil fertility, and water is critical. A large body of evidence shows that any activity must 
involve a bottom–up, participative approach for problem identification, selection of appropriate 
technologies, and planning and implementation of solutions.2 The key to sustainable farming in 
project areas is to manage land, water, technical, physical, and financial resources in concert. 
Implementing this requires institutional support. 
 
3. Farmers often view water as the most valuable resource. Erratic precipitation means 
farmers cannot depend solely on rainfall. Surface water is intermittent rather than consisting of 
perennial streams, and sparse vegetative cover means water may be lost in flashfloods when it 
rains. Surface erosion reduces farm productivity; but worse, deep gullies destroy or isolate fields 
from draft animals and machinery. Gully erosion indicates advanced land degradation. Loss of 
fertility is less visible yet almost as severe in impact. However, sustainable farming is possible 
using a range of techniques including 
 

(i) conservation agriculture including cultivation technology that incorporates crop 
residues back into the soil and restores soil organic matter, which reduces runoff, 
improves the soil’s capacity to hold water and nutrients, and improves crop 
emergence; 

(ii) vegetation management and intercropping that can conserve existing water 
supplies and increase the yield of water for storage;  

(iii) efficient irrigation, mulching, and selection of crops and varieties with inherently 
low consumptive use that can extend existing water supplies; 

(iv) diversification from low-value and high-risk crops to alternatives providing 
opportunities for substantial change to more sustainable farming; 

(v) water harvesting systems that are best suited for livestock, greenhouses, and 
small-scale farming, consisting of roofs, rock outcrops, paved roads, storage 
tanks, lined wells, underground tanks, and small dams; 

(vi) lateral diversion and terracing that slow rainfall runoff and allow for diversion 
watercourses; small earth dams may be constructed across gullies or streams to 
store water; 

                                                 
1 L. Berry. 2003. Land Degradation in China. Rome. Food and Agriculture Organization. 
2 For example: www.fao.org; www.cimmyt.org; www.icrisat.org; and Renfro, R, 2004. The Value of Participation in 

Development. In Participatory Strategy for Soil and Water Conservation. Tokyo: Institute for Environmental 
Rehabilitation and Conservation.  
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(vii) water-spreading systems that are best suited where upstream watersheds 
produce at least 3–4 runoff events immediately before or during the growing 
season; 

(viii) changing methods for coping with drought and flood extremes in dryland areas 
from crisis management to preparedness, involving community appraisal and 
community watershed management plans; 

(ix) greenhouses and other forms of covered cultivation that reduce evaporation; 
(x) biogas digesters that provide households with an energy alternative so that crop 

residues and other vegetation can be used for soil and water conservation; 
(xi) compost and organic fertilizer that can be made by households and 

agroenterprises rather than burning or other disposal of wastes; and 
(xii) farming systems convergence such as grass bunds that improve erosion control 

and increase pig feed, access to microfinance for increased pig raising, and 
increased use of biogas for cooking, result in less work and better conditions for 
women and less pressure on vegetation and crop residues.3 

 
A. Scope of Services 
 
4. The Spanish Cooperation Fund for Technical Assistance grant for $350,000 will be 
implemented in association with the Project. The objective of the grant is to improve sustainable 
farming practices that address land degradation and water conservation. The grant may also 
provide support to strengthen the capacity of implementing agencies and the project 
performance management system required for successful implementation of the Project. The 
grant will be implemented in parallel with the Project’s activities involving agroenterprises to 
strengthen opportunities for contracted farmers to adopt new sustainable farming practices and 
technologies. Under the Project, agroenterprises will contract additional farmers to supply 
alternative and/or incremental farm production. By promoting the adoption of sustainable 
farming practices, the grant will enhance environmental outcomes, strengthen long-term rural 
poverty reduction, and reduce supply-chain risks for enterprises. 
 
B. Implementation Arrangements 
 
5. Implementation methods will draw on proven participatory and holistic approaches such 
as participatory watershed management and farmer field schools, and build on the interests of 
agroprocessors through their contract farming and other vertical relationships. The grant will 
provide about 40–50 sessions of 3- to 5-day training courses to (i) raise farmers’ and agriculture 
technicians’ awareness and priorities for soil and water issues; (ii) explain technologies and 
sustainable land and farming practices using specialist resource persons; and (iii) facilitate 
farmers, agroenterprises, and local authorities to develop and implement action plans. The 
subjects covered will include (i) conservation agriculture including minimum soil tillage, crop 
rotation, permanent soil coverage, and specialized farm machinery; (ii) reduced soil erosion 
using various techniques; (iii) improved use of organic fertilizer and integrated pest 
management; and (iv) water harvesting techniques. The grant may also be used to assess the 
impact of climate change on land degradation. The costs of implementing action plans will be 
borne by farmers (including in kind as labor), agroenterprises (such as new varieties and 
machinery services), and local authorities (including technical support services, government 
programs, and subsidies for biogas digesters). The grant will provide specialist expertise for 

                                                 
3 Zhong Li, Yin D., Zhang Y., Zhu H, Yang G., T. Rego and S.P. Wani, Efficient Management of Water Resources for 

Improving the Livelihoods through Integrated Watershed Management Approach in Watershed Management 
Challenges: Improved Productivity, Resources and Livelihoods, IWMI. Sri Lanka 2005. 



42 Appendix 6 

 

training, limited training, and demonstration equipment and supplies. Several PRC institutions 
and agencies have relevant technical expertise and experience to support the grant. 4 
 
6. The grant will support on-farm activities associated with the agroenterprises in Gansu, 
Henan, and Shandong provinces. The large area and number of farmers mean the grant will be 
spread thinly and therefore, must be carefully focused and coordinated to maximize 
collaborative application of government, agroenterprise, and farmer resources. Farmers 
organized in groups will be represented by leaders and other representatives. In line with the 
emphasis on the western region, Gansu province will be given priority in training courses. 
Implementation must be coordinated closely with implementation of agroenterprise activities and 
fund allocation will be based on the number of farmer production bases being supported by the 
Project. Thus, market structures and other off-farm activities are excluded from support. 
 
7. The cofinancing grant from the Spanish Cooperation Fund for Technical Assistance will 
cover the costs of consultants comprising about 5 person-months of international and about 
25 person-months of national experts to be recruited through a firm using the quality- and cost-
based selection method (80:20). This will cover (i) the preparation and delivery of training (about 
50 short courses) to farmers and agriculture technicians in the project area on participatory soil 
and water management, and sustainable agriculture; (ii) support to local institutions in Gansu, 
Henan, and Shandong provinces to facilitate the adoption of sustainable agriculture in 
collaboration with the training course delivery; and (iii) training materials. The national and 
provincial governments will provide office and training facilities, domestic travel, counterpart 
agency support service staff, and materials and equipment to demonstrate sustainable 
agricultural technology. The provincial governments, agroenterprises, and farmer communities 
will cover the costs of implementing sustainable agriculture action plans produced from the 
training. All recruitment will follow the Asian Development Bank’s Guidelines on the Use of 
Consultants (2007, as amended from time to time). 
 

                                                 
4 For example, the Gansu Grassland Ecological Research Center. 
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Total
Item Amount % Amount % Amount % Amount % Amount

A.
1. Agroenterprise processing 50.91 50.94 30.91 30.93 18.13 18.14 0.00 0.00 99.95
2. Farm production bases 18.75 26.31 32.37 45.42 20.15 28.27 0.00 0.00 71.27

          Subtotal (A) 69.66 40.68 63.28 36.96 38.28 22.36 0.00 0.00 171.22

B.
1. Ministry of Agriculture 0.00 0.00 0.00 0.00 0.00 0.00 0.80 100.00 0.80
2. Provincial Governments 2.32 74.60 0.79 25.40 0.00 0.00 0.00 0.00 3.11
3. County Governments 0.00 0.00 4.14 85.89 0.68 14.11 0.00 0.00 4.82
4. Spanish Cooperation Fund for Technical Assistance 0.00 0.00 0.00 0.00 0.00 0.00 0.35 100.00 0.35

          Subtotal (B) 2.32 25.55 4.93 54.30 0.68 7.49 1.15 12.67 9.08

C. 1.50 13.80 6.00 55.20 3.37 31.00 0.00 0.00 10.87
D. Financing charges during implementationb 4.58 33.88 5.67 41.94 3.27 24.19 0.00 0.00 13.52

                  Total Project Cost (A+B+C+D) 78.06 38.14 79.88 39.02 45.60 22.28 1.15 0.56 204.69
Note: Figures may not sum precisely because of rounding.

a     

b

Source: Asian Development Bank estimates.

Item Amount % Amount % Amount % Amount % Total
Asian Development Bank 25.00 30.12 36.00 43.37 22.00 26.51 0.00 0.00 83.00
Spanish Cooperation Fund for Technical Assistance 0.00 0.00 0.00 0.00 0.00 0.00 0.35 100.00 0.35
Government 0.10 11.11 0.00 0.00 0.00 0.00 0.80 88.89 0.90
Provincial and Country Governments 4.11 45.62 4.60 51.05 0.30 3.33 0.00 0.00 9.01
Agroenterprises 43.85 44.82 35.88 36.68 18.10 18.50 0.00 0.00 97.83
Farmers 5.00 36.76 3.40 25.00 5.20 38.24 0.00 0.00 13.60

78.06 38.14 79.88 39.02 45.60 22.28 1.15 0.56 204.69
Source: Asian Development Bank estimates.

Table A7.1:  Detailed Cost Estimates by Project Component and Province
($ million)

Agroenterprise and Farm Partnerships

Gansu Henan Shandong National

Project Support and Management

Contingenciesa

Gansu Henan

Contingencies will be financed by agroenterprises, and both physical and price contingencies are taken from the feasibility study reports compiled by project
management offices.   
Financial charges during implementation include commitment charges and interest during construction, computed at the 5-year forward London interbank offered
rate with a spread of 0.2% and a commitment charge of 0.15%.

Total

Shandong National

Table A7.2:  Detailed Cost Estimates by Financier and Province
($ million)

   

DETAILED INVESTMENT AND FINANCING PLANS
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Total
Item Amount % Amount % Amount % Amount % Amount

19.22 25.95 34.22 46.20 20.63 27.85 0.00 0.00 74.07
33.71 43.41 26.15 33.68 17.14 22.07 0.65 0.84 77.65
19.05 67.84 7.84 27.92 1.19 4.24 0.00 0.00 28.08

0.00 0.00 0.00 0.00 0.00 0.00 0.50 100.00 0.50
71.98 39.92 68.21 37.83 38.96 21.61 1.15 0.64 180.30

1.50 13.80 6.00 55.20 3.37 31.00 0.00 0.00 10.87
4.58 33.88 5.67 41.94 3.27 24.19 0.00 0.00 13.52

Total 78.06 38.14 79.88 39.02 45.60 22.28 1.15 0.56 204.69
Source: Asian Development Bank estimates.

Financing charges during implementation

      Total Base Cost

Gansu Henan Shandong

Start-up costs
Consulting services

Contingencies

Works
Goods  

Table A7.3:  Detailed Cost Estimates by Expenditure Category and Province
($ million)

National Government

 
 

 

Amount % Amount % Amount % Amount % Amount % Amount % Total
43.09 0.55 0.00 0.00 0.00 0.00 1.08 0.01 26.32 0.34 8.03 0.10 78.52
39.91 0.48 0.00 0.00 0.95 0.01 7.73 0.09 28.22 0.34 5.57 0.07 82.38

Start-up costs 0.00 0.00 0.00 0.00 0.05 0.00 0.00 0.00 29.72 0.00 0.00 0.00 29.77
Consulting services 0.00 0.00 0.35 0.70 0.15 0.30 0.00 0.00 0.00 0.00 0.00 0.00 0.50

Total Base Cost and 
Contingencies 83.00 0.43 0.35 0.00 1.15 0.01 8.81 0.05 84.26 0.68 13.60 0.07 191.17

0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 13.52 1.46 0.00 0.00 13.52

Total Cost to be Financed 83.00 0.41 0.35 0.00 1.15 0.01 8.81 0.04 97.78 2.58 13.60 0.07 204.69
Source: Asian Development Bank estimates.

Spanish 
Cooperation 

Fund for 
Technical 

Assistance
National 

Government

Financing charges during 
implementation

Table A7.4:  Detailed Cost Estimates by Expenditure Category and Financier (Including Contingencies)
($ million)

Farmers

Works
Goods

Local 
Government AgroenterprisesADB Loan 

Item
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FLOW OF FUNDS AND ONLENDING ARRANGEMENTS 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
ADB = Asian Development Bank, LIBOR = London interbank offered rate. 
Source: Asian Development Bank.

Asian Development Bank 

Government of the People’s 
Republic of China 

(Ministry of Finance) 

Provincial Governments 
(Departments of Finance) 

(Separate imprest accounts in 
each province for ADB loan) 

County Governments 
(Finance bureaus) 

 
Agroenterprises 

Loan: 
ADB LIBOR-based rate, 

25 years with 5-year 
grace period 

Relending:  
ADB LIBOR-based rate, 

25 years with 5-year 
grace period 

Onlending:  
ADB LIBOR-based rate, 

10–15 years with up to 
5-year grace period. 

Foreign exchange risk 
borne by agroenterprises 
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ORGANIZATION CHART 

 
 

ia 
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
MOA = Ministry of Agriculture, MOF = Ministry of Finance, NDRC = National Development and Reform Commission, 
PMO = project management office. 
Source: Asian Development Bank.

National Project Coordinating Committee 
(MOA, MOF, and NDRC) 

Ministry of Agriculture’s Foreign 
Economic Cooperation Center 

(National Executing Agency and central 
PMO) 

Gansu, Henan, and Shandong 
Provincial Governments 

(Provincial executing agencies and 
provincial PMOs 

27 County Governments 
(Implementing agencies and county PMOs 

assisted by finance, agriculture, 
environmental protection, and poverty 

reduction bureaus)

29 Agroenterprise Partnerships 

600,000 Farm Households 
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IMPLEMENTATION SCHEDULE 

 
Components and Activities Year 1 Year 2 Year 3 Year 4 Year 5 
    Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 
A. Agroenterprise and Farm Partnerships                                         
 1. Expand production bases                                          
 2. Expand agroenterprise processing facilities                                          
 3. Establish soil testing facilities                                          
 4. Establish extension-technology centers                                          
 5. Establish organic fertilizer facilities                                          
 6. Establish farm machinery service centers                                          
 7. Establish seed production centers                                          
 8. Establish agricultural information centers                                          
 9. Establish product quality testing centers                                          
 10. Establish wholesale horticulture markets                                          

B. Project Support and Management                                         
 1. Operate project management offices                                         
 2. Operate performance monitoring system                     
 3. Train key staff                     
 4. Strengthen farmer associations                     

Legend: 
 
                Full-time activity 
Q = quarter. 
Source: Asian Development Bank. 
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PROCUREMENT PLAN 
 
Project Information 
 

Country People's Republic of China (PRC) 
Name of Borrower PRC 
Project Name Dryland Sustainable Agriculture Project 
Loan Reference Project No. 38301 
Loan Amount  $83.0 million 
Executing Agency Ministry of Agriculture 

 
 
A. Project Procurement Thresholds, Goods and Related Services, and Works 

Procurement Method Threshold 
International competitive bidding (ICB) for works  Above $10,000,000 
ICB for goods Above $1,000,000 
National competitive bidding (NCB) for worksa Below or equal to $10,000,000 but more than $100,000 
NCB for goodsa Below or equal to $1,000,000 but more than $100,000 
Shopping (SHP) for works b Below or equal to $100,000 
SHP for goods b Below or equal to $100,000 

a NCB procedures are described in section D of this procurement plan.  
b For the procurement of items below $10,000, the executing and implementing agencies may purchase the items 

directly from the supplier, and in such cases, the Asian Development Bank should be satisfied that the price paid is 
reasonable. 

 
B. Asian Development Bank (ADB) Prior or Post Review  

Procurement of Goods and Works 
Procurement Method Prior or Posta Comments 
ICB for works Prior 
ICB for goods Prior 
NCB for works Post 
NCB for goods Post 
SHP for works Post 
SHP for goods Post 

Documents will be reviewed in accordance with the 
requirements of ADB’s Procurement Guidelines 
(2007, as amended from time to time). 

Recruitment of Consulting Firms 
Quality- and Cost-Based Selection (QCBS) 
(80:20) 

Prior Documents will be reviewed in accordance with the 
requirements of ADB’s Guidelines on the Use of 
Consultants (2007, as amended from time to time). 

a For international competitive bidding, invitations for bids, invitations for prequalification, draft prequalification documents, 
draft bidding documents, prequalification, and bid evaluation reports are to be submitted to ADB) for prior review and 
approval. For national competitive bidding, the first draft English language version of the procurement documents 
should be submitted to ADB for review and approval regardless of the estimated contract amount. ADB-approved 
procurement documents should be used as a model for all national competitive bidding procurement financed by ADB 
for the Project, and need not be subject to further review. ADB will review the bid evaluation report and award of 
contract on a postreview basis. For shopping and direct contracting, ADB will normally review the award of contract on a 
postreview basis. 

 
C. Proposed Indicative Contract Packages ($ million) 

Descriptiona 
Number of 
Contracts 

Cost 
Estimate 

per 
Contract 

Aggregated 
Total Cost 
Estimate 

Mode of 
Procurementa 

Expected 
Date of 

Advertise
-ment Comment 

1.  Goods       
 a. Equipment and  
 machinery 

    

  Gansu 32 0.809 25.890 NCB 
  Henan 39 0.105 4.090 NCB 
  Shandong 30 0.446 13.380 NCB 

Within 18 
months 

Procurement 
will cover 29 
agroenterprises 
in 27 counties in 
Gansu, Henan, 
and Shandong 
provinces. 
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Descriptiona 
Number of 
Contracts 

Cost 
Estimate 

per 
Contract 

Aggregated 
Total Cost 
Estimate 

Mode of 
Procurementa 

Expected 
Date of 

Advertise
-ment Comment 

b.  Vehicles     
  Gansu 10 0.154 1.540 NCB 
  Henan 1 0.120 0.120 NCB 
  Shandong 1 0.030 0.030 SHP 
 c. Office equipment     
  Gansu 5 0.094 0.470 NCB 
  Henan 15 0.190 2.850 NCB 
  Shandong 10 0.076 0.760 NCB 
 d.   Materials and 
        supplies 

    

  Gansu 40 0.573 22.930 NCB 
  Henan 30 0.621 18.630 NCB 
  Shandong 20 0.103 2.060 NCB 
2. Works     
  Gansu 45 0.427 19.210 NCB 
  Henan 60 0.570 34.210 NCB 
  Shandong 45 0.458 20.630 NCB 

Within 18 
months 

 

       
3. Consulting Services Estimated 

Value  
Estimated 
Number of 
Contracts 

Recruitment 
Method 

Type of 
Proposal 

Comments 

Consulting services for the 
preparation and delivery of training 
and provision of support to local 
institutions in the adoption of 
sustainable agriculture. 

0.350 1 QCBS (80:20) 
to be recruited 
through a firm 

Simplified To be financed 
under the 
Spanish 
Cooperation 
Fund for 
Technical 
Assistance 

a For contracts not falling within the NCB threshold, the procurement method will be determined based on the contract 
amount and applicable threshold indicated in section A.  

 
D. National Competitive Bidding 
 

The Borrower’s Law of Tendering and Bidding of the People’s Republic of China 
promulgated by Order No. 21 of the PRC President on 30 August 1999, is subject to the 
following clarifications required for compliance with ADB’s Procurement Guidelines (2007, as 
amended from time to time): 

 
(i) All invitations to prequalify or to bid will be advertised in the national press, or 

official gazette, or a free and open access website in the Borrower’s country. 
Such advertisement will be made in sufficient time for prospective bidders to 
obtain prequalification or bidding documents, and prepare and submit their 
responses. In any event, a minimum preparation period of 30 days will be given. 
The preparation period will count (a) from the date of advertisement, or (b) when 
the documents are available for issue, whichever date is later. The advertisement 
and the prequalification and bidding documents will specify the deadline for such 
submission. 

 
(ii) Qualification requirements of bidders and the method of evaluating the 

qualification of each bidder will be specified in detail in the bidding documents, 
and in the prequalification documents if the bidding is preceded by a 
prequalification process. 
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(iii) If bidding is preceded by a prequalification process, all bidders that meet the 

qualification criteria set out in the prequalification document will be allowed to bid 
and be no limit will be placed on the number of prequalified bidders. 

 
(iv) All bidders will be required to provide a performance security sufficient to protect 

the Executing Agency in case of breach of contract by the contractor, and the 
bidding documents will specify the required form and amount of such 
performance security. 

 
(v) Bidders will be allowed to submit bids by mail or by hand. 

 
(vi) All bids will be opened in public; all bidders (either in person or their 

representatives) may attend the bid opening, but are not required to be present. 
 

(vii) All bid evaluation criteria will be disclosed in the bidding documents and 
quantified in monetary terns or expressed in the form of pass or fail 
requirements. 

 
(viii) No bid will be rejected solely on the basis that the bid price falls outside any 

standard contract estimate, margin, or bracket of average bids established by the 
Executing Agency. 

 
(ix) Each contract will be awarded to the lowest evaluated responsive bidder, that is, 

the bidder who meets the appropriate standards of capability and resources and 
whose bid has been determined (a) to be substantially responsive to the bidding 
documents and (b) to offer the lowest evaluated cost. The winning bidder will not 
be required, as a condition of award, to undertake responsibilities for work not 
stipulated in the bidding documents or otherwise to modify the bid as originally 
submitted. 

 
(x) Each contract financed by the loan proceeds will provide that the suppliers and 

contractors will permit ADB, at its request, to inspect their accounts and records 
relating to the performance of the contract and to have said accounts and 
records audited by auditors appointed by ADB. 

 
(xi) Government-owned enterprises in the Borrower’s country may be permitted to 

bid if they can establish that they (a) are legally and financially autonomous, 
(b) operate under commercial law, and (c) are not a dependent agency of the 
Executing Agency. 

 
(xii) Rebidding will not be allowed solely because the number of bids is less than 

three. 
 
. 
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FINANCIAL AND ECONOMIC ANALYSES 
 
1. The financial and economic analyses of 29 farm and agroenterprise partnerships located 
in three provinces—Gansu, Henan, and Shandong—were carried out separately for (i) improved 
farming production (also referred to as farm production base), (ii) agroenterprise processing, 
and (iii) combined partnerships. The analysis for the farms assesses the financial viability of the 
proposed crop diversification, improved environment-friendly production technologies, and 
qualitative improvements of output. The economic payoff to the overall Project is estimated for 
the partnerships, which includes incremental costs needed to provide project support and 
management. 
 
2. For the farming operations, the main direct benefits are from incremental production 
realized from (i) improved yields; (ii) changes in the cropping pattern and crop diversification, 
with introduction of high-value crops and fruit trees; and (iii) quality of outputs that receive 
higher contracted prices. This will be achieved through intensive technical support from the 
county agriculture extension services, growers association, and principally from technical 
support from the contracting agroenterprise. The agroenterprises will assist the growers in 
procuring quality and improved inputs; and in investing in farm tools and machinery, irrigation-
related equipment and civil works, and other farm structures and civil works. These include 
stores, poles, and wires for vineyards; iron structures; and plastic sheets for greenhouse or 
tunnel farming. Crop budgets for benefiting farms will increase incomes significantly from crop 
diversification (Supplementary Appendix D). 
 
3. The supported agroenterprises were analyzed with respect to financial and economic 
viability. The financial and economic returns for each agroenterprise are shown in Appendix 5. 
The agroenterprises will benefit from expansion in their production capacity, reduction in output 
wastage and postharvest losses, and value addition through improved quality production for 
domestic and international markets. Generally, the expansion of processing units will take 2–3 
years. The gestation period for reaching full development for the agroenterprises varies from 3 
to 5 years. Hence, farm and enterprise production is assumed to attain full development during 
project implementation. However, fruit crops would reach full development stage in 7–10 years. 
This is accounted for in projecting the incremental cost and benefit streams. 
 
4. In addition to the direct benefits, the Project will generate various positive externalities 
and nonquantifiable benefits. The main benefits include environmental improvement, as a result 
of arresting land degradation and loss of topsoil from erosion; utilization and conservation of 
scarce water resources; proper disposal of agroenterprise waste; and judicious use of 
agrochemicals. The expansion in farm productivity and introduction of high-value crops, fruit 
trees, and livestock will generate significant on-farm and off-farm employment in processing and 
marketing. The realization of higher incomes by participating farmers will encourage and induce 
nonparticipating farmers to adopt better production practices. This will help stabilize prices and 
competition in the market; generate employment for the service sector; and increase household 
incomes, living standards, and rural quality of life. The financial and economic analyses were 
conducted in accordance with the Financial Analysis and Management of Projects (2005) and 
Guidelines for Economic Analysis of Projects (1997) of the Asian Development Bank (ADB). 
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A. Assumptions 
 
5. The financial and economic analyses are based on the following assumptions 
(i) constant 2008 prices and constant exchange rate of $1 = CNY7.74, the rate prevailing at the 
time of data collection; (ii) 25-year period of analysis; (iii) estimated investment costs for the 
production bases and agroenterprises based on market prices delivered at the site plus 
provision of contingencies; (iv) 3-year construction period with productive capacity being 
gradually built up within each partnership; (v) productive life of equipment is 10 years and 
replacement costs are reflected in the cost streams, while salvage values are included in benefit 
streams; (vi) for the economic analysis, valuation of economic costs and benefits uses the 
domestic price numeraire; (vii) financial costs of traded goods are adjusted to their respective 
economic values using a shadow exchange rate factor of 1.01; the shadow wage rate for 
unskilled labor is estimated at 0.80 of the prevailing wage rate; and the conversion factors for 
skilled labor, other costs, and benefits are estimated to be 1.0; (viii) financial investment costs, 
including physical contingencies, are converted to economic values by deducting taxes and 
duties and applying relevant conversion factors to the investment components, including foreign 
costs, unskilled and skilled labor, and other costs (the resulting values represent the economic 
investment costs of the Project according to the domestic price numeraire); and (ix) all other 
local currency economic costs are assumed to equal their financial costs after deducting taxes 
and duties. 
 
B. Demand Analysis 
 
6. The Project will support (i) production of processed and unprocessed farm produce;  
(ii) supply of farm inputs including seeds, organic fertilizers, packing material, and farm 
machinery; and (iii) additional marketing-related infrastructure such as marketplaces and 
storage capacity. The major agricultural production activities in the project area include wheat, 
corn, cornstarch, cotton, vegetables, grapes, other fruits, sweet potatoes, mushrooms, herbs, 
soybeans, peanuts, animal feed, pork, beef, milk, wool, eggs, and honey. Project beneficiaries 
will produce an additional 100,000 tons (t) of wheat, about 80,000 t of wheat products, 10,000 t 
of corn, 30,000 t of cornstarch, 30,000 t of cotton seed and associated products (oil cake and 
oil), 80,000 t of vegetables, 18,000 t of organic vegetables, and 11,000 t of grapes for wine and 
juices. Qualitative improvements will be realized for 80,000 t of fruits, 17,000 t of Chinese dates, 
30,000 t of sweet potatoes, 18,000 t of pepper and garlic, 2,500 t of mushrooms, 540 t of ginko, 
700 t of high-value herbs, 5,000 t each of concentrated soybean proteins and peanut products, 
and 1,000 t of quality vegetable seed. The Project will also support additional production of 
24,000 t of pork, 12,000 t of piglets, 3,000 t of processed beef, 6,000 t of milk, 3,000 t of wool, 
3,000 t of eggs, 2,000 t of honey, and 100,000 t of animal feed. To facilitate production and 
marketing of farm produce, the Project will support the construction of markets (25,000 square 
meters); construction of storage facilities for about 3,700 t of perishable and semiperishable 
commodities and packing materials (100,000 boxes); and production of  
120,000 t of organic fertilizers, farm machines, and tools. 
 
7. Information on supply, demand, prices, and market competition were collected for each 
of the 29 partnerships. The sector analysis is presented in Appendix 2, further analysis was 
carried out using surveys, focus group discussions, and field visits to confirm the demand for 
project outputs. Three partnerships were selected for in-depth analysis based on their 
geographic location and product type including (i) cattle and sheep production under the 
Zhangjiangchuan sustainable agricultural partnership in Gansu province, (ii) sweet corn 
production under the Anyang–Yuehe sweet corn partnership in Henan province, and (iii) peanut 
processing under the Linshu–Changlin peanut partnership in Shangdong province.  
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8. The analysis shows that unmet demand for production is significant because of rising 
incomes in the country; change of food consumption patterns, particularly for livestock and dairy 
products; and growing export demand. At present the agroprocessing enterprises’ production 
capacities are constrained to meet growing demand in the markets. Given the sustained 
competitive and comparative advantage, opportunities for expansion are significant. The 
incremental production under the Project for each partnership is small so that no significant 
impact is expected on either domestic or international prices. Furthermore, the Project will 
support the adoption of improved farm production technologies, shift to higher-value crops, 
expansion in value-addition infrastructure, improvement in the quality of outputs, and reduction 
in postharvest losses (storage facilities and marketing infrastructure) that will strengthen the 
competitiveness of the farmers and agro-enterprises in the markets. 
 
C. Financial Analysis 
 
9. Crop budgets were estimated for both with- and without-project situations for traditional 
crops. The introduced higher-value crops will result in significantly higher gross margins. In 
Gansu province, the entire area under wheat will likely be replaced with higher-value crops. Also 
in Henan province, almost the entire area under traditionally grown crops—wheat and corn—will 
be substituted by high-value crops. In Shandong province, the Project will result in higher crop 
intensities of existing crops. Higher incomes are expected to be realized from better crop 
husbandry and adoption of technology packages. 
 
10. The investments of participating enterprises under the Project include establishment, 
modernization, and refurbishment of processing lines; and technical support and services to 
contracted farmers for the supply of improved quality raw materials. The adoption of farming 
improvements and associated investment by farmers is contingent on access to improved inputs, 
technical and financial support, and assured fair prices. The Project will provide these to 
contracted farmers under the partnership arrangements through the existing extension services 
and participating enterprises. The contracted farmers will be paid predetermined fair prices for 
the output. Following this partnership approach, the value added by the Project will be 
reasonably shared by farmers and the enterprises. Integration of farmers’ inputs with the 
support services and other investment of enterprises is important to increase benefits to farmers. 
Considering this feature of the Project, each participating agroenterprise's financial internal rate 
of return (FIRR) is calculated on the basis of integrating the activities of constructing processing 
plants and associated production base, as well as provision of support services. The FIRRs of 
each partnership are shown in Table A5 in Appendix 5. 
 
11. The FIRRs, computed on an after-tax basis, range from 15% to 22% for the partnerships 
in Henan province, 17% to 25% for the partnerships in Shandong province, and 14% to 25.5% 
for the partnerships in Gansu province. The FIRR results compare favorably with the respective 
weighted average costs of capital, estimated in accordance with ADB's Guidelines for the 
Financial Analysis and Management of Projects (2005), using the relative proportion and 
relative cost of each source in total agroenterprise financing. For agroenterprises, 12% equity 
financing is assumed, with a resulting weighted average cost of capital of 6.72%. The analysis 
suggests that the investments are financially viable.  
 
12. The sensitivity analysis shows that the FIRRs are relatively robust to adverse changes in 
project costs and delays in project implementation. However, the FIRRs show a relatively high 
sensitivity to changes in yield and output prices. Special attention will have to be given to factors 
that may affect yields, and quality of crops and livestock in the project area such as the quality 
of infrastructure works, maintenance of facilities, and utilization of appropriate crop and livestock 
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production techniques, which will be channeled through technical support and farmer training in 
the project area.  
 
D. Economic Analysis 
 
13. Analysis of the project returns based on economic costs and benefits was carried out to 
evaluate the economic viability of the overall Project. This is based on the analysis of each 
partnership. Economic internal rates of return (EIRRs) are presented in Table A12 for the 
enterprise partnership aggregated for each province. Based on this, the overall economic 
viability of the Project is estimated by adding the project management costs incurred by county, 
provincial, and national PMOs. Sensitivity analysis assesses the vulnerability of the EIRRs to 
unanticipated increases in costs and decreases in benefits. 
 
14. The estimated EIRR for the partnerships in Gansu province is estimated at 33.7%, 
followed by 34.9% in Henan province, and 80.8% in Shandong province. The combined EIRR 
for the three provinces is estimated at 37.1%. With the addition of project management costs, 
the EIRR for the Project is estimated at 36.4%. The detailed tables and EIRR analysis are in 
Supplementary Appendix D. 
 

Table A12: Summary Economic Internal Rate of Return and Switching Values 
Sensitivity Analysis 

(Switching Values with  EIRRs Pegged at 12%) 

Type of Operation by Province 

 
Base 
EIRR % Cost 

Increase 
% Benefit 
Decrease 

Simultaneous Change 

Gansu Province     
Farming Operation 14.8 6.3 5.5 3.0 
Processing Unit 39.2 21.2 17.5 9.6 
Partnership 33.7 20.1 16.6 9.1 
Henan Province     
Farming Operation 22.8 46.8 26.2 16.9 
Processing Unit 44.3 8.4 7.8 4.0 
Partnership 34.9 10.0 9.0 4.7 
Shandong Province     
Farming Operation (0.9)a — — — 
Processing Unit 100.7 16.2 14 7.4 
Partnership 80.8 19.4 16.5 8.9 

Overall Project     
Farming Operation 13.8 5.1 3.8 7.4 
Processing Unit 51.7 14.4 12.6 6.7 
Partnership 37.1 13.7 11.9 6.4 
With Project Management Cost 36.4 13.4 11.6 6.2 

( ) = negative, — = not available, EIRR = economic internal rate of return. 
a  As the EIRR is less than 12%, switching values are not calculated. 
Source: Asian Development Bank. 

 
15. The sensitivity analysis is based on switching values defined as the percentage increase 
in costs or decrease in benefits that would constrain (peg) the EIRR at 12%. This percentage 
indicates a maximum increase in cost or decrease in benefits beyond which the investment is 
not viable at the 12% cutoff point. The switching values for the Project indicate that the overall 
Project can sustain a cost increase of about 13.4% or a maximum decrease of benefits by 
11.6%. Also, the Project will remain viable despite an increase in costs and simultaneous 
decrease in benefits of 6.2%. The sensitivity analysis suggests that the Project is relatively 
sensitive to price changes.  
 
16. The distributional analysis involves the allocation of net economic benefits among 
different groups such as agroenterprises, farmers, and local governments. The analysis shows 
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that agroenterprises receive about 60% of both the financial net present value and economic 
net present value, with farmers and local governments receiving the other 40%. This indicates a 
relatively balanced distribution of benefits between agroenterprises and farmers.  
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SUMMARY POVERTY REDUCTION AND SOCIAL STRATEGY 
Country/Project Title: People's Republic of China: Dryland Sustainable Agriculture Project 

Lending/Financing Modality: Loan Department/Division: East Asia Department 
Agriculture, Environment, and Natural Resources Division 

I. POVERTY ANALYSIS AND STRATEGY 
A.   Linkages to the National Poverty Reduction Strategy and Country Partnership Strategy  
The Government’s agriculture and rural policy objectives include improving farm and off-farm income opportunities through 
support to agribusiness, farmers, and environmental issues. The policy recognizes that increasing farm incomes and reducing 
land degradation requires sector restructuring, access to technology, and coordination. The Government’s 11th Five-Year 
Plan prioritizes agriculture and sustainable rural development through the New Socialist Countryside Policy. The country 
partnership strategy (2008–2010) outlines the Asian Development Bank (ADB) strategy to support the Government’s ongoing 
poverty reduction efforts. Nationally, poor people mostly live in the central and western provinces that lag the eastern 
provinces in achieving the Millennium Development Goals. In these regions, poverty is mostly rural and strongly correlated to 
access to land and incidence of land degradation. The Government sees agribusiness as a means of reducing rural poverty. 
The Project comprises an investment package that will strengthen sustainable enterprises and farmers by improving 
processing and value-adding capacity, product and management system standards accreditation, access to higher-value 
markets, and access to finance and strengthened support services. By strengthening the vertical linkages between 
agroenterprises and farmers, low-income and poor-farm households will access higher-value markets and off-farm income, 
reduce marketing costs, and reduce vulnerability through contract farming arrangements. Contracts and alliances between 
farmers and agroenterprises include provision of farmer training in sustainable technologies to produce and deliver high-
quality, high-value produce. 
B. Poverty Analysis                                                                  Targeting Classification: General Intervention 
1.  Key Issues  
Poverty in the project area remains significant by world benchmarks. Based on the provincial poverty classification of CNY825 
($115) per person per year, about 27% of project area residents are poor; 6% are in living severe poverty and receive 
minimum living guarantee payments from government, compared to 2.5% nationally. A social and poverty assessment was 
carried out for the project area in compliance with ADB’s Guidelines on Incorporation of Social Dimensions in Bank Operations 
(1993). Poverty analysis was undertaken using a field survey of 180 rural households and within 12 representative rural 
communities covering the three project provinces. Institutional consultation was undertaken regarding ongoing programs and 
experiences with rural development and poverty reduction. The assessment confirmed disparate growth rates between 
sectors resulting in large income inequities between rural and urban households and between groups of rural dwellers. The 
assessment concludes that rural poverty is worst in areas with hilly land, marginal soils, and difficult access to markets and 
support services. Poverty is linked closely to limited land per capita, declining productivity, low education, increased migration 
for work, households headed by women, increased dependence on straw and crop residues for heating, and limited off-farm 
work. Average rural incomes are 30% of urban incomes, creating incentives for urbanization for those who are able to move. 
Most poor farmers have no other choice of income. The underlying causes for rural poverty include (i) high population and 
small landholdings; (ii) disasters, degraded land, and unsustainable farming practices; (iii) reliance on farm income and limited 
off-farm job opportunities; (iv) increasing costs for inputs to maintain yields (fertilizer, machinery, and irrigation); (v) lack of 
access to improved technology, working capital, and higher-value products and markets; and (vi) limited agriculture sector 
integration. The analysis concludes that poverty is linked strongly to insufficient land per capita and other assets including 
working capital and technology, which prevent poor rural households from building capacity to exit poverty. These underlying 
causes of rural poverty support the need for a strategy that includes facilitating rural labor to move into off-farm employment. 
 
2. Design Features 
A key design feature builds on the findings of a recent ADB evaluation of poverty exit achievements, which highlights the 
success of linking the rural poor to commercial value-adding enterprises and associated off-farm employment opportunities. 
The Project applies this by supporting enterprises located in the project areas and applying poverty-targeting criteria for 
support. 
C. Poverty Impact Analysis for Policy-Based Lending — Not applicable 

II. SOCIAL ANALYSIS AND STRATEGY 
A. Findings of Social Analysis 
The project area has about 2.8 million farm households. Of these, 1.3 million (48%) farm households are in Henan province, 
followed by 721,000 (26%) in Gansu province, and 719,000 (26%) in Shandong province. The average household farm area is 
about 0.28 hectares (ha), ranging from 0.25 ha in Henan, to 0.28 ha in Shandong, and to 0.39 ha in Gansu. Of these, only 
about 600,000 farm households will participate in the Project. Agriculture in the project area is almost entirely based on 
smallholder farming. Most farmers growing cereal and horticulture crops still use traditional farming practices. They have 
limited access to markets or the technology required to introduce more economically and environmentally sustainable 
 



 Appendix 13 57 

 

practices and diversify into higher-value crops. As a result, farm productivity and incomes are low. The persistence of 
traditional farming practices presents a major threat to the project area's natural resource base through water use, soil 
erosion, and overuse of fertilizer and agrochemicals. Environmental concerns are exacerbated by the dependence of rural 
communities on wood and coal for household fuel and negatively impacts on household living conditions and health.  
 
Farmers (especially women) and small businesses are disadvantaged in terms of access to formal credit. Most farm 
expenditures are financed by farmers' savings, and most loans are obtained from informal sources (e.g., relatives, friends, 
moneylenders, and pawnbrokers). The small size and short term of most agricultural finance preclude investment in assets 
that have a long payback period. The failure of the financial sector to function effectively in support of agricultural and 
agribusiness development means that market opportunities—and the associated introduction of more economically and 
environmentally sustainable agricultural production— are not being realized. 

B. Consultation and Participation 
1.  Provide a summary of the consultation and participation process during the project preparation. 
The project design process used local experts to carry out multistakeholder, multisector analysis. Project consultation with 
stakeholders, beneficiaries, and directly affected people was undertaken during project design. A participatory and 
consultative methodology was adopted to undertake the social analysis and rural livelihood survey during the project 
preparatory technical assistance. It involved (i) a formal questionnaire survey of 180 households, (ii) discussions with project 
stakeholders, (iii) key informant interviews in rural communities, (iv) a series of stakeholder workshops with the provinces and 
the Ministry of Agriculture, (v) interviews with key government staff and nongovernment organizations, (vi) interviews with 
ethnic minorities, and (vii) interviews with women. Detailed discussions were maintained using both sector and cross-sector 
working groups that included the provincial project management offices (PMOs) and their expert groups, project implementing 
agencies and associated state-owned enterprises, design institutes, academics, and safeguard agencies including 
environment and poverty reduction officials under the leadership of the PMOs. The work of the working groups was 
collectively discussed and reviewed through a series of stakeholder workshops. 
 
2.  What level of consultation and participation (C&P) is envisaged during project implementation and monitoring? 

  Information sharing         Consultation        Collaborative decision making      Empowerment 
During project implementation, the participation of stakeholders including beneficiaries will continue to be built through 
participatory planning and implementation processes. Equitable participation of women and the poor in decision-making and 
planning of agribusiness activities will be important to ensure successful project outcomes. For example, agroenterprises will 
strengthen farmer groups and negotiate contractual arrangements with organizations, farmer agents, and individuals. The 
PMOs will be responsible for ensuring enterprises target poor rural areas and prioritize employment of local people and 
women. The use of demonstrations linked to farmer associations, contract farming systems, and outreach programs will adopt 
a highly participatory approach to rural livelihood improvement. 
 
3.  Was a C&P plan prepared?  Yes     No    (If a C&P plan was not prepared, explain why). 
No specific C&P plan was prepared but consultation and participation activities have been and will be the cornerstone for the 
project design, preparation, and implementation. Social development specialists in the provincial PMOs have been and will 
continue to be involved in the process to ensure that thorough consultation and participation of stakeholders take place with 
awareness-raising activities for multiple stakeholders including local governments, agroenterprises, and farmer beneficiaries. 
C. Gender and Development 
1. Key Issues 
Gender roles are determined by a combination of cultural factors, occupations, environmental conditions, education, and 
employment opportunities. In the project area, income inequalities create incentives for rural males to migrate periodically to 
urban labor markets resulting in a degree of feminization of agriculture. Female participation in training, employment, and 
contract farming opportunities will be implemented, and agroenterprises will favor women for incremental employment in 
project-supported expansion of agroprocessing capacity. In addition, the Project is promoting on-farm opportunities preferred 
by women, with lighter manual labor and/or based at the household such as rabbit farming, walnut growing and preprocessing, 
and farm mechanization tailored to women’s needs. 
 
2. Key Actions. Measures included in the design to promote gender equality and women’s empowerment—access to and 
use of relevant services, resources, assets, or opportunities and participation in decision-making process 

  Gender plan         Other actions/measures        No action/measure 
 
To promote project effectiveness, a gender action plan was prepared to (i) ensure equitable participation of women in 
agribusiness development; (ii) ensure equitable access to employment and training, technology, information, and markets; (iii) 
ensure women’s representation in project management; and (iv) strengthen coordination between project management and 
relevant organizations such as agroenterprises and farmer associations. Gender-sensitive indicators are included in the 
project performance management system especially for key areas such as employment and income generation, access to 
agricultural inputs, technology, information and marketing, and women’s representation in decision-making processes and 
structures. 
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III. SOCIAL SAFEGUARD ISSUES AND OTHER SOCIAL RISKS 
Issue Significant/Limited/ 

No Impact 
Strategy to Address Issue Plan or Other 

Measures Included in 
Design 

 
Involuntary 
Resettlement 

 
No impact 

Any new facilities will be built on land owned 
by the agroenterprises or state, and 
therefore will not trigger any involuntary 
resettlement. 

 
   Full Plan 
   Short Plan 
   Resettlement 

Framework 
   No Action 

 
Indigenous Peoples 

 

 
Limited impact 

Only Gansu province has a Hui ethnic 
minority. Of the Gansu households that will 
enter contract farming through the Project, 
only about 1% are Hui. However, in one 
county—Zhangjiangchuan—the Hui are the 
majority, about 67% of the population. No 
negative impact is expected as the Project 
aims to improve the income of ethnic 
minority households. No adverse effect is 
expected on their livelihoods or cultural 
heritage and practices. In Zhangjiangchuan 
county, the Project targets Hui as the main 
beneficiaries by selecting agroenterprises 
owned by Hui. 

 
   Plan 
   Other Action 
   Indigenous 

Peoples 
Framework 

   No Action 

Labor 
 Employment  
opportunities 
 Labor retrenchment 
Core labor standards 

No impact The Project will not have any negative 
impact on employment opportunities. It will 
provide new off-farm employment 
opportunities and increase income 
generation by (i) improving farmers' access 
to rural finance, (ii) facilitating contract 
farming agreements linked to processing 
and market chains, and (iii) developing 
capacity in agricultural and marketing skills.  

 
 

   Plan 
   Other Action  
   No Action 

Affordability No impact The Project addresses rural poverty and 
land degradation in an integrated and 
financially sustainable manner, in which 
farmers receive benefits from measures to 
reduce land degradation, improve 
agricultural productivity, and share the costs 
of conservation measures.  

 
   Action 
   No Action 

Other Risks and/or 
Vulnerabilities 

HIV/AIDS 
Human trafficking 
Others(conflict, 

political instability, etc), 
please specify 

N.A.   
  Plan 
  Other Action 
   No Action 

IV. MONITORING AND EVALUATION 

Are social indicators included in the design and monitoring framework to facilitate monitoring of social development activities 
and/or social impacts during project implementation?  X   Yes     □   No      
 
A project performance management system will be developed to include various indicators, including increases in farm 
incomes, reduction in poverty incidence, and gender and social development.  
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GENDER ACTION PLAN 
 

1. The social survey indicates that women in the project area potentially have a higher 
share of farming work than men, both as laborers and managers. As a result of this feminization 
of farming, women gain status and opportunity by making more management decisions and 
handling household finances, but they may also have a greater burden of heavy work. They 
may have less access to new farming technologies and training, and less representation and 
decision-making in public affairs as they tend to have less education.  
 
2. The survey found that women want to reduce the burden of cultivation and 
mechanization by adopting conservation agriculture and installing biogas digesters. The Project 
supports biogas and mechanization through service providers and also the Henan Haofeng 
agromachinery company, which manufactures a range of lighter equipment tailored to the 
strength and weight of women. The survey found that more than 40% of employees working in 
agroprocessing are female, and agroprocessors stated they prefer women since they tend to 
maintain product quality standards better than men. Project-supported agroprocessing 
enterprises will increase employment for women. Training in new crops, technologies, and 
practices given by agroenterprises to contracted farmers will target women, especially in 
processing crops where the firm needs to ensure standardized high-quality production. Table 
A14 provides a summary of proposed activities and targets for the Project. 
 

Table A14: Gender Equality Activities and Targets 
Objective Activities and Targets 

1. Provision of Technology, Advice and Training, Information, Markets, and Employment 
Promote gender awareness 
 
 
 
 
 
Provide employment opportunities  
 
 
 
Train and provide technology for 
sustainable farming, quality 
management, and general agribusiness 
understanding 

Campaigns instituted by the project management offices (PMOs), 
implementing agencies, agroenterprises, township governments, and 
village committees to provide women with information on opportunities 
for access to technology, advice and training, information, markets, and 
employment opportunities. 
 
At least 40% of employment opportunities generated by the Project 
should be provided to women. This will be achieved by participating 
agroenterprises. 
 
Training programs implemented by agroenterprises and government 
agriculture support services will target women trainees. The county 
agriculture bureaus should provide special training and guidance to 
women farmers involved in the project activities. 

2. Project Partners Capacity Enhancement 
Strengthen advisory services and the 
capacity of training providers 
 

Government agencies are to strengthen the gender awareness of 
advisory service providers. Training may include the participation of 
local branches of the All-China Women’s Federation. 

3. Project Management and Implementation Support 
Conduct gender-disaggregated baseline 
survey, monitoring, and evaluation. 
 
 
 
 
Include participation of women in project 
management and implementation to 
ensure balanced access to project 
resources 

Gender-sensitive indicators are to be included in the project 
performance management system, especially in areas such as access 
to technology, advice, training, markets, employment and income, and 
women’s representation in decision-making. The PMOs will monitor the 
indicators periodically and appropriately. 
 
Adequate staffing in the PMOs will target a minimum of 20% women. A 
person with experience in gender and development will be part of each 
PMO. 
 

Source: Asian Development Bank. 
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