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EXECUTIVE SUMMARY 
 

Rural Poverty and Priority Needs 
 
1. Despite rapid growth and progress in overall poverty reduction, around 500 million 
people remain in extreme poverty in rural Asia, amounting to three quarters of Asia’s total 
extreme poor. Irrespective of ADB’s strategic directions, rural development must be tackled 
through multipronged approaches and strategic interventions specific to country needs. These 
needs can be grouped as follows: 
 
2. Raising productivity and value added in agriculture: Farming is the mainstay of the 
rural economy, so improving the productivity of agriculture is crucial in any rural development 
strategy. For a variety of reasons, complacency about agriculture and food security in the region 
must end. Growth opportunities are provided by rapidly growing urban incomes and demand for 
income-elastic horticulture and livestock products, which tend to be much higher in labor 
intensity and value, both in production and agroprocessing, as compared to the traditional food 
crops. Continued support to agricultural research is essential and has a high payoff. 
 
3. Managing natural resources and the environment: There is a strong poverty- 
environment nexus. Poor farmers typically work less productive lands having water and soil 
deficiencies. Natural resource use is unsustainable in much of the region. Interventions are 
necessary to improve and sustain the productivity of land through expanded irrigation and better 
management of water, watersheds and soils. 
 
4. Expanding the rural nonfarm economy and providing the rural infrastructure to 
support growth in both agriculture and non-agriculture. Agriculture’s long-run contributions to 
growth and employment generation are limited. In Asia as a whole, the nonfarm economy 
already accounts for substantial shares of rural employment and incomes. Growth of the nonfarm 
economy will require policies and investments that (i) enable rural nonfarm enterprises to 
diversify and grow in size and productivity; (ii) provide the infrastructure base for greater 
economic dynamism in the countryside and rural townships; and (iii) help rural labor transit from 
farm to nonfarm activities. The opportunities and constraints to migration to off-farm activities 
(rural or urban) have to be considered in any rural poverty strategy.  
 
5. Promoting social development: Quality education and health care remain out of reach 
for all too many in rural Asia. Education and health promote the development of human capital 
that is essential to increase rural farm and nonfarm productivity, and better equip rural migrants 
for entry into the nonfarm workforce. Systems of social protection need to be strengthened both 
to protect the poor from the risks they face, and enable them to take risks in order to transit from 
traditional activities to riskier but more remunerative ones.  
 
6. Strengthening rural policies and institutions: Rural growth and poverty reduction 
require a conducive policy environment and, particularly at the local level, capable rural 
institutions. Rural farm and nonfarm entrepreneurs need better access to efficient financial 
services, while good governance is essential in decentralized rural public agencies. 
 
ADB’s Operational Environment for Rural Poverty Reduction 
 
7. The Report of ADB’s Eminent Persons Group (EPG) places emphasis on faster and 
more inclusive and environmentally sustainable growth which the Working Group strongly 
supports as a necessary instrument for reducing poverty and imbalances in development. 



 ii

However, since the EPG provides no guidance on rural development,1 the challenge for ADB is 
to determine how to most effectively support the transformation to a poverty-free rural Asia  
during the coming 13 years. 
 
8. Given ADB’s overarching objective of poverty reduction and its emerging emphasis on 
inclusive growth, interventions that help the rural poor move out of poverty should figure 
prominently in its strategy to reduce poverty and promote inclusiveness. At the same time, given 
the directions provided by ADB’s Medium Term Strategy II (MTS-II) and ADB’s performance in 
rural development, it is essential that ADB’s operations in rural development are (i) consistent 
with our internal resource constraints; (ii) carefully designed and managed; and thereby (iii) 
focused, effective, and efficient. The proposed strategy for ADB operations in rural development 
is influenced by client demand for its products and services, lessons from ADB’s past 
operational experience, and ADB’s internal strengths, constraints, and strategic directions. 
 
9. Rural development’s importance in the DMCs is evident from its preeminence in 
essentially all national development plans. ADB’s forward program reflects both DMC demand 
and MTS-II priorities, with the latter being: (i) ensuring successful project outcomes, thus 
emphasizing areas which have performed better in the past such as rural infrastructure and 
finance; (ii) focusing on projects that are not staff intensive or complex; and (iii) given 
constraints in the availability of concessional ADF funds, focusing on the poorest DMCs, and on 
the environment and social sectors where the DMCs prefer softer lending terms.  
 
10. Better design and implementation of rural projects are crucial. This will require a more 
systematic approach to capacity development at central and local levels, particularly in poorer 
DMCs where rural development is most needed. ADB also needs to strengthen its capacities in 
project administration, particularly at the Resident Mission (RM) level.2  
 
11. ADB has depth of experience and knowledge from its long engagement in rural 
development.3 ADB also has strong linkages with clients and ability to form partnerships with 
other development agencies. However, the share of rural development interventions in ADB’s 
total investment has been small. The MTS-II emphasizes “strengthening inclusiveness” as one 
of its five strategic priorities and recognizes that poverty is primarily a rural phenomenon. 
Employment-intensive rural development, focusing mainly on irrigation, rural infrastructure, and 
rural finance, is an explicit part of MTS-II. ADB can thus make a bigger impact on rural poverty 
merely by scaling up its interventions within the ambit of MTS-II and the emerging LTSF. 
 
Strategy 
 
12. The Working Group believes that ADB should give greater emphasis to rural areas as 
this will be the most effective way to directly promote inclusive growth. The options outlined 
below are intended to be consistent with ADB strategic priorities as reflected in the MTS-II. The 
present report does not provide a detailed blueprint for the required internal resource decisions; 
further analysis will be needed if the broad approach is accepted by ADB Management. The 
Working Group proposes strategies for rural poverty reduction under two scenarios: moderate 
and proactive. Under the moderate scenario, certain parameters are taken as fixed (staff, 
concessional resources, and selectivity as defined by MTS-II) and the strategy for rural poverty 
                                                 
1  Indeed, the EPG Report is silent on “rural Asia.” 
2  The Working Group hopes that the ongoing assessments of ADB’s Resident Mission Policy and RM performance 

by SPD and OED will provide useful recommendations in this regard. 
3  Some readers of this paper may not be aware that the original ADB logo showed rice panicles as a clear image 

of ADB’s raison d'etre. The original logo was replaced with a simple blue box in 2004. 
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reduction is cast within them while seeking to make a bigger impact on rural poverty than now. 
Under the proactive scenario, we propose additional measures, assuming that medium-term 
resource constraints can be relaxed.   
 
13. The moderate scenario would mainstream rural interventions in all ADB operations. This 
will require upscaling within the ANR sector and the MTS-II priority sectors; greater focus on 
development results; and better collaborating with other donors, the private sector, and other 
stakeholders in rural development. A multipronged approach to rural development, involving 
several sectors, may in certain circumstances provide more impact and should be considered 
where needed. In particular, the following are priorities:   
 

i. Scaling up in areas where ADB has done well (rural infrastructure, water resources, 
microfinance, and agricultural support services). Upscaling OCR lending in a time of tight 
internal constraints (staff and operational budgets) is a challenge that ANR operations 
must strive to meet. 

 
ii. Demonstrating state-of-the-art knowledge and international best practices  in all sectors 

and countries, based on better sector and analytical work, enhanced knowledge 
dissemination opportunities for staff, and possible changes in the skills mix. The DMCs 
are critically evaluating the effectiveness of ADB projects and demanding more from us. 
In the larger DMCs (PRC, India and Pakistan), the message is that OCR terms are not 
necessarily a barrier as long as ADB brings new knowledge and practices, and provides 
responsive support during implementation. 

 
iii. Expanding Infrastructur e Investm ent in Rural Areas: A focus on infrastructure is the 

essence of MTS-II, and a greater share of ADB infrastructure lending should be oriented 
to rural areas. Rural Infrastructure projects need easier-to-implement designs, and more 
strategic location of infrastructure to ensure strong links to markets and pro-poor growth 
opportunities. ADB needs to explore private-public partnerships, and develop local 
capacity for project implementation and post-project infrastructure maintenance.   

 
iv. Expanding Rural Finance through support for policy and institutional reforms, and to 

develop financial infrastructure and services for sustainable rural and micro finance.  
 

v. Social Interventions, pa rticularly education,  are demanded by many DMCs, but ADB’s 
capacity is constrained by its concessional resources. Within this bound, ADB can focus 
on rural education and skills development (particularly where public-private partnership is 
possible), selective interventions in health, and enhancing gender impacts.   

 
vi. Policy Chan ge. ADB should continue to engage in policy dialogue on agriculture and 

rural development with the DMCs, but program lending in the ANR sector should be 
selective, focusing on developing the climate for private-public partnerships, private 
sector participation, and making markets work better for the rural poor.  

 
vii. Partnerships for rural poverty reduction should be enhanced with bilateral donors, 

specialized international organizations, the private sector, and NGOs in order to 
complement ADB’s resources and skills.  

 
viii. New Instruments and Financing Approaches can make ADB lending to the rural sector 

more attractive to clients. An enhanced cofinancing strategy should be pursued to allow 
ADB to leverage grants and soft funding, similar to what is being developed for the social 
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sectors under ADB’s Innovation and Efficiency Initiative (IEI). There is need to explore 
innovative and more efficient delivery of funds through sector-wide and program-based 
approaches. 

 
ix. Regional Cooperation  can be strengthened in areas that support inclusive rural growth, 

agricultural trade and investment, and collaborative agricultural science and information 
exchange. The Greater Mekong Subregion (GMS) Core Agriculture Support Program 
provides excellent examples. 

 
x. Selectivity. Under MTS-II, ADB is withdrawing from areas such as fisheries and livestock, 

and replacing its traditional, production-oriented projects in food crop agriculture with an 
approach focused more on market opportunities for value addition. Although stand-alone 
projects in the “exit” sectors will be rare, these sectors will continue to comprise vital 
complementary components of irrigation and other rural projects in core MTS-II areas. 

14. While the moderate scenario can achieve much within its constraints, the Working Group 
believes that a more proactive approach to rural development is warranted if the EPG vision of 
an Asia largely free of extreme poverty is to be achieved between now and the year 2020. 
Rapid recent growth has reduced income poverty in many countries, but it has not had 
acceptable progress on the non-income dimensions of poverty and human welfare. A proactive 
approach would be consistent with ADB’s emphasis on inclusive growth and its role as Asia’s 
preeminent development institution. ADB needs to carefully consider its priorities, assess and 
expand its resource envelope in needed areas, and gear up institutionally to better address the 
current binding constraints to rural poverty reduction. This could involve the following, in addition 
to the measures indicated under the moderate scenario: 
 

i. ADB needs the capacity to respond to new developments by investing more staff and TA 
resources in areas critical to rural Asia’s future, including adaptations to climate change 
and migration, applications of information and communication technology (ICT), and to 
promote long-run food security and environmentally sustainable development. 

ii. Piloting new approaches. Pilots are needed within the MTS-II Group II areas to explore 
how redesigned projects fare (testing innovative approaches and remedying past 
weaknesses) before expansions are made. 

iii. Stronger response at country and community level . With more staff, particularly in the 
RMs, ADB can more effectively design and manage intensive rural development 
projects, work more responsively with Executing Agencies (EAs) and more closely with 
local communities, and undertake complex projects with large social payoffs. ADB needs 
to ensure that the skills mix in the RMs matches local priorities and ADB operations in 
rural development. 

iv. Stronger Government Capacity for rural development must be built more systematically 
at central and local levels, particularly in poorer DMCs where rural development is most 
prominent. With stronger skills in capacity development and more staff resources at the 
country level, ADB can more effectively engage and support local governments, which is 
critical given the increasing decentralization of development responsibilities in many 
DMCs. 

v. Enhanced r esponses in natural r esources management (NRM) a nd environ ment. 
Expanding and strategically using ADF to address natural resource degradation and 
adverse environmental impacts in less developed DMCs, especially those heavily reliant 
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on agriculture, will promote sustainable growth and broad-based improvement in 
beneficiary livelihoods. 

vi. Support for ANR Resea rch. ADB should sustain its support for international research 
institutions in ANR and other areas related to rural development.  

vii. Enhanced knowledge transfer and exchange. ADB needs to expand its knowledge 
dissemination on rural development. The DMCs look to ADB for state-of-the-art lessons 
and best practices. ADB’s capacity to provide such knowledge is increasingly important 
for sustaining lending opportunities, particularly in middle income DMCs.  

viii. Contribute more effecti vely to  so cial develo pment and the Millenni um Develop ment 
Goals (M DGs). With more staff and concessional resources, ADB can make a more 
tangible contribution to human and social development outcomes and MDG attainment 
in rural areas (e.g., in nutrition, primary education, maternal and child health, and water 
supply and sanitation); more effectively contribute to inclusive rural development; 
address social discrimination and exclusion in rural areas; and better undertake social 
protection. 

15. Organizational changes are needed under either approach. Some important areas are: 
 

i. Sector analytical work. To enhance the impact and effectiveness of ADB’s development 
support, more rigorous sector analytical work is needed to provide a sharper strategic 
focus in forward programs and sector interventions. 

 
ii. ADB needs to improve methodologies for monitoring and evaluating the performance of 

rural development projects. Benefits are not properly measured in many instances. We 
need to compare ADB’s performance in rural development with that of other 
development agencies and draw suitable lessons. 

 
iii. Staff skills  and the ANR knowledge base should be upgraded in key areas through 

recruitment, training and external learning. There is a continuing need to renew the 
knowledge base on emerging issues and innovative development approaches. 

iv. Communities of Practice (CoPs)  on rural development and poverty alleviation must be 
revived. 

v. ADF allocat ion rules.  Performance Based Allocation (PBA) rules do not consider the 
DMC poverty situation and progress in achieving the MDGs. This needs to be reviewed. 
Allocating ADF to sectors that are strategic for inclusive growth through rural poverty 
reduction should be considered, in addition to country-level criteria.   



 
 
 
 
 
 
 
 
 
 

 “…we m ust take m ore di rect an d effective poli cies and m easures to stre ngthen, sup port and  
protect agriculture and increase rural i ncomes in line with the need to bal ance urban and rural 
development.”

“Solving the problems of agriculture, villages and fa rmers is one of the most crucial parts of our 
entire work... Ru ral i ncomes have g rown to o sl owly, the ta sk o f increa sing employment and  
improving so cial se curity is arduous, developm ent in diffe rent regions of th e count ry is not  
balanced, the in come ga p is to o wide am ong some m embers of societ y and pressure o n 
resources and the environment is mounting.”  

–  Excerpts from Prime Minister Wen Jiabao’s Speeches at 10th National People’s Congress, March 2006 
(quoted by BBC)  

 
 
 

“We do feel a sense of satisfaction that on m any fronts we have done well. Yet, we are a ware 
that there is much more to be done. We have moved forward in the many battles against poverty, 
ignorance and disease. But can we say we have won the war? We have been able to step up the 
rate of growth. But can we say we are satisfied with the pace? Even after years of development 
and rising g rowth rates, why ha ve we not b een able to banish m ass poverty a nd provide 
employment to all? Why do some regions of the country continue to lag behind? …….. 

We have kept our focus o n giving a ne w deal to rural India. ….T here is more to be done and 
more will be done. …Farmers are the  backbone of our  nation. Unless they prosper, the nation 
cannot prosper. ..The transformation of rural India that we seek, and the progress we seek, are 
not possible unless we increase the productivity of our farms and the income of our farmers.”  

  -  Excerpts from Prime Minister Manmohan Singh’s Independence Day Speech 15 August 2007 



I.    RURAL POVERTY IN THE ASIA-PACIFIC REGION 

1. The Importance of the Rural 
Sector.  Asia remains mainly rural.4 Although 
economic development has changed the 
composition of the population, with the urban 
population growing at a faster pace than the 
population as a whole, about two-thirds (64% 
in 2006) of the population of ADB’s 
developing member countries (DMCs) live in 
rural areas and even in 2015, about 58% of 
the population would continue living in rural 
areas. In addition, as argued below, rural 
populations suffer from greater deprivations 
than the rest, calling for more attention to 
their needs to reduce disparities and prevent 
social strife and instability.  ADB will therefore 
need to support rural development and rural poverty reduction as a major part of its 
development activities.   

Fig 1.1  Rural population in Asia
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2. The Magnitude and Incidence of Rural Poverty.  Poverty is mainly a rural problem in 
the Asia-Pacific region. Although the region’s population is 64% rural, rural areas are home to 
around 80% of the poor.5 The rural poor living under $1/day comprised around 500 million 
people in 2003 out of the total population of the region’s poor of around 620 million (Appendix 
Table A.1). Rural poverty varies across regions. In South Asia in 2002, it stood at 40%, a little 
higher than the incidence in urban areas at 39%. In East Asia and the Pacific, the corresponding 
figures were 22% (rural) and 14% (urban). Using the $2/day measure of “near poverty,” the rural 
poor in 2003 amounted to 1.46 billion 
people, compared to the total poor of 1.85 
billion. Including the “near poor” triples the 
magnitude of poverty that needs to be 
addressed.  
 
3. The analysis of rural poverty must 
also assess non-income poverty. The most 
acceptable indicators in this respect are the 
non-income MDGs,6 which show that in 
2005, Asia was home to 71% of the world’s 
people without access to improved 
sanitation; 58% of those without access to 
safe water; 56% of the world’s 
undernourished; and 43% of total child 
mortality. Despite Asia’s rapid overall 
economic growth, in some MDG areas it 

Table 1.1 People Living in Social and Economic Poverty in 
Rural Asia and the Pacific (Latest available data) 

  Magnitude (millions) 
        Rural       Total 
Without access to improved sanitation 1526 1912 
Poverty ($2/day) 1460 1850 
Without access to improved water supply 560 652 
Poverty ($1/day) 504 617 
Underweight children a 53 81 
Not enrolled in primary schools a 25 37 
Population suffering from TB b  4.7 8.3 
Population suffering from HIV/AIDSb 4.3 8.0 
Under-5 mortality a 3.3 5.0 
Infant mortality a 2.6 4.0 
Population suffering from malariab 2.1 3.0 
Source: ADB, UNESCAP, UNDP. MDG:Progress in Asia and the Pacific 
2006; and staff estimates 
Note: a/ Rural magnitudes estimated by disaggregating country data using 
proportion of population living in rural areas. 
b/ Rural magnitudes estimated by disaggregating country data using sample 
evidence of  rural and urban disease incidence in Asian countries. 

                                                 
4  “Rural” generally comprises settlements of less than some minimum defined population or population density, 

and with an economy based predominantly on agricultural activities.     
5  Ravallion, Chen, and Sangraula, “New Evidence on the Urbanization of Global Poverty.” World Bank 2007. 
6  United Nations Millennium Project 2005. Investing in Development: A Practical Pla n to Achieve the Mi llennium 

Development Goals. Overview. 
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has more significant deprivations than even Sub-Saharan Africa. For example, the prevalence 
of underweight children is higher in the Asia-Pacific region (over 30%) compared to Sub-
Saharan Africa (28%). South Asia had more individuals suffering from malnourishment and 
people living in slum conditions than Sub-Saharan Africa in 2005. East Asia and the Pacific had 
more people without access to safe water than Sub-Saharan Africa; and South and Southeast 
Asia had more individuals without improved sanitation.7 Table 1 presents estimates of the 
population in rural Asia and the Pacific suffering from poverty and other social deprivations.  
 
4. There is considerable regional variation in the levels of achievement of the MDGs across 
Asia. A recent assessment shows that South Asia is lagging farthest behind overall. Some 
countries in Southeast Asia (such as Lao PDR and Myanmar) also have generally poor MDG 
attainments, while some others (such as the Philippines and Indonesia) are actually 
regressing.8   
 
5. Changes in Rural Poverty: Poverty in Asia as a whole has been rapidly declining in 
both rural and urban areas. However, the changes in rural poverty over time differ significantly 
across subregions. Disaggregated rural-urban data (Appendix Table A.1) show that while the 
absolute number of the poor (<$1/day) declined by about 300 million between 1990 and 2003, 
this was mainly the result of the reduction in number of the rural poor in China and to a small 
extent in other East and Southeast Asian countries. On the other hand, rural poverty decreased 
only marginally in South Asia. This is partly due to a much later onset in South Asia of the 
growth and dynamism seen in the East Asian economies, mainly China. ADB’s approach 
towards rural poverty reduction therefore needs to take account of the differing levels of growth 
and socioeconomic progress across subregions.  
 
6. Characteristics of the Rural Poor. In rural Asia, the poor and vulnerable tend to be 
landless or marginal farmers and tenants, women and families living in female-headed 
households, socially excluded groups and indigenous people, and pastoralists and coastal 
fishing people. The rural poor are engaged in both farm related activity as well as non-farm 
activity.  The poorest places in the region are resource-constrained: mountainous or hilly areas, 
marginal and degraded lands, rainfed agricultural areas, and many coastal areas. Poor rural 
households tend to have larger families, with higher dependency ratios, lower educational 
attainment, and higher underemployment. The poor also lack basic amenities such as clean 
water supply and sanitation. Their access to credit, inputs and technology is limited. They lack 
the knowledge and organizational power to take risks and compete in markets. Cultural and 
social discrimination also act to exclude the poor from markets. Much of the region’s poverty is 
associated with social discrimination based on caste, gender, or ethnicity. This discrimination 
tends to be most severe in rural areas, aggravating poverty in various ways and reducing labor 
mobility and labor force participation.9 

 
 
 
 
 
 
 

                                                 
7    ADB-UNDP-UNESCAP (2006): The Millennium Development Goals: Progress in Asia and the Pacific 2006 and   

UN Millennium Project (2005): Investing in Development: A Practical Plan to Achieve the MDGs..   
8  ADB-UNDP-UNESCAP (2006): The Millennium Development Goals: Progress in Asia and the Pacific 2006   
9  International Fund for Agricultural Development (2002). Assessment of Rural Poverty – Asia and the Pacific. 
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II. PRIORITIES FOR RURAL GROWTH AND POVERTY REDUCTION 

7. Aggregate economic growth is essential for reducing poverty. The pattern of this growth 
is equally crucial – i.e., its “inclusiveness,” or the extent to which it entails rapid and widespread 
employment growth and social development. Growth has substantially reduced poverty owing to 
two major factors. First, from the 1970s onward, many countries witnessed rapid rural growth 
during the Green Revolution and through reforms that gave dynamism to agriculture.10 Second, 
beginning in the 1980s, relatively labor-intensive growth in the non-agricultural sector (primarily 
industries) was able to absorb significant numbers of the rural poor, typically at better wages 
than in agriculture.  

8. Rural poverty reduction requires both raising farm productivity and increasing nonfarm 
employment. Focusing on one or the other alone would not be sufficient because the scope for 
the non-agriculture sector to grow fast enough to absorb vast numbers of rural poor is limited in 
Asia’s poorest economies (Appendix Table A 2). There is growing evidence that current growth 
processes in many countries are not generating sufficient employment. Hence, there is a need 
to support the rural economy in the medium term through interventions that improve the viability 
of the land the poor cultivate and the value of their crops. For the landless and near landless, 
however, such investments may not be enough to lift them from poverty. Development of human 
capital – the intellectual and physical capacities, skills, and knowledge of the rural population – 
will require expansion of coverage and quality of education, skills training, and basic health care 
in order facilitate the uptake of new agricultural technologies, and the movement of the poor into 
off-farm activity, whether within the rural sector or outside it.  

 Main Interventions to Reduce Rural Poverty 

9. In this context, and irrespective of ADB’s strategic directions, rural development must be 
tackled through multipronged approaches and strategic interventions according to specific 
country requirements. In general, the principal needs include: 

- Raising productivity and incomes in agriculture. Farming is the mainstay of the rural 
economy, so improving the productivity of agriculture must be emphasized in any rural 
development strategy. Complacency about food security in the region must end owing to 
plateauing of food crop yields, a surge in food imports in some large countries, rising 
international cereal prices, increasing water scarcity, changing climate and rainfall patterns, 
and growing demand for livestock feed and biofuels. Rapidly growing urban incomes and 
demand provide opportunities for income-elastic horticulture, meat and dairy products, which 
tend to be much higher in labor intensity and value, both in production and agroprocessing, 
as compared to the traditional food crops. A redefined the role of DMC governments and 
ADB in agriculture will need to focus on market-led growth opportunities.  

 
- Managing natural resources and the environment. There is a strong poverty- 

environment nexus. Interventions to improve productivity of land and other natural resources 
through irrigation, better management of water and other environment related interventions 
which would impact significantly on the poor. Poor farmers typically work on marginal lands 
characterized by water and soil deficiencies. Degradation of soils, forests and watersheds 

                                                 
10  The World Bank’s forthcoming (2008) World Development Report: Agriculture for Development, illustrates the 

positive contributions of a dynamic agriculture to poverty reduction. The report argues that agriculture 
investments can drive national growth, be good for private business, save natural resources, and ensure food 
security. Ravallion and Datt (1996), and Lipton and Ravallion (1995) provide further analyses of the role of 
agricultural growth in poverty reduction. 
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poses a major challenge for the poor, raising their vulnerability and making their exit from 
poverty even harder.  

 
- Expanding the rural nonfarm economy and improving rural infrastructure are 

imperative for broadly based growth in agriculture and non-agriculture. Policies and carefully 
targeted investments are needed to (i) enable rural nonfarm enterprises (RNFE) to diversify 
and grow in size and productivity, (ii) provide the infrastructure base (roads, power, and 
water supply) for greater economic dynamism in the countryside and rural townships,11, and 
(iii) help workers make the transition from farm to nonfarm activities (enhance their mobility).  

 
 Migration to off-farm activities (whether rural or urban) is an inherent feature of economic 

development. This needs to be recognized in strategies for reducing rural poverty. The SES 
(which prompted formation of the Working Group) advocated an active role for DMC 
governments and ADB in facilitating orderly migration of surplus rural labor from poor 
regions to dynamically growing areas, including measures to reduce migration costs. The 
SES argued that this might be more effective in reducing rural poverty than the traditional 
approach of trying to raise mainly agriculture-based productivity in regions scarce in 
agronomic potential. The Working Group, as requested by ADB’s DEC, carefully considered 
the SES proposals and the responses of ADB’s Management. On the issue of migration, we 
concur with Management’s response. Actively promoting migration could work in some 
limited circumstances (i.e., where the poor rural population is relatively small in comparison 
to the absorptive capacity of the off-farm economy and the towns and cities), but, as noted 
above, it would not be practical in the densely populated DMCs of South and Southeast 
Asia. At the same time, social development (see below) through public investment in 
education and basic health care will be an essential part of rural poverty reduction by 
enhancing the potential productivity of rural labor, irrespective of whether it is engaged in 
farm or off-farm employment. 

 
- Promoting social development. Quality education and health care remain out of reach 

for all too many in rural Asia. Education and health promote the development of human 
capital that is essential to increase rural farm and nonfarm productivity, and better equip the 
rural poor for entry into the nonfarm workforce. Systems of social protection need to be 
strengthened both to protect the poor from the risks they face, and to enable them to take 
risks in order to transit from traditional activities to riskier but more remunerative ones. Social 
exclusion based on gender, caste and ethnicity needs to be addressed proactively.   

- Strengthening rural policies and institutions. Rural growth and poverty reduction 
require a conducive policy environment and, particularly at the local level, capable rural 
institutions. Rural farm and nonfarm entrepreneurs need better access to efficient financial 
services, while good governance is essential in decentralized public agencies and service 
provision. Improved quality of rural finance and public services will accelerate growth and 
enable the region’s agriculture and rural nonfarm sectors to exploit the opportunities 
provided by growing domestic demand and globalization.  

10. Interventions to reduce rural poverty must span both agriculture and non-agriculture, 
often in combination, and need to be tailored to specific country contexts. A description of the 

                                                 
11  Although megacities attract much attention, the majority of Asia’s urban population still lives in smaller cities and 

towns. Developing these smaller towns and their linkages to surrounding rural populations is crucial. While Asia's 
megacities offer significant economic opportunities, overcrowding represents a real threat to the economic 
advantages that such concentrated urbanization brings. 
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poor and the needed interventions are shown diagrammatically in Appendix 2.  In the following, 
we highlight some important issues in the above five areas.   

11. Agriculture. The DMCs face many challenges relating to agriculture. First, food crop 
yields in many DMCs have plateaued over the past decade as the Green Revolution has run out 
of steam. However, further productivity increases can be achieved by expanding efficient 
irrigation, crop diversification, and improved connectivity to markets. Second, water is 
increasingly scarce, yet irrigation remains by far the largest user of water, and possibly the least 
efficient. Many irrigation systems continue to suffer from poor O&M, and low performance and 
sustainability. Third, global climate change appears already to be having adverse impacts on 
agriculture, which is also challenged by pressures on the sustainability of land resources (see 
more below). At the same time, the rapid expansion of urban and peri-urban areas is consuming 
some of the best farmland. Against this background, the region’s principal needs are as follows.  

12. First, specific country and subregional needs must be addressed. Very broadly, different 
agricultural systems can be classified into four groups in a simple matrix distinguishing between 
levels of: (i) inherent productivity potential, and (ii) market access (Table 2.1). Stronger farm-to-
market links are especially important for regions possessing the agronomic potential for higher 
productivity. Diversification to higher value crops, supported by value chain development to the 
retail level, requires improved access and intermediate infrastructure. However, not all regions 
can be helped through investments in infrastructure if they lack the basic agronomic potential for 
productivity growth. In such cases, the long-run solution may involve a transition to nonfarm 
occupations, possibly with physical migration out of the poorest and most remote areas. 

Table 2.1: Classification of Agricultural Systems by Productivity Potential and Market Access 
Agricultural Productivity Potential  

Market Access Medium to High Low 

Medium to Good 
Agriculture can diversify and stimulate agri-
based nonfarm enterprises (RNFEs) 

May be developed for extensive 
agriculture suited to resource-scarce 
environment 

 
Poor 

 

Can become more productive with better rural 
infrastructure and connectivity to markets 

Can support extensive, low input 
agriculture; out-migration is a longer-
run solution 

13. Second, investing in irrigation and water resource management is of critical importance. 
However, irrigation construction alone will not be sufficient to comprehensively address broader 
natural resources management issues; nor will irrigation interventions alone guarantee the 
buildup of the farm level economic returns that justify the investment in construction.  

14. Third, there are emerging areas within agriculture relating to changing global conditions. 
Rapidly growing energy demand and high petroleum prices have prompted new interest in 
alternative energy, including biofuels. Large-scale biofuel development could put substantial 
upward pressure on prices of corn, sugarcane and other crops, potentially harming poor 
consumers, but also creating opportunities for farmers, as well as synergy between energy and 
agriculture.  

15. Finally, continued support to agricultural research is warranted. Studies have shown that 
this has a very high payoff and is perhaps the most cost-effective way to support agriculture. 
New technology applied to agriculture can help considerably in raising productivity. 
Development of crops tolerant of drought and other adverse environmental conditions is 
required. Breakthroughs in conventional crop breeding and biotechnology may be imminent. 
Promoting such breakthroughs and ensuring that the benefits reach small farmers are crucial. 
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16. Natural Resource Management and the Environment. In many DMCs, the challenge 
of improving and sustaining agricultural productivity is closely related to undoing the adverse 
impacts created by past environmental degradation and putting in place effective natural 
resource management systems. The close connection between poverty and the environment in 
rural Asia is evident in various forms, including coastal communities threatened by depleted 
fishery resources, small farmers who must adapt to declining quality and quantity of surface and 
ground water for irrigation, and pastoralists or upland communities affected by the degradation 
of soils, forests, watersheds, and biodiversity. Such degradation is a primary cause of 
increasing poverty and must be arrested.  

17. In addition, climate change will disproportionately affect the poor because of their limited 
capacity to cope with increasingly variable weather patterns, including floods, typhoons, drought 
and other gradual and less violent, but nevertheless significant, changes in climate. 

18. Rural poverty must be addressed through a clear understanding of the specific linkage of 
poverty to the environment and natural resources. As in agriculture, interventions will have to be 
context specific since environmental decline, such as caused by land and watershed 
degradation, affects on all regions, but its impacts on the poor’s livelihoods, health and 
vulnerability vary. Some specific examples across ADB regions are provided in Table 2.2. 

Table 2.2: Natural Resources Management Concerns in ADB’s Subregions 
Subregion                                        Priority 

 
EARD 

      Degradation of ecosystems in dryland areas (PRC) 
      Water pollution in all major rivers (PRC) 
      Deforestation due to rural energy demand (PRC) 

 
CWRD 

      Poor water management and land degradation (Pakistan) 
      Increasingly erratic and unpredictable floods (Pakistan) 
      Land degradation (Central Asia) 

SARD 
      Poor surface water management 
      Ground water depletion and salinity/waterlogging (India) 
      Watershed degradation and soil erosion (regional)  

SERD       Degradation of biodiversity and ecosystems (GMS subregion) 
      Depletion of marine and coastal resources 

PARD 
      Depletion of marine and coastal resources 
      Scarcity of fresh water for agriculture and household use 

19. The Rural Nonfarm Economy. In Asia as a whole, the nonfarm economy accounts for 
roughly 25% of rural employment and 32% of rural incomes.12 Seasonal trading, agroprocessing, 
manufacturing and service activities enhance rural livelihoods, support a growing agriculture, and 
supply consumer goods and services. Nonfarm activity offers important economic opportunities for 
the rural poor in areas where landlessness is high, as it is dominated by small, agri-based, and 
highly labor-intensive enterprises, albeit often with only meager earnings. Given the close links 
between agriculture and most RNFEs, measures that raise productivity and value added in 
agriculture will also benefit the rural nonfarm economy.  

20. RNFEs. Investment climate surveys show that a host of factors prevent RNFEs from 
expanding and entering new (and more profitable) business lines, including (i) limited access to 
financial services (credit, insurance, etc.); (ii) poor infrastructure (power, transportation, and 
communications); (iii) limited information on markets; (iv) education and training (including 
business skills); and (v) limited access to new technologies, including ICT. Key challenges are 

                                                 
12  International Food Policy Research Institute, “Strategies for Stimulating Poverty-alleviating Growth in the Rural 

Nonfarm Economy in Developing Countries,” Washington, D.C., July 2002. 
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to identify which of these constraints are most binding in any given setting, and to design public 
policies and efficient institutional approaches to overcome them. 

21. Rural Town s. Investments to encourage greater concentration of rural industries and 
services in rural towns would be a logical approach for promoting a more productive nonfarm 
sector that can generate large-scale employment opportunities. Studies have shown that 
enterprises in small towns grow faster than those in outlying areas due to various economies of 
scale. Improving small town infrastructure, providing fiscal incentives and business development 
services to RNFEs and other investors, and improving decentralized governance would be 
essential components of this approach. Such investments could have large payoffs in and of 
themselves, and would also relieve the pressures on Asia's megacities. 

22. Rural Infrastructure . Rural infrastructure creation reduces rural poverty by facilitating 
growth of agriculture, rural growth centers, and RNFEs. Indirectly, rural infrastructure facilitates 
migration by reducing the costs of off-farm job search activity. Investments in rural 
infrastructure: (i) decrease transport costs of goods and people; (ii) increase opportunities for 
wage employment (thereby raising the price of labor in rural areas); (iii) improve access to 
education and health services, reduce risk and increase security; and (iv) increase participation 
of isolated communities and the poor in local governance and in activities outside the villages.13 

23. Rural infrastructure investment is long term in nature and often without strong revenue 
generating potential. Asia’s more developed economies are increasingly able to encourage 
private sector participation, but in the lower income DMCs, infrastructure investments have to be 
led by the public sector. In contrast, the focus in middle-income countries should be on 
improving the rural investment climate for private sector participation – by means such as 
public-private partnership funds – and undertaking public sector investments selectively. 
Governance issues bedevil interventions in the infrastructure sector irrespective of the stage of 
development. As with other rural interventions, however, there is no standard package to suit all 
circumstances. Some specific issues relating to rural infrastructure are shown in Table 2.3. 

24. Social Development.  It is essential that the poor have the knowledge, skills, and 
physical vitality needed to participate in and benefit from economic growth. Despite the progress 
in spreading basic education and health care, many challenges remain in rural Asia. Rates of 
school enrollment and literacy have grown, but dropout rates remain high and the quality of rural 
education is often questionable.14 Malnutrition, and infant, child and maternal mortality, are 
disproportionately high in rural areas owing in part to inadequate access to primary health care. 
As improving access to basic health and education services is essential for reducing rural 
poverty, upscaling is needed in these areas of social development.  

25. Human capital development among the poor will be critical to achieving inclusive growth, 
both by increasing rural farm and nonfarm productivity, and better equipping rural people for 
entry into the nonfarm workforce. Vocational training and skills are a precondition for successful 
transit to the nonfarm economy, to urban areas, and beyond.15 

 

                                                 
13 Cook, et al., 2005. Assessing the I mpact of Transport and Energy Infrastructure on Poverty Reduction. Manila: 

ADB.
14  Standardized tests of literacy and numerical skills given to children completing primary education consistently 

show significantly lower achievement by rural as compared to urban children. 
15  Remittances from workers abroad are now a major source of income both nationally and for millions of rural 

families in countries such as the Philippines, Indonesia, and much of South Asia. 
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Table 2.3:  Issues Relating to Rural Infrastructure 
Poorest DMCs Low-Middle Income DMCs Middle Income DMCs 

Status and Coverage    
• Inadequate and poorly 

maintained rural infrastructure 
• Inadequate and poorly 

maintained rural infrastructure 
• Pockets of areas with 

inadequate and poorly 
maintained rural infrastructure 

• Inadequate connectivity to 
national infrastructure 

• Generally good infrastructure at 
national level, but pockets with 
poor linkages to national level 
infrastructure 

• Generally good infrastructure at 
national level, but pockets with 
poor linkages to national level 
infrastructure 

Institutional Aspects   
• Inadequate technical capacities 

in public sector; especially, at 
the regional level 

• Underdeveloped private sector 
with lack of secure investment 
climate for private investors 

• Potential for private sector 
participation in infrastructure 
exists if policy environment is 
conducive 

• Shortage of capable contractors • Limited access of private sector 
and regional governments to 
financial sector 

• Potential for viable O&M 
financing options and less need 
for cross-subsidies 

• Low potential for private sector 
participation 

• Lack of viable O&M financing 
options and dependence on 
cross-subsidies 

 

• Lack of viable O&M financing 
options and dependence on 
cross-subsidies 

  

26. Under certain circumstances, carefully targeted social protection measures may be 
warranted to ensure minimum basic standards of consumption among the poorest and most 
vulnerable rural groups. Among others, these include food-for-work programs in the event of 
crop failures and natural disasters, school feeding and maternal health care grants, and 
measures to protect vulnerable family members, particularly women and the elderly, who remain 
behind in rural areas after the main income earner migrates. Social protection is increasingly 
necessary given that traditional family-based social safety nets are eroding.   

27. Social exclusion based on gender, ethnicity, and caste is a significant factor causing and 
perpetuating poverty. Measures to address social exclusion are essential. Laws and policies – 
and equally important, effective means of enforcement – are needed to discourage 
discrimination and to promote participation, where appropriate by affirmative action.  

28. Rural Policies and Institutions. Good policies and institutional capacity are needed to 
provide efficient economic incentives and create the enabling environment for rural farm and 
nonfarm growth. 

29. Fostering an Appropriate Policy and Institutio nal Environment.  The importance of a 
sound policy environment should not be underestimated. Rural development is facilitated by 
policies that encourage private sector roles and investment in markets for agricultural inputs and 
products, and RNFEs.16 Agricultural diversification and dynamism may be inhibited by policies 
that heavily subsidize the production of staple food crops, restrict technology access and crop 
planting and/or marketing decisions, or over-regulate marketing and retail trade. In agriculture, 

                                                 
16  We will add that huge benefits are possible through liberalization of international agricultural trade, although the 

underlying political issues are extremely complex and obdurate. Gains from trade liberalization are estimated at 
$142 billion a year for developing countries, with the lion’s share (about $114 billion) to arise through reforms in 
the developing countries themselves (mainly reduced tariff and non-tariff barriers). See Thomas, Samarasinghe, 
and Sinha. 2006, Rural Development in Asia (Manila: ADB).  
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land-related issues include security of tenure and capacity for land registration and protection of 
tenure rights. Institutional and policy changes are needed to foster development of rural 
industries and to provide incentives for the growth of small towns. 

30. Systematic capacity development of rural agencies and institutions presents numerous 
challenges. DMC agriculture agencies are often perceived as relatively weak, but the significant 
problem is that their thinking has failed to move with the times. The Green Revolution was well 
suited to public sector leadership, but few public agencies are meeting the new challenges of 
supporting market-led commercial agriculture, meeting the highly location-specific needs of 
agriculture in less favored environments, or effectively supporting sustainable, participatory 
water resources management. Similarly, stronger capacity of local governments is essential, 
since so much of the “action” in rural development is at decentralized levels (see below). 

31. Rural Financial Service s. In most DMCs, the formal financial sector serves only a 
minority of people, mainly in urban areas. A majority of the rural people, particularly low-income 
and poor households including small farmers and micro-entrepreneurs remain excluded. In most 
countries, no more than 20-30% of the rural population is served by formal financial institutions 
– a major financial exclusion problem.17 The excluded rely on their own savings or informal 
sources for financial services, which imposes significant costs on households and the economy. 

32. Formal financial services are critical for inclusive rural development. Improved access to 
credit, deposit and insurance services help broad-based rural development and reduce income 
inequalities within the rural sector and between the urban and rural sectors in a variety of ways. 
First, better access to credit facilitates adoption of new technology including fertilizer responsive 
high-yielding crop varieties. Second, access to credit makes it easier for rural households to 
respond to emerging nonfarm enterprise opportunities. Third, deposit and insurance services, 
where available close to farm households, encourage the accumulation of financial assets and 
enable the rural population’s capacity to better manage their risks and reduce vulnerability. 
Fourth, access to formal financial services contributes to social development. Fifth, improved 
access to financial services also creates and strengthens rural people’s perception that leaders 
are making genuine efforts to share the benefits of growth widely. This creates broad-based 
rural support for leaders and contributes to social stability. 

33. In rural finance, traditional provision of directed, subsidized credit has been replaced by 
a new approach that highlights market-based interest rates and the importance of a broad range 
of financial services extending beyond credit; and recognizes the importance of institutional 
diversity, financial viability and the role of private sector in rural financial services. However, in 
many countries, elements of the old paradigm persist. ADB’s Rural Asia study in 2000 
concluded that, “rural financial markets in Asia are ill-prepared for the twenty-first century.” This 
conclusion remains valid today, calling for efforts to remedy the situation. 

34. Governance has a critical bearing on the effectiveness of virtually all interventions to 
promote rural growth and reduce poverty.18 In order for environmental management and poverty 

                                                 
17  Country level data on financial exclusion are revealing. A recent survey in India showed that 87% of the poorest 

households did not have access to a credit account and 71% did not have access to a deposit account from the 
formal financial system. Another study estimated that approximately 185 million “potentially bankable” people in 
rural India do not have access to a bank account. Rural people in countries such as Pakistan and China also 
suffer from serious problems of access to formal financial services. 

18  The World Governance Indicators framework defines six dimensions of governance: (i) voice and accountability, 
(ii) political stability and absence of violence, (iii) government effectiveness, (iv) regulatory quality, (v) rule of law, 
and (vi) control of corruption (http://www.govindicators.org). 

http://www.govindicators.org/
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alleviation to go hand in hand, improved governance is essential. An appropriate pro-poor policy 
and institutional environment allows the government, civil society, the private sector and the 
poor to play mutually supportive roles in tackling poverty-environment issues – including clearly 
defining the rights and access of communities to the natural resource base. Local governments 
play important roles in the delivery of basic services, including land related services (such as 
securing tenure rights) which are critical for farm productivity. They can also play an important 
facilitative role in facilitating nonfarm activity.  

35. Finally, interventions must be designed and implemented using participatory processes. 
Effective participation strategies need to be developed. The success of community driven 
development (CDD) approaches has to be examined, and an assessment made of whether 
ADB can effectively apply them given its current resources and skills. 

III.   CURRENT OPERATIONAL ENVIRONMENT FOR RURAL POVERTY REDUCTION 

36. The previous chapter discussed the priorities for addressing rural poverty in Asia. The 
extent to which ADB can respond to these priorities depends on its internal and external 
operational environment, including its clients’ priorities and requests for ADB support; the 
effectiveness of ADB’s past interventions; and ADB’s comparative advantages and constraints. 

37. DMC Development Plans. In ADB’s DMCs, rural development remains critical to 
generate inclusive growth and reduce poverty. This is evidenced by the preeminence of rural 
development in essentially all national development plans. Appendix Table 3.1 illustrates this in 
a sample of national development plans from selected DMCs.  

38. All national development plans place a high emphasis on rural development, and most 
countries highlight interventions in each of the five priority areas identified in the previous 
chapter. Agriculture is the centerpiece. Most national plans emphasize irrigation, research and 
extension, and introduction of new technology, diversification to high valued crops, and livestock 
development. Some emphasize particular crops that are important in the economy. Few, 
however, mention modern approaches and opportunities like strengthening value chains and 
retailing, or biofuel development. All plans recognize the importance of natural resource 
management, with most focusing on improved management of water resources. Several focus 
on better protection and management of forests, fisheries and marine resources. Some 
emphasize investments in degraded land and adoption of improved technology for dryland 
farming. Although the potential for carbon sequestration initiatives under the clean development 
mechanism (CDM) is large, this is a priority only in the Philippines. Some plans address poverty 
in specific geographic locations (e.g., upland and coastal areas).  

39. There is general recognition of the need to increase off-farm employment in rural areas, 
so development of small, medium and micro enterprises is emphasized almost universally. 
Some countries recognize the need for imparting skills for off-farm employment. Many see an 
important role for private sector in fostering rural enterprises and entrepreneurship. However, 
there is not much planning for development of small towns, or to promote the resulting linkages 
that would absorb surplus labor from the countryside.  

40. All plans emphasize the need to strengthen basic social services, including primary 
education and health care in rural areas. Some emphasize developing social insurance 
systems. Others have highlighted strengthening participation of the poor, but few acknowledge 
the role of civil society or the private sector in this area.   
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41. Strengthening rural infrastructure is a universal priority. So is expanding rural financial 
services. However, there is a lack of explicit discussion of improving the policy environment for 
agriculture, either domestically or in the context of international trade liberalization. Some plans 
emphasize improved rural governance and decentralization. 

42. It is important to note that the national plans, while expressing overall priorities, often do 
not translate into actual investments as final budget allocations differ owing to fiscal constraints. 
Moreover, the implementation of plans is often distorted by suboptimal resource allocation (such 
as input subsidies that do not benefit the poor), reducing the effective investment in rural areas. 

43. Overall Donor Support. Donor assistance to agriculture and rural development has 
declined for the past two decades. In total, international financing for agricultural development 
declined by nearly 40% from 1988 to 1998. While some of the decline reflects agriculture’s 
declining share of GDP, other factors have included complacency due to adequate food supply 
and falling agricultural prices; donor desire to avoid complex, staff-intensive projects (which rural 
lending requires) despite the large social payoffs; relatively weak results in rural sector lending; 
and client demand (see below). ADB assistance to the ANR sector dropped from 27% of total 
lending in the 1980s to just 6% in 2005. In the case of World Bank, lending for rural projects fell 
from about 30% in the 1980s to 10% in 2000, although there has been a recent turnaround, with 
rural lending rising to 14% in 2006. Overall, only about 12% of total development aid has been 
devoted to agricultural development in recent years.19  

44. The ADB Lending and TA Program. Client demand for ADB resources is best seen in 
ADB’s pipeline, shown in the country partnership strategies (CPSs). Although the DMCs 
prioritize rural development in national development plans, emphasizing the areas identified 
above in chapter II, ADB’s forward program is more closely focused, reflecting a combination of 
DMC selectivity and MTS-II priorities (discussed below). From ADB’s side, MTS-II priorities are 
based on ADB’s past lessons and experiences, medium-term constraints, and comparative 
advantages. In particular the forward program reflects the need to (i) ensure successful project 
outcomes thus emphasizing areas that have performed better in the past such as rural roads, 
rural electrification, rural finance, irrigation and rural development; (ii) focus more on projects 
that are not staff intensive or complex; and (iii) given constraints in availability of concessional 
funds, focus selectively on the environment and social sectors with generally low financial 
returns and where the DMCs prefer softer lending terms. Highlights are provided below.  

45. The ANR Sector:  During 2006-2009, ADB will process ANR loans amounting in total to 
about $4.6 billion in 75 projects, or about $1.15 billion annually and representing around 10% of 
ADB’s total lending. Lending to ANR is increasing, with particular focus on the rural environment 
(water and soil management as well as biodiversity). Two-thirds of this lending is on OCR terms 
with an increasing trend showing that partner countries increasingly wish to borrow for ANR 
even at commercial terms and for environmental and poverty related programs.  

46. There has been a major shift in the last decades from production support in agriculture 
to stabilizing the rural environment related to water and soil management as well as biodiversity. 
Today, the most important subsector is rural water and soil management (including irrigation) 
with 48.5% of total planned investments, followed by resources conservation and biodiversity 
(including fishery, coastal resources, forestry) with 17.4%, integrated rural development 
(including rural infrastructure and livelihood) with 17.1% and commercial agriculture at 15.7% 
(see Figures 3.1 and 3.2 below and Appendix Table 3.2). In addition to loans, the forward 

                                                 
19  International Fund for Agricultural Development (2002). Assessment of Rural Poverty – Asia and the Pacific. 
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pipeline includes 14 JFPR and ADF grant projects worth $70 million, which will all go to the 
Central and West Asia region, especially to Afghanistan, the Kyrgyz Republic, and Tajikistan 
(Appendix Table 3.3). 

47. There is some country concentration of ADB lending for ANR. Three countries (China, 
Pakistan and Vietnam) account for about 45% of the total firm ANR projects and 51% of total 
lending. If an additional $1.25 billion in OCR lending is included for six new projects proposed 
under the 2007 India CPS, four countries would account for about 50% of projects and possibly 
more than 70% of total ANR lending during the period up to 2010.  

48. The foregoing leads to two observations of relevance to ADB’s strategy. First, given 
relative staffing, there is a more even balance of the ANR workload and lending among ADB’s 
Regional Departments following ADB’s reorganization in 200620 (a significant imbalance might 
suggest that a reallocation of ANR staff resources is needed). Second and more important, 
three of the four major ANR borrowers – China, Pakistan and India – are accepting OCR terms 
for all or a significant share of ADB’s ANR projects. Moreover, all DMCs are increasingly 
selective in requesting ADB assistance, and increasingly critical in evaluating the effectiveness 
of ADB operations, i.e., they are demanding more from us. OCR terms are not necessarily a 
barrier to ANR operations as long as ADB brings new knowledge and international best 
practices to project design, and can assure strong backstopping during implementation. 
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49. Knowledge management and capacity development are proposed through 35 advisory 
and regional TAs involving $25 million. Almost half of this activity is in SERD, which has 17 
ADTAs and RETAs (see Appendix Table 3.4). As ADTAs embody considerable analytical and 
sector work, the weak pipeline in other ADB subregions is a matter of concern.  

50. Rural infrastructure and rural finance : In addition to the ANR portfolio, ADB’s lending for 
rural development in other sectors amounting to about $1.7 billion for rural finance and some 
loans (amounting to about $600 million) for rural roads and electrification (see Appendix Table 
3.5).  

51. Social Sectors: It is difficult to isolate rural components in social sector projects, because 
in many cases, these support national programs for education and health, and hence are 
affecting rural areas in proportion to the rural share of the population. However, lending for the 
social sectors is itself declining. The share of education, health, nutrition and social protection in 
the total pipeline for 2007-2009 is only 2.5%, as compared to about 5.3% during 2001-06.  
                                                 
20  The separation of ANR activities from rural finance has, in most departments, also tended to even the workload. 
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52. Lessons from ADB’s Past Rural Interventions. Lessons from the past are critical to 
decisions about the future. Outside of the ANR sector, a problem in reaching conclusions about 
ADB’s rural operations is that it is difficult to distinguish between the rural and urban 
components and impacts of many infrastructure and social sector projects. While essentially the 
entire ANR sector can be categorized as rural,21 other sectors cannot, although rural 
interventions constitute significant shares of total investments in these sectors. Nonetheless, a 
sample of 42 rural projects from non-ANR sectors was also studied, using data from ADB’s 
Operations Evaluation Department (OED). The overall findings are presented below. 

53. ANR Sector. Although there has been some improvement over time, the post-evaluation 
record of ANR projects has been disappointing in comparison with the infrastructure sectors. Of 
ANR projects approved in the 1990s, 47% were rated successful compared to 72% for all ADB 
projects. ANR projects approved in the 1970s and 1980s had, respectively, success rates of 
35% and 44% (Appendix Table 3.6).22 ADF and OCR-financed projects fared about the same. 
Irrigation and water resources projects approved in the 1990s had a 65% rate of success, while 
agriculture projects were rated 50% successful. Two of the three livestock projects taken up in 
the 1990s were successful (although earlier livestock projects had performed very poorly). 
Rates of success for fisheries and forestry projects were lowest of all during the 1990s.  

54. Other Rural Projects . Data on non-ANR rural projects post-evaluated during 1991-2006 
(Appendix Table 3.7) reveal that rural road and electrification projects fared very well, with 83% 
and 80% success rates, respectively. Rural finance projects (including microfinance) also did 
well with a 75% success rating. Rural education (community and nonformal education) had 
mixed results with a 50% success rating. In contrast, rural water supply and sanitation projects 
fared poorly, with only 30% of projects rated successful. Similarly, rural health projects fared 
poorly with only a quarter rated successful. While the sample sizes in some cases are too small 
for a definitive assessment, the overall results suggest that relatively straightforward rural 
infrastructure projects have performed better than ANR and social sector projects that are more 
dependent on the capacity of local institutions and participation of communities. 

55. Program Loans generally fared poorly across all ADB sectors, but those for ANR fared 
worse than average. Thus, while 48% of program loans approved during 1978-2002 were rated 
successful, only 32% of such loans in the ANR sector were. Evaluation results confirm that 
country factors such as economic performance, development priorities, quality of governance, 
and strength of institutions contributed to the success rates of programs. ADF-funded programs 
fared significantly worse than OCR (Appendix Table 3.8). The poor performance of policy-based 
lending has been attributed to (i) the absence of government commitment to the reforms; (ii) the 
lack of comprehensive sector analysis prior to formulation of the reforms; (iii) a lack of clarity in 
program objectives and policy measures; (iv) inadequate capacity of the executing agencies; all 
leading to: (v) the reforms were not effectively introduced or were not sustainable.  

56. World Bank Experience . As in the case of ADB, World Bank rural sector projects have 
faced performance issues in the past, but encouraging improvements have recently been 
achieved during processing, implementation, and in post-evaluation findings. For completed 
projects, the World Bank’s post-evaluation findings show that ANR projects rate higher than 
average overall (87% moderately successful or better versus the World Bank-wide average of 

                                                 
21  Projects to mitigate floods and riverbank erosion are one exception, as these often protect urban areas.  
22  OED (2007). Draft 2007 Annual Evaluation Review. 
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83% in all sectors in 2004), which is a major improvement over the 64% rating prior to 2001.23 
This was accomplished despite operational constraints broadly similar to those of ADB, 
particularly stagnation in ANR staff levels/skills, and greater segmentation of sector staff across 
operational departments.  

57. Factors Relevant for Pe rformance: Taking the performance of rural projects as a whole, 
including the World Bank’s experience, a few general conclusions emerge:  

- Project complexity: Rural projects are usually complex, depend on a capable institutional 
environment, and involve a large number of beneficiaries and stakeholders, particularly 
for operations and maintenance. They need participatory approaches to reach strong 
consensus on the roles and responsibilities of varied stakeholders (such as farmers and 
water user associations) and to create willingness to pay for services. In general, 
performance has been best in infrastructure-oriented rural projects (roads, electrification, 
and irrigation) and in rural finance, in part because the number of “actors” is smaller 
during design and implementation. In contrast, projects requiring intensive and sustained 
participation or those requiring multifaceted approaches to complex social and technical 
problems (e.g., forestry and fisheries) have performed more poorly. 

 
- External factors are especially important for rural projects. Climatic factors and prices of 

agricultural crops are important examples. Declining farm gate prices through much of 
the 1980s and 1990s reduced the estimated returns on projects. Although price declines 
significantly benefited consumers, including the poor, these benefits were not captured 
in calculating economic rates of return. 

 
- Staff Intensity . Rural projects tend to use staff resources intensively in design and 

implementation. They usually cover large geographical areas. Inadequate design has 
been cited frequently for failure. Implementation difficulties in rural areas — needing 
intensive staff supervision which may not have been provided — have also been cited as 
causes of poor performance. This observation is borne out by the fact that urban water 
supply and sanitation projects approved in the 1990s fared well as a whole, while rural 
projects in the same sector appear to have done badly.  

 
- DMC Capa city. Rural projects tend to be most important in the poorer DMCs with 

weaker institutions and policy environments; delays in provision of counterpart budgets; 
and with decentralized local staff in rural areas as counterparts whose implementation 
capacities, including managing systems and recovering fees, are usually very weak. It is 
no surprise, therefore, that weaker DMCs have fared worse in project performance. 
Across all sectors, high rates of project success (85%-90%) were achieved in the 
countries that have graduated from ADB borrowing. The average for OCR-only countries 
was 77%. Almost all other countries (ADF only, or OCR-ADF blend) performed worse.  

 

                                                 
23  Although the World Bank has improved in project performance, its summary evaluations distinguish between 

project and sector outcomes. In a synthesis of Country Assistance Strategy reviews, the World Bank’s 2006 
Annual Review of Development Effectiveness concluded that the World Bank's assistance in rural areas, even if 
successful at the project level, had not always led to satisfactory outcomes at the sector level. Rural operations 
achieved a satisfactory sector-level impact in only half of the countries surveyed. The Review further concluded 
that rural poverty reduction required increased strategic attention. 
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58. ADB’s Internal Strengths and Constraints: ADB has both strengths and constraints in 
supporting rural poverty reduction and, based on these, there is a need to be selective in order 
to be effective. ADB’s strengths include (i) expertise in the area of infrastructure; (ii) expertise 
and experience in several areas of ANR, rural development, and poverty reduction; and (iii) 
knowledge about rural policies and institutions, given its long involvement in rural operations. 

59. On the other hand, concessional lending resources (ADF, bilateral grants and other low-
cost cofinancing) are a constraint to expanded rural operations in a number of subsectors and 
DMCs. ADB is increasingly directing its operations to sectors that can absorb lending on OCR 
terms. In the largest DMCs, OCR terms are not necessarily a binding constraint in the ANR 
sector (particularly in water and natural resource management, commercial agriculture, and 
nonfarm rural development) as long as ADB can bring innovative best practices and world-class 
competence to the table. Hence, the availability of staff and other operational resources may be 
a more serious constraint to expanded rural operations because these resources determine 
ADB’s effectiveness in projects that need intensive development and supervision. Upscaling 
OCR lending in a time of tight operational budgets will be a challenge in the ANR area. 

60. ADB’s Strategic Directions are based on internal and external considerations, and 
emphasize areas of support that ADB can provide most effectively. The 2004 Enhanced Poverty 
Reduction Strategy left strategic and sector choices for poverty reduction to country priorities as 
specified in the CPS. However, MTS-II has adopted institution-wide priorities in order to bring in 
selectivity by defining priority sectors based on ADB’s institutional strengths and constraints in 
the medium term.   

61. The MTS-II emphasizes “strengthening inclusiveness” as one of its five strategic 
priorities.24 It recognizes that poverty is primarily a rural phenomenon and advocates rural 
development as a major plank to address it. It notes that, “a poverty reduction strategy for rural 
areas has to focus on diversifying the rural economy and expanding off-farm employment in 
rural industries and services alongside developing agriculture.” It suggests that ADB’s strategy 
to alleviate rural poverty should focus on supporting rural infrastructure (roads, power, and 
finance) and investments specific to agriculture, particularly irrigation and water resources 
management. These areas are identified as part of ADB’s core operational sectors (Group I). 
Other areas in the ANR sector will be supported more selectively in response to specific needs 
of the DMCs. These non-core sectors are defined under Group II of MTS-II. Support can be 
provided if there has been good record of past performance and a critical mass of expertise in 
ADB to respond effectively. Partnerships will be important in these areas. Finally, some rural 
activities – namely livestock and fisheries – have been placed in Group III and targeted for exit 
under the new LTSF owing to limited DMC demand and erratic implementation experience.  

62. Overall, MTS-II envisions a strong role for ADB in rural development. It is broadly 
enunciated, leaving considerable scope for formulation of a more detailed strategy. Its main 
concerns (a selective focus on ADB’s strengths and withdrawal from areas where performance 
has been poor) are generally well justified. The following chapter outlines the Working Group’s 
proposed strategic response. 

                                                 
24 The others are: catalyzing investment, promoting regional cooperation and integration, managing the 

environment, and improving governance and preventing corruption.   
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IV:    STRATEGY FOR RURAL POVERTY REDUCTION 

63. The previous chapters have focused on the nature and extent of rural poverty; the main 
priorities needed to support rural growth and poverty reduction; and the current environment, 
both external and internal, under which ADB operates in the rural sector. These provide the 
background for developing a strategy for rural poverty reduction for ADB, and for strengthening 
its efforts at inclusive development. The Working Group believes that ADB should give greater 
emphasis to rural areas as this will be the most effective way to directly promote inclusive 
growth. We believe this can be done in a manner fully consistent with the strategic directions of 
MTS-II. The following paragraphs do not provide a detailed blueprint for the required changes in 
internal resources. Careful analysis of ADB’s skills mix and operational resources, and 
consultations with the World Bank and other development partners, will be warranted if the 
broad approach is accepted by ADB Management. 

64. Given current circumstances, it is appropriate to develop ADB strategies for rural poverty 
under two scenarios: moderate and proactive. Under the moderate scenario, certain parameters 
are taken as fixed (staff and budgetary resources, concessional resources, and the selectivity 
indicated by MTS-II); the strategy for rural poverty reduction is cast within these parameters 
while seeking to make a bigger impact on rural poverty than now. Under the proactive scenario, 
we propose additional measures in order to make a stronger impact on rural poverty provided 
there is freedom to relax medium term constraints on ADB’s resources. 

 Strategy under the Moderate Scenario 
65. The moderate scenario would mainstream rural interventions in all ADB operations. This 
will involve: scaling up rural interventions within the ambit of MTS-II; greater focus on 
development results; and better collaborating with other donors, the private sector and other 
stakeholders in rural development. A multipronged approach to rural development, jointly 
involving several sectors, may in certain circumstances provide more impact and should be 
considered where needed. Interventions must be tailored to needs of the region as discussed in 
chapter II and to country circumstances. Specifically, the following are priorities: 

66. Scaling up  operations in ANR areas where ADB has done well (e.g., water resources 
and agricultural support services). MTS-II has placed some ANR categories (irrigation and water 
management) in Group-I, and these can certainly be expanded. Although the rest of the ANR 
sector has been placed in Group II (other than fishery and livestock which are targeted for exit in 
Group III), selective support is possible in countries where these are identified as priorities. 
Before any expansions are considered, pilots are needed within the MTS Group II areas to 
explore how redesigned projects fare (remedying past weaknesses). An enhanced cofinancing 
strategy is needed to allow ADB to leverage grants and soft lending for its projects.  

67. Demonstrating state-of-the-art knowledge and in ternational best pract ices in all sectors 
and countries. Upscaling OCR lending is a challenge that can only be met if the DMCs are 
convinced of ADB’s credibility in rural development. 

68. Focusing More Infrastructure Investments in Rural Areas : ADB’s infrastructure projects 
have generally performed well. Currently around 40% of ADB’s infrastructure investments 
(which constitute half of ADB’s total investments) focus or have significant direct impact on rural 
areas. As infrastructure investments are expected to expand in the region, greater orientation of 
these investments to rural areas will have major impacts on rural growth and poverty.  
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69. Existing staff constraints dictate that simpler, easier to implement projects should be 
adopted (for example state or district level roads rather than village level). Possibilities of 
private-public partnerships should be explored in middle-income countries. Capacity for project 
implementation must be strengthened, particularly at decentralized levels and in the least 
developed countries.  

70. Rural infrastructure projects should specifically focus on sector and country outcomes as 
indicated in the CPS. Social “add-ons” (project components added to address specific social 
objectives) should be used more selectively and more carefully designed to ensure that they 
respond to the special needs of a country. Experience has shown that these “add-ons” often 
increase project complexity, are not well understood or "owned" by the immediate EAs, and 
therefore can distract from the immediate needs of getting a road or bridge built.25 Some ”add-
ons” can improve the overall impact of a project, such as HIV/AIDS components, but should be 
considered only if proper capacity exists to design and implement them. 

71. Expanding Rural Finance: There is considerable scope to expand ADB operations in 
rural finance and microfinance through support for policy reforms, development of financial 
infrastructure, and assistance to strengthen rural financial institutions. Projects in this sector 
have generally performed well in the past, but ADB’s lending has been relatively small overall 
despite its long experience in the sector – just 2% of total ADB investments for the 2002-05 
period.26  

72. Social Sector Interventions  directly address the non-income MDGs in both rural and 
urban areas. However, ADB is constrained by DMC demand for ADB assistance (education is 
often a priority but health and social protection are declining), which is influenced by the 
availability of concessional resources. Within this bound, greater support is warranted for rural 
education and skills development (particularly where public-private partnership is possible), 
selective interventions in health, and to enhance gender impacts. 

73. While ADB’s social sector projects in the past have focused on primary education and 
health services in rural areas, these investments have constituted a very small portion – a mere 
6% during 2002-05 – of ADB’s total investments. Expanding such investments can therefore 
make a tangible impact on rural poverty and contribute towards the MDGs. 

74. More Attent ion to Good Policies : Successful investments in rural areas must be 
accompanied by a supportive policy and institutional environment. ADB should continue to 
engage in policy dialogue with DMCs (backed with strong economic and sector analytical work) 
and explore opportunities for program lending to address the special policy and institutional 
reforms needed for inclusive and sustainable agricultural and rural development. Such policy 
reforms should include developing the climate for private-public partnerships, private sector 
participation and more generally making markets work better for the rural poor. ADB has long 
experience with rural and agricultural policies to employ for this purpose. Policy lending for 
improving the rural economy has not been significant recently, as past interventions have 

                                                 
25  Such “add-ons” must be distinguished from ADB’s mandatory safeguard requirements. Directly increasing social 

and/or poverty impacts was popular when there was an institutional target for “poverty intervention” projects. 
However, under ADB’s Enhanced Poverty Reduction Strategy, such direct targeting should give way to other 
forms of targeting (such as geographical) and to strengthening impact on poverty reduction indirectly through 
pro-poor general interventions. See Poverty Handbook: Analyses and Processes to Support ADB Operations. 
ADB 2006. Chapter V: Poverty Reduction in Projects. 

26  2006 saw a jump in rural finance lending, but this was due to one very large loan to India. 
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suffered from the poor performance that has characterized policy lending in general (para. 54). 
Thus, a selective approach is needed bearing in mind past lessons.  

75. Partnerships: A major effort is necessary to increase donor interest in rural development 
through partnerships for poverty reduction, environmental management, and capacity 
development in public and private agencies. In addition to providing cofinancing, deeper 
partnerships with donors, specialized international organizations,27 and NGOs will complement 
ADB’s resources and skills. ADB should seek better synergies with other donors in the rural 
development field, according to country needs and prevailing donor activity, and explore 
avenues to enhance rural development impacts through collective action.28 The private sector 
can play an important role in reducing rural poverty but its potential has not been sufficiently 
tapped. As part of the private sector development strategy in each country and through private 
sector operations, ADB could encourage private sector investments in areas such as 
agroprocessing, marketing, and in provision of services, including ICT. There appears to be 
considerable scope for “bottom of the pyramid” partnerships with the private sector (see Box 1). 

76. New Instruments and Financing A pproaches can make ADB lending to the rural and 
“soft” sectors more attractive to clients. An enhanced cofinancing strategy should be pursued to 
allow ADB to leverage grants and soft funding, as is being done for the social sectors under 
ADB’s Innovation and Efficiency Initiative (IEI). There is need to explore innovative and more 
efficient delivery of funds through sector-wide and program-based approaches, which are now 
being applied in the education sector in Bangladesh and Nepal, and developed for the rural 
infrastructure sector in Nepal. 

77. Regional Cooperation: Regional cooperation efforts for rural poverty reduction should be 
strengthened where there is sufficient DMC interest. Regional cooperation in agriculture offers 
greatest immediate potential in areas that facilitate collaboration on transboundary diseases and 
greater trade and investment in agriculture. SERD has made an encouraging start through the 
GMS Core Agriculture Support Program, which seeks to strengthen institutional linkages and 
mechanisms for cooperation through a focus on (i) cross-border trade and investment, (ii) 
public-private partnerships in sharing agricultural information, (iii) enhancing capacity in 
agricultural science and technology, and (iv) emergency response mechanisms for agricultural 
and natural resource crises. Successes of the GMS experience could be used to expand 
regional cooperation efforts in other sub-regional groupings such as SAARC.  

78. Selectivity: Under MTS-II, ADB will reorient its operations to the core areas noted above. 
In accordance with MTS-II, and as generally reflected in DMC demand, ADB is withdrawing 
from stand-alone projects in fisheries and livestock, and replacing its traditional production-
oriented projects in food crop agriculture with an approach focused on market opportunities and 
value addition. Although stand-alone projects in “exit” sectors will be rare, they will continue to 
be comprise vital complementary components of irrigation and other projects in the core MTS-II 
areas. In the context of irrigation, carefully designed and targeted support for small-scale 
livestock and fisheries will enhance outcomes for rural women and the poor, and promote 
greater productivity of rural farming systems, which is, of course, the basic purpose of irrigation 
investment. Similarly, carefully focused forestry, agroforestry and dryland management 
interventions will promote sustainable watershed development, and therefore will complement 
ADB’s rural investments in irrigation, and flood and river erosion mitigation.  
                                                 
27  For example, the Food and Agriculture Organization (FAO), the International Fund for Agricultural Development 

(IFAD), and donor consortia such as the Global Donor Platform for Rural Development (GDPRD) 
28 In the Pacific, for example, agencies such as FAO and UNDP, and bilateral donors such as Australia and New 

Zealand are making significant contributions.     
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Strategy under the Proactive Scenario 
79. While the moderate scenario can achieve much within its constraints, a more proactive 
strategy with a stronger focus on rural development can play an important role in furthering 
ADB’s emerging inclusive growth agenda, make a stronger contribution to the MDGs and help 
ADB attain its vision of a region essentially free of extreme poverty by 2020. To do this, ADB 
needs to consider carefully its priorities, assess and expand the resource envelope in needed 
areas, and gear up institutionally to better address the binding constraints to rural poverty 
reduction. This could involve the following in addition to the measures indicated under the 
moderate scenario. 

80. ADB needs the capacity to respond to new developments by investing more staff and TA 
resources in areas critical to rural Asia’s future, including adaptations to climate change and 
migration, applications of information and communication technology (ICT), and to promote 
long-run food security and environmentally sustainable development.  

81. Pilot testing new approaches. ADB should invest more resources, if these are available 
in the long term, to pilot test and develop pipelines in several new emerging areas that are 
relevant and appear promising, but where ADB is currently unable to devote sufficient attention. 
Examples are provided in Box 1 below.29  

82. Better response at country and community level. With more staff, particularly at the RMs, 
ADB can more effectively design and manage rural development projects, be more responsive 
to EAs, and work more closely with communities. More complex projects would be possible with 
larger social pay-offs (some approaches, however – e.g., CDD – would need pilot testing prior 
to loan processing). ADB needs to enhance its ANR design and administration capacities in the 
RMs, and to ensure that the skills mix in the RMs matches local priorities and ADB operations in 
rural development.  

83. Capacity development for effective rural operations must be done more systematically at 
central and local levels, particularly in poorer DMCs where rural development is most needed. 
ADB faces with a rapidly evolving institutional environment in the DMCs. An important trend for 
rural poverty reduction is the increased decentralization of development responsibilities to local 
governments. With stronger skills in capacity development and more staff resources at the 
country level, ADB can more effectively engage and support local governments.  

84. Better response to NRM and Enviro nmental Needs. ADB’s ability to respond adequately 
to the vast NRM and environment related needs of its DMCs is significantly constrained by 
current availabilities of ADF resources. Significant expansion of such resources is necessary for 
ADB to effectively support its weaker DMCs. Expanding the ADF allocation, and strategically 
using concessional resources to address adverse environmental impacts in less developed 
DMCs, those which are heavily reliant on the agricultural sector, and which face major non-
sustainable natural resource use and management issues, will have significant outcomes in 
terms of sustainable growth and broad based improvement in beneficiary livelihoods. 

85. Support for ANR Resea rch. ADB should sustain its support for international research 
institutions in ANR and other areas related to rural development. ADB’s 1995 Policy on 
Agriculture and Natural Resources Research committed a minimum annual RETA funding level 
of $5 million, mainly to member institutions of the Consultative Group on International 
Agricultural Research (CGIAR) in partnership with DMC research agencies. Various studies 
                                                 
29  Funds such as Japan Fund for Poverty Reduction could be used to pilot test these innovative ideas.  
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have consistently shown that this funding has an extremely high economic and social pay-off, 
yet constraints in RETA funding have reduced ADB’s support to well below $5 million during the 
past several years. This must be rectified if ADB is to continue as a credible partner of CGIAR. 

86. Enhanced knowledge transfer and exchange. ADB needs to expand its knowledge 
dissemination on all facets of rural development. The DMCs look to ADB for state-of-the-art 
lessons and international best practices. ADB’s capacity to provide such knowledge is 
increasingly important for sustaining lending opportunities, particularly with the middle income 
DMCs. Such knowledge would include information on best practices as well as new 
developments in technology and processes to enhance rural productivity.  New methods of 
knowledge exchange will need to be developed, including creation of knowledge hubs, 
partnering with research institutions and knowledge networks. ADB will also have to gear up 
better internally, with more active knowledge activity undertaken by its CoPs and regional 
departments.  

87. Contribute more effectively to Rural Social Development and MDGs. With more staff and 
concessional resources, ADB can make a significant contribution to supporting social and 
human development outcomes and the achievement of the MDGs by rural populations 
particularly in its weaker DMCs (in the areas of nutrition, primary education, maternal and child 
health, and water supply and sanitation); make a more effective contribution to inclusive rural 
development; more effectively address social discrimination and exclusion in rural areas; and 
better support social protection measures for covering social, economic and environment 
related vulnerabilities of the rural poor.  

Organizational Changes 
 
88. Irrespective of whether a moderate or more proactive approach is chosen, ADB can 
respond more effectively through organizational and business process changes over the 
medium term. Some important areas are: 
 
89. Analytical Work . ADB needs to undertake more rigorous sector and analytical work to 
sharpen its strategic focus in preparing forward programs and sector interventions, and for 
responding to new challenges in the rural sector. Without significantly better prioritization and 
execution of sector work, it will be difficult to establish a sound portfolio of rural poverty 
reduction interventions. 
 
90. Results Monitoring and Evaluation. ADB needs to improve methodologies for monitoring 
and evaluating the performance of rural development projects. Benefits are not properly 
measured in many instances. Unlike infrastructure projects, where the principal outcome – a 
road or a bridge – is readily observed, the impacts of ANR projects on productivity, incomes and 
environmental sustainability are much harder to measure at all levels – project, country, and 
region.30 In addition, we need to compare ADB’s performance in rural development with that of 
other development agencies and draw suitable lessons. In particular, it is worth considering a 
joint mission to World Bank headquarters by operational and OED staff for a comprehensive 
analysis of how the World Bank monitors the performance of its ongoing operations, how it has 
                                                 
30  One example is the economic rate of return to irrigation investment, which is highly sensitive to rice and wheat 

prices. World prices of these commodities have declined steadily in real terms since the mid-1970s, reflecting the 
impact of the Green Revolution and Asia’s massive investments in irrigation. Asia has enjoyed a high degree of 
national and regional food security during the past 30 years. However, this major benefit is not captured in 
standard project appraisal and evaluation methodologies.   
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Box 1: New Approaches to Rural Poverty Reduction 

 
 ADB’s past interventions in the rural sector have focused mainly on traditional activities. The following 
are examples of new approaches that ADB needs to pilot.  
 
Bottom of the Pyramid (BOP) Approach: This approach relies on market-based solutions for poverty 
reduction by harnessing the profit potential of poor households. The poor currently pay “a poverty penalty”— 
higher prices or receive lower quality for goods and services. The BOP market in Asia is estimated to at over 
2.8 billion people and remains untapped due to policy constraints and failure to adopt innovative business 
models consisting of product and process innovations based on integration of ICT and its pro-poor applications. 
Two areas where BOP approaches have already succeeded are (i) financial services where commercial banks 
and commercial microfinance institutions have begun to tap the BOP market; and (ii) health insurance for the 
poor through commercial micro health insurance schemes.  
  
ICT Based Approaches for Rural Poverty: New ICT-driven approaches to rural poverty reduction have 
gained wide recognition. Grameen Telecom serves over 80,000 villages in Bangladesh. In India, the state 
government of Karnataka introduced the Bhoomi Program, a computerized land record system that now serves 
more than 7 million rural clients. Farmers who now get land records quickly without payment of bribes have 
better access to credit from formal sources. Another innovation is the e-Choupal program, launched by ITC, 
one of India’s leading companies. It covers 36,000 villages in 9 states and benefits over 3.5 million farmers by 
linking them through computer kiosks to remunerative markets, enabling them better manage risks, obtain 
inputs cheaply, and improving their productivity and incomes. ADB’s e-Rural Development Initiative supports 
some of these innovations by mainstreaming ICT for socioeconomic improvement of rural communities in its 
rural development projects.    
 
Making Rural Markets Work for the Poor (MMW4). Several countries are actively trying to catalyze private 
sector involvement in providing products and services to poor communities, and in linking the poor to market 
opportunities. An important application of MMW4P is in improving value chains for agricultural products and 
better linkages to urban retail outlets. In India, for example, the Reliance Group is creating a massive retail 
network (Reliance Fresh) to bring fresh agricultural produce to urban consumers. Livestock and fisheries are 
important sectors for developing stronger value chains.    
 
Innovations in Targeting: Well-designed targeting (i.e., to prevent leakages) can be effective for poverty 
reduction. Conditional Cash Transfer (CCT) programs, for example, are a pioneering targeting approach that 
provide cash benefits to poor families on the condition they make human capital investments (e.g. taking 
children to school and regular health checks, and attending nutrition or effective parenting seminars). One of 
the first CCT programs was Mexico’s Progresa program, with both education and health conditions. By 2002 it 
had about 21 million beneficiaries. Targeting was highly effective. It helped increase enrolment, reduce child 
labor and improve health and nutritional outcomes and incomes.  

 
New Assistance Platforms: The adoption of community driven development (CDD) and use of participatory 
processes in project design and operations and maintenance have improved ownership and sustainability of 
investments. Decentralization has also thrown up new challenges. New platforms are emerging in response 
such as the Sindh Devolved Social Services Program (DSSP) in Pakistan that combines community based 
service provision with integrated support for education and health. 
 
Biofuels: Ethanol-based biofuels are a promising alternative energy source attracting considerable investment 
and research in both developing and developed countries. Currently the largest national biofuel industry exists 
in Brazil. In the U.S., it is projected that a significant portion of the nearly 150 billion gallon per year market for 
gasoline will begin to be replaced with fuel ethanol. Similar requirements exist in Asia. Crop sources of ethanol 
include sugarcane and corn, as well as other plants and forestry resources.  
  
Clean Development Mechanism: Reforestation is an area for realizing carbon credits under the CDM, 
allowing developing countries to finance forestry improvement projects if a fund (such as the carbon fund) is 
established to reduce initial financial barriers.  
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improved the performance of its ANR operations, and whether such improvements are possible 
in ADB, given our present strategic and operational priorities, and resource constraints. 
 
91. Staff skills  and the ANR knowledge base should be upgraded in key areas (e.g., value 
chain development for agribusiness and rural nonfarm enterprises) through recruitment, training, 
and external learning. There is a continuing need to renew the knowledge base on emerging 
issues (e.g., climate change and agriculture) and innovative development approaches. 
 
92. ADB’s Co mmunities of Practice (CoPs) are not yet effective as knowledge networking 
groups. It is necessary to resuscitate the CoPs on rural development and poverty alleviation by 
linking their networks with external knowledge-based institutions; and by providing incentives for 
staff participation in them, in order to make them more effective.  
 
93. ADF Allocation Rules.  Current Performance Based Allocation (PBA) rules for allocating 
ADF resources (based on needs and performance) do not consider a country’s poverty situation 
and progress in MDG attainment in determining needs (the formula focuses on population and 
GNI per capita only). This needs to be reviewed. Allocating ADF to strategic sectors should also 
be considered, in addition to country-level criteria, prioritizing sectors where concessional 
resources are mostly required.   
 
94. Project Classificat ion. ADB’s project classification system should be amended to allow 
clearer identification of rural projects and rural components of projects. This will enable better 
planning of resources and assessment of rural poverty outcomes.  
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Appendix 1 
 

Table A.1: Changes in Poverty in Asia ($1 a day standard) 
(millions) 

    1990   2003 
   Rural  Total  Rural  Total 
East and Southeast 
Asia 442.2  472.0  200.8  213.5
  China 365.0  377.1  169.2  173.1
  Other ESEA 77.2  94.9  31.6  40.4
           
South Asia 347.7  448.3  303.7  403.8
  India 268.5  351.2  241.6  326.7
  Other SA 79.2  97.1  62.1  77.1
           

Asia and Pacific 
(excludes Central Asia) 789.9  920.3   504.5   617.3

 Source: Aggregate figures from Key Indicators 2005 
               Rural figures are derived using the rural-urban ratios of Ravallion, et al. (2007) for nearest years. 
 
 
Appendix 2 

Table A.2: Sector Employment Elasticities and 
Average Annual Value-Added Growth Rates for 1991-2003 

  Agriculture  Industry  Services 

Region 
Elasticity 

Value-
added 
growth  Elasticity 

Value-
added 
growth  Elasticity 

Value-
added 
growth 

East Asia 0.23 3.7  0.06 12.5  0.50 8.8
China 0.2 3.7  0.1 12.5  0.5 8.8 

Southeast Asia 
and the Pacific 0.20 2.1  0.68 5.4  0.99 4.6

Indonesia 0.2 2.2  0.9 4.5  1.0 3.5 
Philippines 0.3 2.3  0.7 3.4  1.1 4.3 

South Asia 0.71 2.9  0.37 5.9  0.36 6.9
India 0.8 2.8   0.3 6.0   0.4 7.7 

Source: ILO  Key Indicators of the Labor Market 2006 
 
(Note: Employment elasticity means the percentage change in employment in response to a 1% change 
in the secto r’s output/value added. The increase in employment in a secto r would be the p roduct of th e 
employment elasticity times the growth in output/value added in the sector.  
 
It is apparent  from this table that em ployment growth outside the agriculture sector has been fastest in 
Southeast Asia and  the P acific owing to fairly high employment elasticities in the services and i ndustry 
sectors accompanied by moderate to high growth of these sectors. In Ea st Asia, services and industry 
growth have been very hi gh but em ployment generation outsid e agriculture has been m ainly in servi ces 
owing to very lo w ela sticity in the in dustries sector. In South  Asia, on th e other han d, m oderate 
employment elasti cities a nd gro wth h ave b een a ccompanied b y less em ployment gene ration outsi de 
agriculture, which with a high employment elasticity has continued to employ large numbers.)  
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Rural Extreme Poor/Vulnerable
(500 million/1460 million) 

Rural Poor in Non-Farm Activities 
(mining, manufacturing, services) 

Rural Poor in Agricultural Activities 
(farming, fisheries, livestock, and 
forestry)

Group 2: Poor having land 
with good agronomic 
potential if access can be 
improved and viable land 
improvements (e.g., 
irrigation) are possible..     

Group 3: Poor with 
marginal land of limited 
agronomic potential but 
adequate market access. 
May be developed for 
extensive commercial 
agriculture suited to a 
resource-scarce 
environment. 

Group 1: Poor having 
good land with potential 
for higher productivity 
based on market access, 
scope for diversification, 
and value addition.  

Group 4:  Poor with 
marginal land in remote 
areas or in subsistence 
fisheries, livestock & 
agroforestry. Mainly 
capable of extensive, 
low input agriculture. 
Out-migration is a 
longer-run solution 

Figure 1:   Rural Poor and Possible Interventions 

Raising Productivity and 
Incomes in Agriculture 
 
- Productivity raising 

interventions such as crop 
diversification and 
connectivity, tailored to 
country circumstances 

- Irrigation and water 
resources management 

- Agricultural research  
- Support for emerging 

opportunities in agriculture 

Managing Natural 
Resources & Environment 
 
- Remedy environmental 

degradation 
- Context specific 

interventions addressing 
drylands,  water 
management, floods, 
ground water depletion, 
water pollution, degrading 
bio-diversity, depleting 
marine resources, etc. 

Expanding the Nonfarm 
Rural Economy 
 

- Expand rural nonfarm 
enterprises and raise 
their productivity 

- Rural Infrastructure 
- Market information 
- Education, training and 

skills development 
- ICT and other non-

traditional technologies 
 

Promoting Social
Development  
 
- Basic health and 

education 
- Skills development 
- Housing in emerging 

growth centers 
- Social protection  
  

Building Rural 
Institutions  
 

- Policy & institutional  
changes 

- Rural financial 
services 

- Local governance 
and participation  

- Security of land 
tenure  
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Appendix 3 
 

Table A3.1. Main Interventions in Selected National Development Plans to Reduce Rural Poverty 
 

 
  Main strategy of the NDP 1. Raise agricultural productivity 2. Manage natural resources 

& environment 
3. Expand the rural 
nonfarm economy 

4. Promote social 
inclusiveness 

5. Overall needs of the rural 
economy 

India Inclusive sustainable growth 
of approximately 10%; focus 
on employment; robust 
agriculture growth; reduce 
disparities by ensuring access 
to basic infrastructure, health 
and social services. 

Double agricultural growth to 4% 
by: 
a. doubling growth of irrigated 
areas 
b. technological progress and 
research  
c. intensify agricultural extension 
d. diversify into high value crops 
e. promote animal husbandry and 
fishery 

a. improving water 
management;                               
b. reclaiming degraded land 
and improving soil productivity 

Emphasis on micro and 
small enterprises;     

Emphasis on basic 
education and health 
services  

a. National Rural Employment 
Guarantee Programme;             
b.  expand rural-rural trade 
c.  Rural infrastructure (roads, 
electricity, water, telephones 
and housing);                             
d. access to affordable credit  
d.  improve the functioning of 
markets 
e.  refocus on land reform  
 

China Shifts focus from the speed of 
growth to a stress on 
sustainability based on rural 
development and various 
social programs  

Increase annual grain production 
capacity as a key target for the 
'new socialist countryside' through
 a. focus on food grain as well as 
high value crops;                               
b. breeding of improved strains, 
pest  control; popularization of 
farm machinery 
b. Increasing soil fertility  
c. Crop protection projects 
d. Livestock development  
e Agricultural product quality 
control  

a. improve water use;  
b. land use approval and 
compensation system; 
c. increase forest coverage by 
20% 

a.  facilitating migration 
by providing technical 
training and 
employment service to 
rural laborers 

a. higher allocation for 
education in budgets; 
promote 9-year 
compulsory education 
b. strengthen rural 
medical care system; 
provide affordable 
quality services and 
medicines; expand 
cooperative health 
insurance 

a. implementation of active 
employment policy,  
b. reinforce construction of 
socialist democracy and 
politics; improve legal system;  
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Philippines 10-point agenda with top 
priority on employment 
generation by promoting 
agribusiness 

a. develop 2 million ha. 
agribusiness land 
b. crop diversification; high-value 
and non-traditional crops 
c. promote livestock/fishery farms 
diversification 
d. raise factor productivity (land, 
labor, capital) through credit and 
capability building  
e. irrigation development 
f.  strengthen RDE institutions  

a. emphasis on reforestation 
and agroforestry 
b. alternative livelihoods for 
upland settlers 
c. commercialize community 
based forest management  
d. implement 10 CDM projects
f.  issuance of CBFMA for 1.8 
million has.  
g. protect watersheds; coastal 
and marine ecosystem  
h. improve management of 
protected areas  

a. Support 
development of 3 
million new 
entrepreneurs 
b. develop and 
promote off- and 
nonfarm enterprise 
including agro-
processing 

a. education for all 
school-age children 
b. improve health care 
delivery system 
through reducing cost 
of medicines; expand 
health insurance; 
implement health 
sector reforms  
c. protection of 
vulnerable including 
victims of disasters and 
calamities 

a. national connectivity by 
transport and digital 
infrastructure 
b. rural power and water 
infrastructure  
c. introduce governance 
responsive to the agriculture 
sector 
d. expansion of microfinance 
initiatives 
e. continue asset reforms and 
complete land acquisition and 
distribution 

Vietnam Boost the economic growth 
rate with attention to 
sustainable development 

a. intensify linkage between 
industry and agriculture; 
strengthen agribusiness b. 
strengthen research; introduce 
improved technologyc. crop 
diversification d. irrigation and 
underground water exploratione. 
improve livestock breeds  

a. increase forest coverage to 
over 43% in 2010b. improve 
river systemsc. strengthen 
warning systems for natural 
disasters;                              d. 
development of drought 
resistant systems                         

a. invest in building 
capacity of 
entrepreneurs b. 
develop processing 
industry; SMEs; trade 
villages c. emphasize 
labor-intensive projects 

a. improve access to 
medical care; 
education; clean water; 
housing, residential 
land, b. improve 
participation  c. provide 
support for vulnerable 
groupsd. expand social 
insurance to cover rural 
and non-formal 
employment  

a. support linkages between 
farmers and enterprisesb.  
provide proper information to 
farmers and enterprises c 
strengthen rural infrastructure 
(water, electricity, roads) 

Pakistan Focus on the tripartite 
elements of growth - 
development of infrastructure, 
human resource development 
and technology. Aims at 
incentivizing and developing 
local strengths for increasing 
the competitive advantage in 
various sector of the 
economy. Top priority is to 
establish a just and 
sustainable economic system 
for reducing poverty and 
achieving the MDGs. 

a. enhance productivity of crops 
through new technologies, high 
yielding disease resistant varieties, 
scientific methods of farming and 
improved management practices 
b. introduce high efficiency 
irrigation system;  
c. focus on high value crops; 
d. develop additional water storage 
capacity  
e. emphasis of livestock 
development and fisheries and 
marine resources 

a. control water logging and 
salinity  
b. strengthening deep sea 
fishing   
c  expand forest cover to 5.2% 
of total land by 2010  
d. improve water use efficiency 
and excessive use of ground 
water  

a.  Encourage private 
sector in processing 
and marketing and 
exports; b. strengthen 
linkages between 
urban centers and rural 
areas 

a.  emphasis on basic 
and college education 
and adult literacy   
b. reduce infant, child 
and maternal mortality 
c. address health 
financing, health 
insurance and social 
security 
d. reduce malnutrition  
e. expand access to 
rural water supply and 
sanitation 

a. ensuring availability of 
agricultural credit 
b. farm-to-market roads will 
be improved  
c. strengthen local 
governments under the 
devolved system 
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Papua New 
Guinea 

Overarching development 
strategy is export driven 
economic growth, rural 
development and poverty 
reduction including good 
governance and the 
promotion of agriculture, 
forestry, fisheries and tourism 
on a sustainable basis. 

a. promotion of nucleus estate and 
small holders model  
b. increase marine fisheries 
(especially tuna); palm oil and 
rubber; increase fruit and 
vegetables production;                      
c. strengthen agricultural extension 

a. develop effective but 
culturally sensitive solutions for 
increased land utilization 
b.  implement principles of 
sustainable development 
c.  increase environment 
friendly commercial use of land 
and natural resources  

a. encourage private 
sector in rural 
entrepreneurship  
b.  attract labor-
intensive industries 
including canneries 
c. provide adult 
education, training in 
village-based business 
skills and micro-finance 

a. provision of basic 
education; 
development-oriented 
adult education; and 
primary health care 
b. working in 
partnership with CSOs 
to create learning 
communities 

a. rehabilitation of transport 
system to for better 
connectivity of rural areas; 
b. strengthen micro-credit 
facilities and  
c. expand district roads 
improvement program 
(DRIP);     d. 60% of 
households has access to 
safe drinking water by 2010  

Indonesia  Spells out that further reform 
would be needed for (i) 
establishing democracy and 
justice for all; (ii) creating an 
Indonesia that is safe and 
peaceful; and (ii) improving 
prosperity economically and 
socially. 

a. revitalization of the agriculture, 
forestry and fisheries industry 
through support to farmers and 
development of rural infrastructure 
(i.e. irrigation; roads) 

a. emphasis on water 
resources conservation, 
improving efficiency of existing 
water resources;  
b.  Revitalization of forestry 
and fisheries   

a.  development of 
agribusiness 
b.  improve access of 
SMEs to credit and 
technical assistance 

a.  improve access and 
the quality of basic 
social services 
including education, 
health, and family 
planning; 
b. improve access of 
the poor to resources, 
community programs, 
and activities for 
empowerment and 
social protection  

a. emphasis on investments 
in rural roads 
b.  strengthening economic 
and social policy 
implementation and 
administrative capacity of 
local governments 
c.  facilitate farmers' access to 
financial resources;                   
d. increasing access of the 
poor to quality drinking water   

Source: National Development Plans of respective countries. 
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Appendix 3 
 

Table A.3.2:  ADB’s Loan Program for ANR by subsector 
 

number of loans in the ANR portfolio 2006-2009 2006 2007 2008 2009 total
commercial agriculture and non-farm activities (incl. livestock, science and technology) 5 2 5 5
resources conservation and biodiversity (incl. fishery, coastal resources, forestry) 5 4 0 3
water and soil management (including irrigation) 3 4 12 10 29
integrated rural development (incl. rural infrastructure and livelihood) 4 5 2 4
policy support 0 0 0 2
Total 17 15 19 24 75

17
12

15
2

 
 

ANR finance 2006-2009 (million USD) 2006 2007 2008 2009 total 2006-2009
OCR ADF/grant OCR ADF/grant OCR ADF/grant OCR ADF/grant OCR ADF/gra

commercial agriculture and non-farm activities (incl. livestock, science and technology) 0 65 150 40 120 104 150 85 420 2
resources conservation and biodiversity (incl. fishery, coastal resources, forestry) 30 128 285 0 0 0 350 0 665 1
water and soil management (including irrigation) 451 38 150 42 740 230 335 225 1,676 5
integrated rural development (incl. rural infrastructure and livelihood) 0 198 70 213 100 50 50 100 220 5
policy support 0 0 0 0 0 0 40 20 40
Total 480.4 428.0 655 295 960 384 925 430 3,021 1,5

 
 
 

Table A.3.3: JFPR and ADF grants for the ANR sectors 
 

number Mio USD number Mio USD number Mio USD
JFPR 5 21.0 3 6.0 3 11.0
ADF 0 0.0 2 23.8 1 8.0
Total 5 21.0 5 29.8 4 19.0

Grant pipeline 2007-2009 
2007 2008 2009

 
 
 
 

Table A.3.4 Technical Assistance Program (2007-2009) for ANR sector 
 

Number of TAs by Geographical Region 
  CWAE EAAE SANS SEAE PARD 
  2007 2008 2009 2007 2008 2009 2007 2008 2009 2007 2008 2009 2007 2008 2009
PPTA 7 5 6 3 2 0 6 5 3 3 4 5 0 0 0
AOTA 1 2 0 2 1 0 2 3 1 5 3 5 2 0 0
RETA 0 2 1 0 0 0 0 0 0 4 1 1 1 0 0
Total 8 9 7 5 3 0 8 8 4 12 8 11 3 0 0

 
 

Table A.3.5: Rural development related infrastructure and finance portfolio (2006-2009) 
 

loans TA Grants loans TA Grants
rural road 447.0 1.2 0.0 4 2 0
rural energy 152.9 3.2 10.0 3 5 5
total 599.9 4.4 10.0 7 7 5

Rural development related infrastructure portfolio (2006-2009)
million USD number of projects

 

loans AOTA PPTA RETA Grants
number of projects 9 5 2 0
million USD 1,607.0 2.2 1,200.0 0.0 12.7

Rural finance portfolio (2006-2009)
million USD

3
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Table A.3.6: Project Performance by Sector and Decade of Loan Approval 
 Proportion of Projects Rated Successful (%) 

Sector 1970s 1980s 1990s Total 
Agriculture and Natural Resources 35 44 47 42 
Education 77 52 82 73 
Energy 79 80 85 82 
Finance 39 37 59 44 
Health, Nutrition and Social Protection 100 38 60 53 
Industry and Trade 65 80 53 66 
Multisector 50 68 68 66 
Transport and Communications 84 75 89 84 
Water Supply, Sanitation and Waste Management 58 39 73 60 

Total 60 58 72 64 
Source: ADB, Operations Evaluation Department (OED). 
 
 

Table A.3.7: Performance of Rural Projects with PCRs and PPARs/PPERs 

Sector 
Number 

of 
Projects 

Highly or Generally 
Successful Projects 

(%) 
Rural Electrification 5 80 
Water supply and Sanitation 10 30 
Roads and Highways 7 83 
Microfinance 12 75 
Nonformal Education 4 50 
Health Systems 4 25 
Source: OED 

 
 

Table A.3.8: Program Loan Performance by Sector and Source of Financing 
(% of Programs Rated Successful, Loans Approved from 1978 to 2002) 

 
Sector 

 

Asian Development   
Fund 

Ordinary Capital 
Resources 

Total 
 

Agriculture & Natural Resources 30 50 32 
Energy 0 0 0 
Finance 53 90 68 
Social Infrastructure 60 100 67 
Transport and Communications 0 -na- 0 
Industry 63 100 67 
Multisector/Other 43 60 50 
TOTAL 41 67 48 

  Source: OED. 
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