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Sector Reform in Henan Province
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Nature of Activity Capacity Development, Policy Advice Executing 
Agency
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management

Public expenditure and fiscal management 0.70

Agriculture, natural 
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development
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growth (IEG)
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qq
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I. INTRODUCTION 
 

1. The proposed knowledge and support technical assistance (TA) will support Henan 
province in the People’s Republic of China (PRC) to reform its budget expenditure management 
system. The TA will have two components that will study the development program expenditure 
streams for (i) the traditional development program for expenditure standards, and (ii) the 
emerging development program, using agricultural insurance as a case study. This will help the 
provincial government formulate development program expenditure standards to more efficiently 
and effectively allocate budget resources with the aim of strengthening budget expenditure 
management.  
 

2. The Government of the PRC requested a TA from the Asian Development Bank (ADB) for 
Support to Public and Finance Sector Reform in Henan Province.1 The TA is included in ADB’s 
country operations business plan for the PRC, 2017–2019.2 
 

II. ISSUES 
 

3. Henan province is in the central region of the PRC and is the country’s most populous 
province, with over 94 million inhabitants, or about 7% of the national population. The per capita 
income in Henan is below the national average and the economy is dominated by agriculture, 
mining, and traditional manufacturing, with a relatively small services sector. In 2016, Henan’s 
general revenue was $46.7 billion and its general expenditure was $110.5 billion. Approximately 
70% of expenditure is on various development programs, including social development programs 
and infrastructure investment projects, the costs of which vary tremendously by both year and 
program. About 30% of expenditure is for government operational costs, which are relatively 
constant. 
 

4. The large fiscal gap between revenue and expenditure and the complexity in cost 
estimation, standardization, and budgeting means the province faces tremendous fiscal pressure 
each year, with expectation and reliance on the downward intergovernment transfer payment from 
the central government. There is a significant need for the Henan Provincial Finance Department 
(HPFD) to reduce its reliance on the central government and reform its budget management 
system to develop program expenditure standards that could help estimate and justify budget 
allocations. Without practical expenditure standards, budget preparation and approval rely heavily 
on the bargaining power between spending units and budget authority, instead of solid 
computation of cost items. This compromises budget accuracy and preciseness. A budget that is 
less accurate requires frequent adjustments during execution, which often delays the 
implementation of development programs and undermines their expected outcomes, reducing the 
effectiveness and efficiency of budgetary expenditure management.  
 

5. Henan was selected by MOF as a pilot province to develop program expenditure 
standards in 2016. In line with MOF’s pilot guidance, HPFD divides the development programs 
into traditional development programs and emerging or innovative development programs. The 
traditional development programs, e.g., office building construction and maintenance, 
demographic census, and information and communication technology programs, have adequate 
reference databases, computable cost items, clear engineering frameworks, practical procedures, 
and well-defined outputs and outcomes. These advantages help put the traditional development 

                                                
1 The TA was listed under the nonlending products and services as “Henan Cluster TA” with two subprojects: 

Subproject 1: Study on Henan Fiscal Expenditure Budget Standard System; and Subproject 2: Henan Agriculture 
Insurance Study. 

2 ADB. 2017. Country Operations Business Plan: People’s Republic of China, 2017–2019. Manila. The TA first 
appeared in the business opportunities section of ADB’s website on 1 August 2017. 
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programs in a good position to set up program expenditure standards, and this then allows the 
programs to be costed and budgeted in line with these preset expenditure standards.  
 

6. HPFD plans to develop consistent and comparable expenditure standards for all the 
traditional development programs. In line with this pilot program, three types of program 
expenditure standards will be developed: (i) common-use expenditure standards, which apply to 
budgeting of similar programs across provincial government agencies; (ii) department-specific 
expenditure standards, which apply to budgeting of similar programs in various subunits within a 
provincial department; and (iii) program-specific expenditure standards, which only apply to 
programs that have special technical requirements and cost factors. At the same time, a new 
classification of program expenditures will be introduced. HPFD will work together with all 
provincial departments to develop the common-use program expenditure standards, and assist 
each provincial department to develop department-specific expenditure standards and program-
specific expenditure standards.3  
 

7. The emerging development programs involve complicated policy or institutional reforms, 
and have inadequate reference databases, unclear frameworks, and unfixed cost items. 
Agricultural insurance is an emerging development program, seen as an important risk 
management tool for farmers. Henan is an important agriculture province, being a core grain 
producer for the PRC, which faces major risks of price volatility,4 production failure, and along the 
whole agribusiness value chain (post-harvest storage and logistics), which has resulted in 
economic losses, contributes to the government’s fiscal burden, and directly impacts national food 
security.5 With a high proportion of rural households dependent on publicly provided assistance, 
risk management strategies and measures are important to reduce this burden, for which 
insurance (an emerging industry in the PRC) has increasing importance. 
 

8. The PRC embarked on a major program under the Eleventh Five-Year Plan to promote 
agricultural insurance through a massive injection of premium subsidies to promote decentralized 
agricultural insurance.6 The number of policies increased significantly and, in 2016, agricultural 
insurance premiums reached $6.2 billion, making it the second largest agricultural insurance 
market in the world after the United States.7 Existing agricultural insurance products focus on 
production, with multi-peril crop insurance (MPCI) and high-value livestock insurance, such as for 
breeding sows and dairy cows. The focus in Henan province has been on cropping for grain 
production and high value livestock. Although a growing market, the available insurance is narrow 
and does not provide adequate multilevel risk management due to the supply and demand 
mismatch which does not meet the demands of modern agriculture. A lack of consumer 
awareness about insurance and its benefits also inhibits uptake of available insurance products. 
The cost effectiveness for insurance companies, to develop and offer MPCI products is extremely 
challenging, is associated with high administrative costs when dealing with many small holder 
farmers and a lesser number of enterprises and cooperatives, lack of data quality and information 
transparency and poor actuarial performance. In addition, access to insurance is not linked to 

                                                
3  The pilot group are five provincial departments on education and training, health care and medical treatment, 

environmental protection and improvement, science and technology, and industrial development of manufacturing 
and information. 

4 Agriculture commodities such as rice and wheat still have a state-guaranteed purchase system. All other crops have 
open market prices, which means farmers face risk from price changes. 

5 Agriculture production risks include exposure to climate risks of typhoon, flood, drought, hail, frost (freeze), and snow, 
all of which are exacerbated by the effects of climate change, causing annual average losses to crop production in 
the PRC of about 9%. 

6  Premium subsidies being provided are up to 60%–65% for crops, 60% for livestock epidemic disease coverage, 60% 
for dairy cows, and as high as 80% for reproductive sows of the total insurance premium. 

7 Government of the PRC. 2017. Agriculture Insurance Services for Modern Agriculture Development TA Proposal. 
Zhengzhou.  
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credit or credit institutions. The high cost associated with MPCI products increases the need to 
subsidize these products. This heavily subsidized agricultural insurance comes at significant cost 
to the government.8 The government is working to improve risk mitigation through improved and 
targeted insurance products, more efficient delivery channels, and to refocus the use of traditional 
subsidies.  
 

9. In addition to insurance, additional risk management solutions to avoid, mitigate, or 
transfer risks, which combine technical and financial tools and approaches should be applied. The 
enabling environment and specific government policies to promote risk mitigation through 
agricultural insurance, coupled with access to finance and sound risk management, can contribute 
to (i) stabilizing agricultural production and farm incomes in times of major production loss and (ii) 
modernizing agriculture through its ability to leverage access to credit, thereby enabling farmers 
to purchase production-enhancing technology.   
 

10. Developing expenditure standards to improve budget preparation as well as improving 
utilization of available fiscal resources, such as subsidies, will help HPFD to enhance fiscal 
management. This will ensure there is adequate financing for its development programs and 
contribute to achieving their development objectives.  
 

III. THE TECHNICAL ASSISTANCE 
 

A. Impact and Outcome 
 

11. The TA is aligned with the following impact: public sector management improved.9 The TA 
will have the following outcome: program budget accuracy and preciseness improved.10 
 

B. Outputs, Methods, and Activities 
 

12. Output 1: Budgetary expenditure standards for selected development programs 
formulated. This output will assist HPFD in developing a budgetary expenditure standard system 
for traditional development programs with the aim of strengthening budgetary program 
expenditure management. Specifically, the subproject aims to (i) summarize domestic and 
international best practices in setting up program expenditure standards, (ii) analyze the major 
technical challenges and institutional obstacles that need to be addressed, (iii) construct a general 
framework for setting up a program expenditure standard system, (iv) develop procedures and 
methods for program costing, (v) formulate expenditure standards for selected programs, (vi) 
provide policy recommendations for improving program expenditure standards and draw up an 
action plan to complete the program expenditure standard system, and (vii) disseminate 
knowledge products. 
 

13. Output 2: Agricultural insurance services for modern agriculture development 
prepared. As Henan is an agricultural province, significant fiscal outlay has been allocated for 
agriculture, forestry, and water resources. This output will assist HPFD to review its budget 
expenditure under the emerging development program category for agricultural insurance so it 
can apply a new approach to reviewing and assessing budget allocation and demand. Specifically, 
the subproject aims to (i) assess agricultural supply chain (inputs, services, production, post-
harvest, processing, logistics) risks and risk management strategies; (ii) review the current 
subsidy mechanism, financing streams, and effectiveness, and propose improved approaches to 

                                                
8 In 2009, total agricultural insurance premiums in the PRC increased significantly to $1.96 billion, with premium 

subsidies estimated at about $1.18 billion (60% of total premiums). 
9 Government of the PRC. 2015. Outline of the Thirteenth Five-Year Plan for National Economic and Social 

Development of the People’s Republic of China. Beijing. 
10 The design and monitoring framework is in Appendix 1. 
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financing insurance; (iii) conduct agricultural insurance industry diagnostic review, including 
potential use of high-level technology in agricultural insurance;11 (iv) disseminate information and 
raise awareness through a conference; (v) propose improved agricultural insurance solutions, 
other risk mitigation strategies, investment and an enabling policy environment; (vi) summarize 
domestic and international best practices; and (vii) build knowledge and institutional capacity for 
risk management. The agricultural insurance case study will be used as a demonstration 
approach to improving development program efficiency and effectiveness. 
 

C. Cost and Financing 
 

14. The TA is estimated to cost $1.62 million, of which $600,000 will be financed on a grant 
basis by ADB’s Technical Assistance Special Fund (TASF-other sources) to finance component 
1, and $750,000 will be financed on a grant basis by the Financial Sector Development 
Partnership Special Fund12 (FSDPSF) to finance component 2.13 The key expenditure items are 
listed in Appendix 2. 
 

15. The government will provide counterpart support in the form of counterpart staff, office 
facilities, domestic transportation, provision of available relevant government data and studies for 
the TA consultants’ use, provision of meeting rooms, and other in-kind contributions. The 
government has been informed that approval of the TA does not commit ADB to finance any 
ensuing project. 
 

D. Implementation Arrangements 
 

16. ADB will administer and coordinate implementation of the TA through its East Asia 
Department and will work closely with HPFD counterparts. Other implementation arrangements 
are summarized in the table. 
 

Implementation Arrangements 
Aspects Arrangements 

Indicative implementation period September 2017–November 2019 
Executing agency Henan Provincial Finance Department  
Implementing agencies Output 1: Budget Evaluation Centre; Output 2: Local Financial Division 
Consultantsa To be selected and engaged by ADB 
 Firm QCBS; ICS (component 1) 53.0 person-months $550,000 
 Firm QCBS; ICS (component 2) 27.5 person-months $711,000 
Procurementb To be procured by the consulting firmc 
 Shopping  1 contract $10,000 
Disbursement The TA resources will be disbursed following ADB's Technical Assistance 

Disbursement Handbook (2010, as amended from time to time). 
ADB = Asian Development Bank, ICS = individual consultant selection, QCBS = quality- and cost-based selection, TA 
= technical assistance. 
a Lump sum payments and/or output-based contracts will be considered for consulting services under the TA in line 

with the ADB’s Midterm Review of Strategy 2020: Action Plan nos. 2.9.2. and 2.10.2. 
b Procurement Plan (accessible from the list of linked documents in Appendix 3). 
c All TA-financed goods shall be procured in accordance with ADB Procurement Policy (2017, as amended from time 

to time) and the associated project administration instructions and TA staff Instructions. 
Source: Asian Development Bank estimates. 

                                                
11 High level technology may apply to use of remote sensing for assessing insurance claims, weather prediction or 

appropriate technologies which may improve production systems and reduce risk, such as water supply and use of 
monitoring systems. 

12  Established by ADB. Financing partner: the Government of Luxembourg.  
13  Eligible expenditures include consulting services, capacity building, advisory services, pilot of new financing 

instruments, small equipment and systems procurement, and support to regional financial cooperation among 
developing member countries. The following are noneligible expenditures: vehicle purchases, and salaries for civil 
servants. 
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17. Cofinancier requirements. Upon funding approval, the Environment, Natural Resources 
and Agriculture Division of ADB’s East Asia Department will submit semiannual progress reports 
to the FSDPSF fund manager every 31 July and 31 January, and additional updates (as 
necessary) on project implementation. For major changes in project scope, duration, or funding 
arrangement, the Environment, Natural Resources and Agriculture Division should circulate draft 
memos to the FSDPSF fund manager for initial assessment before an interdepartmental review 
by ADB’s Operations Services and Financial Management Department, Controller’s Department, 
Office of the General Counsel, and Office of Cofinancing Operations. 
 

18. Consulting services. ADB will engage consulting firms and individual consultants in 
accordance with ADB Procurement Policy (2017, as amended from time to time) and the 
associated project administration instructions and TA staff instructions using the simplified 
technical proposal, and quality- and cost-based selection method and individual consultant 
selection.14 The quality–cost ratio will be 90:10 because of the high technical complexity of the 
consulting assignment. In line with the action plan for ADB’s Midterm Review of Strategy 2020: 
Action Plan,15 an output-based contract may be offered. The proceeds of the TA will be disbursed 
following ADB’s Technical Assistance Disbursement Handbook (2010, as amended from time to 
time). The consultants will submit progress reports, which will be reviewed by ADB and the 
government. 
 

19. Output 1 of the TA will require 53 person-months of consulting services (3 person-months 
of international and 50 person-months of national inputs). An international budgeting and 
expenditure management specialist will be recruited as an individual consultant, and a consulting 
firm will be recruited to provide national specialists. The consulting firm team will consist of seven 
national specialists: a program expenditure management specialist, who will be the team leader; 
a budget management specialist as deputy team leader; and budget specialists for education, 
health, environmental protection, industrial development, and science and technology. Output 2 
of the TA will require 27.5 person-months of consulting services (6.5 person-months of 
international and 21.0 person-months of national inputs). An international agricultural insurance 
specialist and an international agriculture risk management specialist will be recruited as 
individual consultants and a firm will be recruited to provide national specialists. The consulting 
firm team will consist of five national specialists: an agriculture specialist, who will be the team 
leader; an institutional and policy specialist; a public financial management specialist; an actuary; 
and an insurance specialist. Resource persons may be recruited to review the consultants’ 
outputs and share knowledge during workshops in accordance with ADB’s guidelines on recruiting 
and administering resource persons. 
 

IV. THE PRESIDENT'S DECISION 
 
20. The President, acting under the authority delegated by the Board, has approved the 
provision of technical assistance not exceeding the equivalent of $1,350,000 on a grant basis to 
the Government of the People’s Republic of China for the Support to Public Finance and Finance 
Sector Reform in Henan Province, and hereby reports this action to the Board. 

                                                
14 Terms of Reference for Consultants (accessible from the list of linked documents in Appendix 3). 
15 ADB. 2014. Midterm Review of Strategy 2020: Action Plan. Manila. 
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DESIGN AND MONITORING FRAMEWORK 
Impact the Technical Assistance is Aligned with 
Public sector management improved (Thirteenth Five-Year Plan of the Government of the People’s 
Republic of China)a 

 

Results Chain 
Performance Indicators with 

Targets and Baselines 

Data Sources and 
Reporting 

Mechanisms Risks 

Outcome By 2020:   
Program budget 
accuracy and 
preciseness 
improved 

Key TA recommendations 
incorporated in at least two of 
Henan's regulations and policy 
documents issued (2017 
baseline: Not applicable) 
 

Government 
announcements and 
publications 

Government support in 
implementing key 
recommendations is not 
sustained over time 
because of shifting 
priorities 

Outputs By 2019:   
1. Budgetary 
expenditure 
standards for 
selected 
development 
programs 
formulated 

1a. A comprehensive report on 
developing program 
expenditure standards 
produced (2017 baseline: Not 
applicable) 

1a. TA progress 
reports 

Potential resistance 
from departments to 
reformulate fiscal 
policies, particularly 
relating to subsidies 

1b. At least four program 
expenditure standards 
developed (2017 baseline: Not 
applicable) 
1c. Policy recommendations 
for improving program 
expenditure standards 
developed (2017 baseline: Not 
applicable) 
1d. An action plan for 
completing the program 
expenditure standard system 
developed (2017 baseline: Not 
applicable) 
 

1b. Government 
announcements and 
publications 
 
1c.–1d. TA progress 
reports 
 

2. Agricultural 
insurance services 
for modern 
agriculture 
development 
prepared 

2a. Agriculture sector supply 
chain risk and risk 
management assessment 
report produced (2017 
baseline: Not applicable) 
2b. Agricultural insurance 
subsidy report produced (2017 
baseline: Not applicable) 
2c. Agricultural insurance 
report assessing (i) current 
situation, (ii) insurance risk 
management strategies, and 
(iii) high-level technology in 
agricultural insurance 
produced (2017 baseline: Not 
applicable) 
2d. Policy recommendation 
paper on improved agriculture 
risk management and 

2a.–2e. TA interim 
and final technical and 
progress reports 
 
2f. Digital publication 
of agricultural 
insurance knowledge 
product 
 
2g. TA interim and 
final technical and 
progress reports 
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Results Chain 
Performance Indicators with 

Targets and Baselines 

Data Sources and 
Reporting 

Mechanisms Risks 

insurance formulated (2017 
baseline: Not applicable) 
2e. Recommendations report 
on the design and 
implementation for agricultural 
insurance solutions produced 
(2017 baseline: Not 
applicable) 
2f. Knowledge product on 
agriculture risk management 
and insurance prepared (2017 
baseline: Not applicable) 
2g. At least 60 participants of 
an agricultural insurance 
conference increased 
knowledge on agricultural 
insurance (2017 baseline: Not 
applicable) 

Key Activities with Milestones 
1. Budgetary expenditure standards for selected development programs formulated 
1.1 Summarize domestic and international best practices in setting up program expenditure standards by 

month 7 
1.2 Analyze major technical challenges and institutional obstacles that need to be addressed by month 8 
1.3 Construct a general framework for setting up a program expenditure standard system by month 9 
1.4 Develop procedures and methods for program costing by month 10 
1.5 Formulate expenditure standards for selected programs by month 15 
1.6 Provide policy recommendations for improving program expenditure standards and formulate an 

action plan to complete the program expenditure standard system by month 18 
1.7 Conduct TA inception review mission by month 5, interim review mission by month 12, and final 

review mission by month 20 
1.8 Disseminate knowledge products on program budget expenditure standards by month 24 
 
2. Agricultural insurance services for modern agriculture development prepared 
2.1 Conduct agricultural supply chain risk and risk management assessment by month 8 (KNS) 
2.2 Assess and report on agricultural insurance subsidy issues by month 10 
2.3 Conduct agriculture sector insurance diagnostic assessment by month 10 
2.4 Hold an agriculture insurance conference by month 12 (KNS) 
2.5 Develop agricultural insurance solutions by month 20 
2.6 Prepare the draft report on enabling policy recommendations for improved agriculture risk 

management, access to finance, and insurance by month 18 
2.7 Conduct knowledge exchange and capacity building by month 23 
 
Technical Assistance Management Activities 
For each output: 
Mobilize the consultant team by month 3 
Develop the study framework, prepare the inception report, and conduct the inception workshop by 
month 5 
Prepare the interim report and conduct the interim workshop by month 12 
Prepare the draft final report and conduct the final workshop by month 20 
Disseminate the outputs at a conference by month 21 
Finalize the TA outputs by month 22 
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KNS = knowledge solution, TA = technical assistance. 
a Government of the People’s Republic of China. 2015. Outline of the Thirteenth Five-Year Plan for National Economic 

and Social Development of the People’s Republic of China. Beijing.  

Source: Asian Development Bank. 

Inputs 
Asian Development Bank: Technical Assistance Special Fund (TASF-other sources): $600,000 
Financial Sector Development Partnership Special Fund: $750,000 
 
Note: The government will provide counterpart support in the form of counterpart staff, office facilities, 
domestic transportation, provision of available relevant government data and studies for the TA 
consultants’ use, provision of meeting rooms, and other in-kind contributions. 
Assumptions for Partner Financing 
Not applicable 
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COST ESTIMATES AND FINANCING PLAN 
($’000)

Item 

Amount 

Component 1 
ADBa 

Component 2 
FSDPSFb 

A. Consultants 
1. Remuneration and per diem

a. International consultants 60.0 202.2 

b. National consultants 250.0 164.8 
2. Out-of-pocket expenditures

a. International and local travel 50.0 39.0 

b. Surveys 20.0 65.0 
c. Goods (rental or purchase)c 10.0 0.0 
d. Training, seminars, and conferencesd 100.0 225.0 
e. Reports and communicationse 60.0 15.0 

B. Miscellaneous administration and support costs 10.0 19.0 
C. Contingencies 40.0 20.0 

Total 600.0 750.0 
ADB = Asian Development Bank, FSDPSF = Financial Sector Development Partnership Special Fund. 
Note: The technical assistance (TA) is estimated to cost $1,620,000, of which contributions from ADB and the FSDPSF 
are presented in the table above. The government will provide counterpart support in the form of counterpart staff, office 
facilities, domestic transportation, provision of available relevant government data and studies for the TA consultants’ 
use, provision of meeting rooms, and other in-kind contributions. The value of government contribution is estimated to 
account for 17% of the total TA cost. 
a Financed by ADB’s Technical Assistance Special Fund (TASF-other sources).
b Established by ADB. Financing partner: the Government of Luxembourg. 
c Includes computers, printers, fax machines, scanners, and other office consumables. The specific package is subject 

to prior ADB approval. The equipment purchased will be turned over to the executing agency upon completion of TA 
activities. 

d Includes interpretation and translation costs. 
e Includes translation costs. 
Source: Asian Development Bank estimates. 
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LIST OF LINKED DOCUMENTS 
http://www.adb.org/Documents/LinkedDocs/?id=51015-001-TAReport 

1. Terms of Reference for Consultants
2. Procurement Plan

http://www.adb.org/Documents/LinkedDocs/?id=51015-001-TAReport

