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L uxembourg has become an 
important partner to the 
Asian Development Bank 

(ADB) through its pioneering 
cofinancing for finance sector 
development and its commitment 
to mitigating climate change. 
 This is evident in the country’s 
steady support for the Financial 
Sector Development Partnership 
Fund, established in 2006 to 
strengthen financial systems in 
Asia and the Pacific. Luxembourg 
also participates in the Asia Pacific 
Carbon Fund, an innovative part 
of ADB’s ongoing Carbon Market 
Program, which has helped 
stimulate much-needed funding 
in the early stages of projects 
mitigating greenhouse gases.
      In 2000, Luxembourg became 
part of a select group of countries 
that contribute at least 0.7% of 
gross national income to official 
development assistance. Indeed, 
in 2009 and 2010, it provided 
more than 1%, making it one of 
the world’s most generous donors.
 Luxembourg’s assistance helps 
ADB work toward the goals of 
Strategy 2020, which enshrines 

Defining the
Partnership

finance sector development 
and environment as two of 
five core operational areas, 
alongside infrastructure, regional 
cooperation and integration, 
and education. 
 Responsibility for 
Luxembourg’s development 
cooperation rests with the 
country’s Ministry of Foreign 
Affairs, which manages 80%–85% 
of the country’s development 
assistance. The Ministry of Finance 
manages about 11% and handles 
cooperation with the international 
financial institutions, including 
ADB, with the balance managed 
by other ministries. 
 The Luxembourg Agency 
for Development Cooperation 
(Lux-Development), 
established in 1978, is the main 
implementing agency for official 
development assistance. 
 Luxembourg focuses on 
projects in the areas of agriculture 
and food security; education, 
training, and professional 
insertion; environment and 
climate change; finance; 
governance; health; humanitarian 

aid; integrated local development; 
and water and sanitation.

See page 8 for priority countries in 
Asia and highlights of assistance. 

See tables, pages 10–11, for 
cofinancing with ADB.

Building Financial Systems
Support for the Financial Sector 
Development Partnership Fund 
is perhaps the most defining 
feature of Luxembourg’s 
partnership with ADB. Set up 
in 2006 as a multi-donor trust 
fund, Luxembourg made its sixth 
contribution in January 2012, for 
a total of $7.85 million since the 
establishment of the fund. 
 The fund is helping Asian 
developing countries create crucial 
elements of nascent financial 
systems—in everything from 
enhancing policy and regulatory 
environments to improving 
access to financial services for 
the poor—with investments 
of more than $3.4 million in 
Cambodia, Indonesia, Mongolia, 
and Viet Nam, and in two 
regional projects.

Luxembourg is in a select group of countries 
that contribute at least 0.7% of gross national income 

to official development assistance
“ “ 
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 A good example of the fund’s 
work is a $450,000 grant in 2007 
to Cambodia’s Second Financial 
Sector Program. As part of a broad 
and long-term package of reforms, 
Luxembourg’s support has helped 
the country set up a national 
clearing and settlement system to 
speed up the processing of checks, 
a major step forward in efforts 
to further develop the financial 
system (see case study, page 6). 

Projects in Mongolia 
and Indonesia
In Mongolia, too, the government 
has been grappling with political 
changes in recent decades. 
Among them, it faced a significant 
deficit in the state pension. Some 
estimates suggest that Mongolia’s 
population aged 60 years and 
above will expand to 12.1% of the 
total by 2020 and, without reform, 
the annual pension fund deficit 
would reach MNT344 billion 
(about $256 million). 
 Further reforms to the 
pension system, building on 
changes in 1994 and 1999, were 
therefore needed to ensure the 
system’s sustainability. A technical 
assistance grant of $500,000 from 

the Financial Sector Development 
Partnership Fund in 2007 for 
the Strengthening the Pension 
System project has helped identify 
areas where the government can 
continue reforms to the cash-
strapped, pay-as-you-go system.
 Among the technical 
assistance targets, the project 
recommended that the 
government introduce a multi-
pillar pension system comprising 
a universal, mandatory, 
and voluntary pension. The 
government’s October 2008 action 
plan included a provision for 
developing such a system. The 
project also improved the ability 
of government officials to analyze 
the financial implications of policy 
decisions on pension schemes.
 Other recommendations 
were not immediately adopted, 
likely because of the difficult 
market environment set off by 
the global financial crisis in 2008 
and Mongolia’s underdeveloped 
capital markets.
 A $500,000 grant in 2011 
from the Financial Sector 
Development Partnership Fund 
for the $1 million Government 
Bond Market Development 

project addresses the latter. 
The project aims to establish an 
auction system for the primary 
government bond market that 
would allow the government to 
reduce the costs and risks of debt 
management. The project will 
analyze several options and make 
recommendations for upgrading 
the bond auction platform.
 In Indonesia in 2011, the 
fund provided $350,000 to the 
Institutional Capacity Building of 
Indonesia Eximbank project. This 
is part of a $1.45 million technical 
assistance to support the bank in 
developing its financing of energy 
efficiency projects and of small 
and medium-sized enterprises. 
The grant, part of a much bigger 
private sector loan and grant 
package to Indonesia’s Eximbank 
totaling $200 million, is designed 
to deepen the bank’s trade finance 
capacity, particularly in the area of 
energy efficiency. 
 Luxembourg and ADB, 
meanwhile, are in talks 
to capture interest for the 
Financial Sector Development 
Partnership Fund from other 
donors and to transform it into a 
multidonor facility.

Disaster Relief
With a $1.0 million contribution 
to ADB’s Asian Tsunami Fund, 
Luxembourg was among the first 
bilateral contributors. The fund 
was set up in February 2005, 
shortly after the earthquake and 
tsunami in late December 2004 
that devastated coastlines around 
the Indian Ocean. Luxembourg’s 
contribution supported a project 
approved in October 2006 to 
rehabilitate irrigation systems in 
the Indonesian district of Nias, 
North Sumatra. The project 
restored the agricultural output 
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of 20,600 hectares of farmland 
to pre-tsunami levels, and  
enabled some 5,000 families to 
substantially increase their farm 
net income. 
 
Fighting Climate Change 
Luxembourg’s strategic interests 
also overlap with ADB in the fight 
against climate change, and it 
has participated in ADB’s flagship 
Carbon Market Program since its 
establishment in 2007.
 The Carbon Market Program 
helps developing Asian countries 
benefit from market-based 
instruments under the Clean 
Development Mechanism of 
the Kyoto Protocol. Its four 
complementary components 
and financing instruments were 
designed to provide the following: 
 1. Up-front carbon financing 

through the Asia Pacific 
Carbon Fund, totaling 
about $152 million, for 
carbon credits up to 2012. 

 2. Up-front carbon financing 
through the $115 million 
Future Carbon Fund for 
carbon credits beyond 
2012 up to 2020. 

 3. Technical Clean 
Development Mechanism 
support through the 
Technical Support Facility. 

 4. Marketing support for 
carbon credits through the 
Credit Marketing Facility. 

 The program targets projects 
in the areas of renewable energy, 
energy efficiency, and methane 
capture and utilization. 
In 2007, Luxembourg committed 
$15 million to the Asia Pacific 
Carbon Fund and about $735,000 
(equivalent) to the Technical 
Support Facility. 
 What is unique about the 
Carbon Market Program is that 

it provides financing to clean 
energy projects as early as during 
the project development phase 
and the start of implementation, 
when funding is most critical. ADB 
does this by paying up front for a 
portion of the carbon credits that 
are expected to be generated by 
the projects. 
 Most other carbon funds in 
the market only make funding 
available on a pay-on-delivery 
basis, that is, after a project has 
become operational and carbon 
credits have been realized. This 
can make a critical difference 
in clean energy projects, which 
typically face a large and early 
financing gap—without up-
front support, many projects, 
particularly smaller ones, would 
often not get off the ground. 
 Through its commitment, 
Luxembourg gains access to a 
portion of the carbon credits 
generated by the projects 
supported by the initiative, which 
it then uses to meet its emission 
reductions commitments under 
the Kyoto Protocol. 
 The Asia Pacific Carbon 
Fund is currently involved 
in over 55 carbon reduction 
projects, including in the areas 
of wind, solar, hydro, biogas, 
biomass, waste management, and 
energy efficiency. 
 In India, for example, the 
fund is supporting a project to 
provide composting plants in 
six cities of Tamil Nadu state. 
Once operational, the plants are 
expected to avoid 158,077 metric 
tons of carbon dioxide (CO2) 

equivalent annually. The Asia 
Pacific Carbon Fund support for 
the project was achieved with 
backing through the Technical 
Support Facility.

 The municipal solid waste 
compost plants are designed to 
avoid methane from landfills 
through controlled aerobic 
decomposition. The compost 
will be used as organic manure 
and to combat soil degradation. 
About 192,500 tons of solid waste 
that otherwise would have been 
disposed of in unmanaged dumps 
will be treated per year, while the 
project design and operation will 
serve as an example to many other 
urban areas facing similar waste 
management challenges.
 Overall, ADB-backed projects 
in the clean energy and energy 
efficiency areas, including those 
funded through the funds under 
the Carbon Market Program, 
abated an estimated 71 million 
tons of CO2 during 2008–2010. ■
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Rebuilding Cambodia’s Financial Sector
A grant from the Financial Sector Development Partnership Fund has 
financed part of Cambodia’s modern financial system

case stuDy

c ambodia has made 
tremendous progress in the 
arduous reconstruction of 

a finance sector that 2 decades 
earlier barely existed after years of 
civil conflict and economic decline. 

 Backed by a series of 
continuous reforms—including 
catalytic financing from 
Luxembourg—the country recently 
completed the ADB-supported 
Second Financial Sector Program 
cluster under the government’s 
medium-term reform program. Its 
many measures have deepened 
the finance sector and increased 
the number of foreign-owned banks 
and microfinance institutions; 
improved consumer access to 
credit; and begun introducing 
more advanced banking services 
such as electronic and ATM 
banking services. 
 For Luxembourg’s part, a 
$450,000 technical assistance 
grant from the Financial Sector 
Development Partnership Fund 
helped establish a modern 
payment, clearance, and 
settlement system allowing the 
country to move from a cash-based 
system to check and electronic 
transactions. This was “a major 
step forward” in the government’s 
efforts to improve public confidence 
and extend financial intermediation 
to the rural communities, said 
Samiuela Tukuafu, Principal 
Financial Sector Specialist in ADB’s 
Southeast Asia Department.

System in Ruins
Before the 1990s, Cambodia’s 
financial system was confined to 
one institution—the People’s Bank 
of Kampuchea—and there was no 
formal financial intermediation. In 
the early 1990s, however, a newly 

secured government began putting 
the financial system back together, 
redoubling efforts in 2001 under 
a 10-year rolling finance sector 
blueprint formulated with ADB 
technical assistance. 
 Based on the first 10-year 
blueprint, the first Financial Sector 
Program Cluster (2001–2007) 
enabled the government to begin 
establishing legal and regulatory 
foundations, consolidate the 
banking system, establish 
regulatory agencies, privatize 
state-owned banks and financial 
institutions, and commence the 
licensing of informal microfinance 
institutions.
 The government took strong 
action to consolidate the banking 
system and introduce stricter rules 
for capital adequacy, governance, 
and risk management. 
 In February 2007, it 
adopted an updated blueprint 
as the country’s Financial Sector 
Development Strategy 
2006–2015. Encouraging 
achievements under the first 
program prompted the government 
to request further support from 
ADB to continue its reform of 
the finance sector. This Second 
Financial Sector Program, approved 
in 2007, began improving check 
clearance and settlement among 
commercial banks and the 
government, installing regulations 
to guide interbank transactions, 
promoting greater transparency in 
the insurance industry, installing 
measures to combat money 
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laundering, and introducing an 
integrated accounting system at 
the central bank. 
 Implemented from 2007 
to 2010, the second program 
completed reforms that helped 
boost confidence in the formal 
finance sector, advanced the 
legal and regulatory foundation, 
strengthened the capacity of 
regulatory agencies, and introduced 
part of the supporting infrastructure 
for financial activities. It also 
sought to ensure that ordinary 
citizens had broad access to 
financial services. 

Luxembourg Provides 
Important Support
Under the second program, the 
modernization of the payment, 
clearance, and settlement 
system needed expert support 
for capacity development. 

Luxembourg’s assistance provided 
it. “Luxembourg provided the 
grant finance needed to help 
the National Bank of Cambodia 
upgrade the national payments 
system—helping to extend the 
outreach of the formal financial 
sector and accelerate the transition 
from cash to check and electronic 
settlements,” said Mr. Tukuafu. 
“It helped develop a system that 
will enable intercity clearance and 
settlement of checks within a day,” 
he added, noting that the system 
is being rolled out beyond Phnom 
Penh (the capital), with the launch 
expected in May 2012. 
 The successful introduction 
of the system in the capital, 
alongside other measures, saw the 
number of US dollar–denominated 
checks cleared per day increase 
by more than 80% between 2006 
and 2010. 

 The whole package of financial 
reforms in Cambodia has fueled 
economic revival, led by private 
sector expansion in the garment 
industry, tourist-related services, 
construction, and agriculture. Gross 
domestic product (GDP) expanded 
on average by more than 9% 
from 1998 to 2008. Credit to the 
private sector increased to 29% 
of GDP by the end of 2010, from 
12.2% in 2006, while total bank 
deposits rose to 35.6% of GDP by 
2010, from 17.9% in 2006. 
 Attesting to the strength of the 
latest program, the finance sector 
has remained resilient, despite 
the indirect effects of the recent 
international financial crisis. Public 
confidence in the banking and 
microfinance systems has risen, 
evident in the doubling of total 
deposits and private sector credits 
between 2006 and 2010. ■



Highlights

Lao People’s 
Democratic 

Republic

Viet Nam

Cambodia

Mongolia

Indonesia

Official development assistance (% of gross national income):
2010—1.09%, 2009—1.04%,  2008—0.97%

Asian countries among Luxembourg’s top 10 aid recipients: Viet Nam (ranked number 5) and 
Lao People’s Democratic Republic (10).

By sector: 

Source: AidFlows and OECD. 
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Luxembourg’s privileged partner 
countries in Asia
Support through the Financial Sector 
Development Partnership Fund
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Cambodia
19.69

Indonesia
17.61

Lao People’s 
Democratic Republic

3.11

Mongolia
20.73

Regional
28.50

Viet Nam
10.36

Cumulative Direct Value-Added 
Cofinancing by Country—Technical 
Assistance (%, as of 30 Apr 2012)

Note: May not add up to 100% due 
to rounding.
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Direct Value-Added Cofinancinga ($ ’000, as of 30 Apr 2012)

Year Project Amount

Technical Assistance
Cambodia

2009 Implementation of Subprogram 4 of the Financial Sector Program II 500.00

2007 Financial Sector Program II Implementation (FSDPF) 450.00

Indonesia

2011 Institutional Capacity Building of Indonesia Eximbank (FSDPF) 350.00

2007 Strengthening Regulation and Governance (FSDPF) 500.00

Lao People’s Democratic Republic

2006 Promoting Governance in Financial Transactions 150.00

Mongolia

2011 Government Bond Market Development (FSDPF) 500.00

2006 Strengthening the Pension System (FSDPF) 500.00

Viet Nam

2006 SOE Reform and Corporate Governance Facilitation (FSDPF) 500.00

Regional

2012 Fourth High-Level Forum on Aid Effectiveness (Supplemental)b 61.67

2011 Financial Regulatory Reforms in Asia (FSDPF) 300.00

2011 Fourth High-Level Forum on Aid Effectivenessb 1,030.00

2009 Bond Financing for Infrastructure Projects in the ASEAN+3 Region 
(FSDPF)

340.00

2007 Implementation of the Technical Support Facility under the Carbon 
Market Initiative

735.00

  ASEAN+3 = Association of Southeast Asian Nations plus the People’s Republic of China, Japan, and the Republic 
of Korea; FSDPF = Financial Sector Development Partnership Fund; SOE = state-owned enterprise.

a  Cofinancing with contractual or collaborative arrangements between a financing partner and ADB.
b Financed from multidonor fund. Since contributions to multidonor funds are commingled, Luxembourg’s contribution 

cannot be disaggregated and the full cofinancing amount has been attributed to each partner in the multidonor fund.
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Trust Fund Commitments ($ million, as of 30 Apr 2012)a

Year Fund Amount Status

2011
2010
2008
2007
2006
2006
2007

Financial Sector Development Partnership Fund
"
"
"
"
"

Asia Pacific Carbon Fund

2.00
3.50
0.30
0.20
1.50
0.30

15.00

Available for commitment: 
$4.50 millionb

Fully committed
2005 Asian Tsunami Fund 1.00 Available for commitment: 

$6.90 millionb

a Commitments in US dollars are as of the time of commitment. For commitments made in currencies other than 
   US dollars, the amounts are converted to US dollars using the exchange rates at the time of commitment.
b  Out of total commitments, including those of other partners.



Partnership Brief 
Cofinancing with Luxembourg

The Partnership Brief series, compiled by the Office of Cofinancing Operations of the Asian Development 
Bank (ADB), presents key details of cofinancing with ADB’s main development partners.

About the Asian Development Bank 

ADB’s vision is an Asia and Pacific region free of poverty. Its mission is to help its developing member 
countries reduce poverty and improve the quality of life of their people. Despite the region’s many 
successes, it remains home to two-thirds of the world’s poor: 1.8 billion people who live on less than $2 a 
day, with 903 million struggling on less than $1.25 a day. ADB is committed to reducing poverty through 
inclusive economic growth, environmentally sustainable growth, and regional integration. 
 Based in Manila, ADB is owned by 67 members, including 48 from the region. Its main instruments 
for helping its developing member countries are policy dialogue, loans, equity investments, guarantees, 
grants, and technical assistance.

For further information, please contact:

Asian Development Bank—Office of Cofinancing Operations
Cécile L.H.F. Gregory–Head
Riccardo Loi–Director
Karen Decker–Principal Financing Partnerships Specialist

Asian Development Bank 
6 ADB Avenue, Mandaluyong City
1550 Metro Manila, Philippines
www.adb.org 
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