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Executive Summary 
 
 

The corporate strategy of the Asian Development Bank (ADB) (Strategy 2020), 
approved in 2008, supports expanding work with the private sector in the Asia and 
Pacific region. ADB is to act as a catalyst for investments that the private sector might 
not otherwise be willing to make and to do more to help developing member countries 
(DMCs) attract direct private sector investments that support inclusive growth and 
improve the environment. Strategy 2020 and, to a lesser extent, ADB’s private sector 
development strategy (PSDS) approved in 2000 recognize that both the amount of 
growth and its pattern and quality matter for poverty reduction.  

 
ADB private sector operations (PSO) have a role to play not only in promoting 

growth, but also in directly broadening access to economic opportunities, especially for 
the disadvantaged.  PSO are also expected to promote the use of environment-friendly 
technologies and mitigate adverse development impacts. 

 
The thematic evaluation study is not an all-encompassing evaluation of PSO or 

their development impacts. It aims to understand how PSO, which accounted for 9% of 
total operations during 2000–2012, are contributing to inclusive and environmentally 
sustainable growth as part of efforts to promote private sector investments and 
growth. The study primarily seeks to identify lessons from relevant experience with a 
view to informing the selection, design, and monitoring of future PSO.  

The evaluation assesses (i) how the selection of support areas and countries for 
PSO reflect the ADB objective of supporting inclusive and environmentally sustainable 
growth—based on a review of corporate strategies and portfolio allocations (strategic 
direction); (ii) how these objectives are incorporated in individual transactions—based 
on a document review of the development focus and design features of all 173 Private 
Sector Operations Department (PSOD) transactions ($10.7 billion) approved during 
2000–2012 (design of transactions); and (iii) how effective PSO are in supporting  high 
economic growth, broadening access to economic opportunities, and promoting 
environmentally sustainable growth—based on a review of evaluation reports, project 
visits, surveys, and other relevant information for the more than 70 projects that are 
operational and have sufficient data points to assess their actual contributions to any 
of these objectives (results); the more than 90 remaining projects were mostly 
approved after 2008, and have either not started or have not reached a sufficient level 
of operations to allow for any assessment of development outcomes.  

  Project contributions to inclusive growth can be direct through improved 
access of the poor and other disadvantaged groups to economic opportunities, or 
indirect via types of economic growth and employment creation that are sustainable 
and have positive income distribution effects. Indirect effects are likely to be significant, 
but are more difficult to measure and attribute. Moreover, the translation of 
investments into economic growth and inclusive growth is not automatic, particularly 
in countries with high or significantly increasing inequality or an especially fragile 
environment. This evaluation tries to capture indications of likely contributions of PSO 
to growth without claiming that it is necessarily sustainable or has positive distribution 
effects, as well as direct contributions to improved inclusion and environmental 
sustainability.  
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The findings of this report are suggestive of the valuable role private sector 
development can play in generating inclusive growth. They also highlight the positive 
difference private sector investments can make in the rapidly growing challenges of 
achieving environmentally viable growth. The study provides examples of achievement 
of inclusion and environmental sustainability without sacrificing financial success.  

Strategic Direction of Private Sector Operations 

Identifying the private sector as the key to rapid growth and poverty reduction, 
the PSDS aimed to help expand and strengthen private sector participation in the 
development of the DMCs. It sought to utilize ADB capabilities (public and private 
sector operations) to deliver synergistic solutions to issues that impede private sector 
growth, with PSO focusing on catalyzing private investment. While the PSDS 
emphasized the role of PSO in promoting economic growth, it also considered that 
ADB can influence project design and implementation to address environmental and 
social concerns more effectively, and proposed that ADB attempt to encourage private 
sponsors to incorporate project components that extend essential services to the poor 
with government support. Although Strategy 2020 suggests that operations give more 
attention to the pace and distributional aspects of growth, it does not provide strategic 
guidance or targets to help operationalize inclusive growth objectives for PSO.  

 
 The focus of PSOD’s operations on infrastructure (60% of total approved 

commitments) and finance (34%) was in principle conducive to contributing to growth 
and poverty reduction. Empirical macro research suggests linkages between better 
infrastructure in terms of quality and quantity and economic growth and reductions in 
income poverty. Likewise, finance sector development, credit growth, economic 
growth, and poverty reduction are connected. However, evidence with regard to 
income distribution effects is mixed, particularly if access constraints are not addressed. 

 
Most PSOD transactions during the review period primarily sought to 

contribute to economic growth through improvements in energy sector capacity, 
efficiency and reliability, and enhanced finance sector intermediation. Within finance 
and infrastructure, few transactions involved subsectors with the potential to affect 
directly the living and economic conditions of the poor, rural populations, and women, 
such as electricity distribution, cellphone services, water supply and sanitation, roads, 
microfinance, rural finance, or leasing. This reflects unresolved policy and regulatory 
constraints to private participation in certain infrastructure areas, as well as lack of 
adequate commercial potential, for example, in the case of rural electrification and 
connectivity investments. Recently, PSOD has been seeking to expand operations into 
agriculture, health, and education.  

 
Compared with some other multilateral development banks (MDBs), PSOD has 

yet to make concerted efforts to promote inclusive businesses, i.e., companies and 
projects that offer goods, services, and livelihoods to income groups at the bottom of 
the pyramid (including the poor, the vulnerable, and low-income groups) in scalable 
ways. Global experience with impact investing shows potential for, but also challenges 
associated with, such business models. Despite the increasing availability of funds and 
interest for such types of investments, actual investment volume, particularly for 
investments benefitting the poor rather than other low-income groups, has been small. 
This is the result of (i) a lack of capital at the seed and venture stages in sectors where 
returns do not necessarily compensate for risk; and (ii) the limited supply of viable 
projects due to a lack of experienced sponsors or policy constraints which need to be 
addressed by public sector interventions and development support. 
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Since the approval of Strategy 2020, the share of PSOD transactions seeking to 
promote directly inclusion of the poor, rural populations, or women has not increased, 
remaining at 13% of total approvals in terms of number, while related investment 
volumes grew in absolute terms. More transactions likely contributed to inclusive 
growth indirectly. About a third of PSO studied were located in DMCs where economic 
growth was accompanied by high or increasing income inequality. 

 
During 2009–2012, projects in frontier countries (i.e., group A [Asian 

Development Fund only] and B [eligible for both ordinary capital resources and Asian 
Development Fund] countries, excluding India) accounted for 35.5% of project 
approvals in terms of number, compared to 35% during 2000–2008..Interestingly, 
PSOD transactions that directly facilitated access of the poor to financial and 
infrastructure services were concentrated in frontier countries, which tended to have 
higher income equality than nonfrontier countries. PSOD had limited operations in poor 
and economically disadvantaged regions of nonfrontier countries, despite the 
prioritization of such regions in pertinent ADB country strategies and some feasible—
albeit lower than in more developed regions—investment potential as evidenced by 
private investments from other sources. 

 
After the approval of Strategy 2020, the number and total value of projects 

seeking to contribute directly to environmentally sustainable growth have increased 
substantially, even if from a low base. The strategic focus of PSOD’s environment 
projects has been on mitigating climate change risk. PSO have been the main channel for operationalizing ADB’s promotion of renewable energy sources accounting for 69% 
of related ADB investment volumes, and are also playing a major role in other ADB 
clean energy initiatives. This focus has been appropriate considering that half of the DMCs’ carbon emissions are related to electricity and heat production. 

 
Prior to Strategy 2020 and the revised energy policy, PSOD had few 

transactions with explicit environment objectives, including private equity funds and direct investments in the People’s Republic of China (PRC) and India seeking to invest in 
emerging renewables and energy efficiency industries. Some other transactions during 
that period such as hydropower and cleaner coal projects involving supercritical 
technologies also had some inherent environmental benefits. From 2009 onward, PSOD 
scaled up its focus on clean energy sources. Along with increased investments in 
combined-cycle gas plants—using the cleanest fossil fuel and one of the most efficient 
energy sources—PSOD has been financing many renewable energy projects in line with 
emerging opportunities provided by the establishment of relevant policy and regulatory 
frameworks in several DMCs. PSOD helped pioneer solar power investments in India 
and Thailand and wind power investments in Pakistan and Thailand. It also financed 
waste-to-energy projects with improved environmental features in the PRC. By 
comparison, the lack of appropriate policy frameworks or incentives has limited the 
scope for energy efficiency PSO. The share of PSO promoting renewable and clean 
energy, energy efficiency, and solid waste management increased from 8% of total PSO 
approvals during 2000–2008 in terms of number to 49% during 2009–2012, compared 
with an internal PSOD target of 30%.  

 

Design of Transactions 
 
The majority of PSO approved during the review period were intended and 

designed to contribute to economic growth. However, any given investment is not 
necessarily growth generating relative to the alternatives. The potential contributions of 
energy sector transactions, which accounted for half of all PSO commitments during 
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the review period, to economic growth were relatively straightforward, particularly in 
countries with substantial capacity gaps. By comparison, for some finance projects, 
realistic pathways to connect project outputs with growth objectives through catalytic 
impacts arising from demonstration and follow-on effects for the economy were 
assumed rather than clearly established.  

 
In line with the PSDS, PSO focusing on small and medium-sized enterprises 

(SMEs) had a central role in PSOD’s broad-based growth and poverty reduction agenda. 
However, the design of such operations was not necessarily supportive of these 
development goals or inclusive growth. It was not adequately established at the 
country partnership strategy or project levels (i) how SMEs would contribute to 
innovation, competition, entrepreneurship, and (self-)employment in general, and of 
the poor, women, or rural populations in particular; and (ii) what factors, such as those 
related to the overall investment climate and enabling environment, impeded their 
potential for larger contributions. For example, although nearly half of SME projects 
sought to promote employment, they usually had no targets and investment or 
onlending strategies focusing on industries that could generate above average job 
growth in a particular country.  

 
Nine percent of PSOD transactions sought to increase directly rural inclusion, 

6% inclusion of the poor, and 1% inclusion of women. While the microfinance projects 
selected financial institutions or chose experienced fund managers to identify and 
proactively support intermediaries that could effectively improve access to finance for 
women or the poor, some of the financial intermediaries supported by PSOD with the 
objective of facilitating access to finance for rural areas did not have strategies, 
products, or systems conducive to this purpose, nor did they set any specific targets for 
lending to these groups.  
 

For reasons mentioned, few infrastructure projects explicitly sought to improve 
access by the poor or rural populations to infrastructure services. The ones that did 
included credible transmission channels. PSOD-supported telecommunication projects 
targeted underserved rural areas for service expansions, charged affordable rates, and 
provided relevant value-added services to cellphone users (i.e., market information and 
user-generated trading systems, access to medical services and information, mobile 
banking). The only water project with relevant features to facilitate inclusion sought to 
prioritize low-income areas for the establishment of new distribution networks and 
connections used cross-subsidies for the poor and other low-income customers, and 
introduced special schemes promoting water access to piped water in areas without 
household connections, including water kiosks and slum water reservoirs. Generally, no 
special schemes were put in place to maximize the employment effects of PSO. An 
exception is a program promoted by a mobile phone company in South Asia, which 
provided income-earning opportunities for female and low-income village payphone 
operators. 

 
Inclusive private investments were usually driven or facilitated by  

(i) government contracts and policies requiring inclusion of the poor; (ii) the private sponsor’s business model, which targeted the poor, women, or rural populations as 
customers; (iii) complementary public sector investments enhancing outreach; or (iv) 
the availability of technical assistance or concessional financing from development 
partners for special development components.  
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There were a number of projects with inclusion objectives, particularly those 
with explicit objectives to increase economic opportunities for the poor that did not 
have any benchmarks to track actual achievement of these objectives. 

 
Due to the lower share of coal-fired plants and higher share of renewable 

investments financed after the approval of Strategy 2020, average carbon dioxide (CO2) 
emissions per kilowatt hour are estimated to decline from 729 grams for PSOD energy 
projects financed from 2000 to 2008 to 332 grams for projects financed post 2008. 
Projected CO2 emissions per kilowatt hour are below average national levels for power 
generation overall and for the respective fuel source, reflecting the use of cleaner and 
more advanced technologies that will help recipient DMCs achieve a lower carbon 
growth path. Although energy projects financed by PSOD during the review period are 
estimated to emit about 59 million tons of CO2 per year, this is about 36 million tons of 
CO2 per year less than what would be emitted if equivalent outputs were generated by 
coal-fired power plants. Most of these relative savings are the result of investments in 
gas-fired plants, followed by investments in large hydropower and renewable energy.   

 
Economic assessment of clean energy projects is constrained by (i) the absence 

of indicators for the high-carbon baseline energy cost that serve as a reference point; 
and (ii) the lack of a standardized approach to quantifying the economic benefits of  
greenhouse gas (GHG) emission reductions in lieu of carbon market prices. For several 
wind-power projects, site selection, and the validation of wind potential have been 
issues. 

 

Results 
 

  Finance sector transactions make up about a third of PSO volumes and about 
half of all PSOD transactions. Many of the more than 50 reviewed (out of 85 approved) 
PSOD finance sector transactions did not contribute to sustainable growth or inclusion. 
Eleven of the 25 transactions with available evaluation reports are rated less than 
satisfactory or unsatisfactory for development impact with slightly lower component 
ratings for business success and contributions to economic development than for their 
contributions to private sector development.    

 
For the more than 30 reviewed SME-focused PSO within the finance sector 

portfolio, their impact on the performance of funded SMEs and other enterprises, and 
therefore, their contributions to economic growth has been mixed, as reflected by less 
than successful economic sustainability ratings for two-thirds of fully evaluated SME 
transactions. With regard to the effectiveness of SME-related PSO in improving the 
availability of SME finance, for most supported financial institutions total credit to 
small businesses did not grow or expanded slower than credit to other business 
segments. With regard to facilitating greater financial inclusion, many of the 
Independent Evaluation Department-surveyed SME borrowers already had access to 
formal finance, although some appreciated improvement in financing terms and access 
to other services that the ADB-supported institutions provided them with.   

 
While most PSOD-supported banks and leasing companies mainly financed 

businesses of non-poor groups, some of these institutions—not necessarily under 
transactions with related objectives—increased their outreach in rural areas and to 
female clients. Employment generation was the key development objective for PSOD’s 
SME-related private equity support. Investments helped create productive employment, 
although some of this was not sustainable. Most supported private equity fund 
investee companies were in capital- or skill-intensive industries that did not provide 
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many job opportunities for the poor. A key issue has been not focusing on the selection 
of suitably qualified financial intermediaries or fund managers with adequate capacity 
in targeted market segments. 

 
The two dedicated microfinance private equity funds were effective in 

increasing access to finance for the poor, rural residents, and women. A PSOD-
supported microfinance guarantee facility helped microfinance institutions in India 
maintain access to funding in the aftermath of the microfinance crisis. PSO also helped 
improve access of non-poor low- and middle-income groups to housing finance.  

 
Direct PSOD investments in financial institutions contributed to market 

development by furthering competition and improving market infrastructure, which 
will likely facilitate the availability of finance for economic growth. Support for 
securitizations did not have the desired effects on capital market development.  

 In comparison to the finance sector portfolio, PSOD’s infrastructure operations 
made substantial contributions to sustainable growth by addressing critical constraints 
to economic development.  The few projects that directly promoted inclusion by 
increasing access to basic services did so effectively, although there were not many PSO 
in (sub)sectors with related potential. Nineteen of the 22 infrastructure transactions 
with sufficient operating maturity (out of 80 approved infrastructure transactions) had 
available evaluation reports. All of the evaluated projects passed the 10% hurdle rate 
for economic viability. Most projects had economic rates of return in excess of 20% and 
likely contributed to economic growth. Many infrastructure projects also likely 
contributed to inclusive growth, albeit mostly indirectly. Telecommunication projects 
substantially increased access to mobile phone services in Afghanistan, Bangladesh, 
and Papua New Guinea, particularly in rural areas. This had significant social and 
economic benefits for several hundred thousand people, including the poor and 
women, who benefitted from employment and economic opportunities, as well better 
access to services. A water concession helped increase system efficiencies and access to 
improved water resources including for low-income and poor families in slum areas.  

  
PSOD investments in conventional energy generation contributed substantially 

to narrowing existing and projected demand supply gaps in recipient countries in South 
and Southeast Asia. Increases in generation capacity helped improve the reliability of 
power supplies, increased sector efficiencies, and enabled electrification efforts, which 
in turn can facilitate more inclusion. Transmission projects are facilitating the 
development of economically disadvantaged areas in Cambodia and India. Moreover, 
PSOD-supported investments in the energy sector likely contributed to reducing income 
poverty through the growth-employment nexus, particularly in countries with power 
shortages that affect industrial capacity utilization, although the actual extent of such 
effects was difficult to establish due to lack of relevant data.  

The few completed PSO with environment objectives—all energy projects—
have been contributing to greenhouse gas reductions. Suboptimal site selection 
resulting in insufficient wind in two of the project locations and grid curtailments led to 
shortfalls in actual generation output for operations in the four renewable energy 
projects (all wind power). Although this lowered environmental and economic benefits, 
the projects are expected to make a positive contribution to sustainable growth.  
Supported municipal natural-gas based projects were successful despite issues arising 
from subsidized competing fuel sources.  

PSOD equity investments in most of the 13 dedicated funds that aim to 
promote clean energy, energy efficiency, and renewables have yet to achieve the 
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investment contributions or returns expected at approval reflecting difficulties 
experienced as the result of current market conditions: private investors in these 
industries have faced setbacks after the recent collapse of the market for carbon 
emission rights; the current supply glut in solar and wind industries, particularly in the 
PRC; and uncertain or changing government incentives and regulatory practices. 

 Catalytic and demonstration effects of PSO were largely limited to attracting 
additional financing for the supported infrastructure project or financial institution 
itself. More than a quarter of PSOD-supported transactions—mostly infrastructure 
projects with clear demonstration potential due to being among the first private or first 
foreign investment in a particular country and sector—also catalyzed private 
investment for additional projects in the recipient country. In several cases, successful 
investments did not elicit additional investments, as required institutional and 
regulatory capacity was not built in tandem. 

 
Overall, for the 44 completed PSO with evaluation reports, the 7 inclusive 

projects had better economic sustainability and investment profitability ratings than 
the other projects. While the sample is too small to draw definite conclusions, the 
results show that a trade-off between development and profitability objectives is not 
necessary. In particular, PSOD investments in mobile telecommunications, power 
transmission systems, and several financial institutions facilitated improved access to 
finance, infrastructure services, and ultimately economic opportunities for rural 
populations, women, or the poor, while generating high financial returns. PSO in 
nonfrontier countries did slightly better in terms of development impacts than PSOD 
transactions in frontier countries, although returns were lower, reflecting lower risks.  

 
All five completed PSO with mainly environment objectives had adequate, 

albeit not excellent, investment profitability. Economic and financial returns for PSOD-
financed renewable projects were below those for conventional energy projects, 
indicating a certain trade-off between environmental and economic benefits. In this 
context, costs of renewable projects have been decreasing more quickly than expected. 
For example, levelized costs for supported solar energy projects in India have been 
declining as the global reduction in prices for photovoltaic modules is being passed 
through and the supply chain for plant construction begins to consolidate.  

Recommendations 
 

Overall, approval of Strategy 2020 has sharpened the development orientation 
of PSO, with regard to transactions promoting environmentally sustainable growth. 
PSOD must seek to also enhance its contributions to inclusive growth, among other 
things through the effective inclusion of the poor and other disadvantaged groups in 
its operations. Results achieved so far with regard to PSO contributions to inclusion 
indicate that development impact does not have to come at the expense of 
profitability. The study makes the following recommendations for consideration by ADB 
Management. 
 

Strengthen Strategic Focus in line with Corporate Inclusive and Environmental 
Growth Objectives  
 
An updated business strategy would help operationalize inclusive growth 

objectives in PSO. Considering PSOD’s resource constraints, risk implications, capital 
headroom implications and the limited availability of donor funds for private sector 
interventions, the strategy must, among other things, review the role of SME-related 
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PSO in promoting economic growth and poverty reduction efforts; explore options for 
increasing operations in frontier countries and regions; and identify approaches for 
inclusive business support by PSOD. In addition to more proactive project development 
involving advisory services and seed funds for inclusive businesses including those 
related to agricultural value chains and education and health services, special 
modalities might be needed to reduce risk—e.g., by taking first-loss risk—and increase 
economies of scale in view of the usually small size of such investments.  

 
Large demands for clean energy investments are unmet. Further investment by 

PSOD in solar energy in conjunction with the Asia Solar Energy Initiative could be 
demonstrative and catalytic. PSOD investments in renewables could also be expanded 
to DMCs without related private investments, but with adequate resources and policy 
and regulatory frameworks. However, economic viability needs to be established, 
particularly in the case of lower-income DMCs. Moreover, especially in South Asian 
DMCs, baseload capacity additions will be crucial to maintaining economic growth. 

 
As pointed out, in several areas and subsectors, private investment has not 

been forthcoming due to deficiencies in the enabling environment. Although the PSDS 
and the revised private sector development framework emphasize the need for ADB 
support for enabling environments and private sector investments to be mutually 
reinforcing, there have been few linkages outside the energy sector, where sector 
reforms have stimulated PSO. The share of PSO that is related to any ADB enabling 
environment support has not increased despite the improved incorporation of PSO in 
country strategies. Synergies need to be improved by systematically focusing enabling 
environment support provided by regional departments on relevant key areas of PSO.  

 
Enhance Transactions in Line with Development Objectives 
 
Country partnership strategies and project documents need to make explicit 

the causal pathways, transmission channels, and underlying assumptions about how 
projects will contribute to inclusive growth, be it directly or indirectly. For any project 
seeking to improve inclusion, targeting and transmission mechanisms need to be in 
place and demonstrated. PSOD has to explore complementary measures that could 
increase affordability and outreach of supported private investments in collaboration 
with regional departments and other development partners. 

 PSOD’s capacity for reviewing the technical and economic feasibility 
assessments of clean energy projects needs to be strengthened by increasing related 
resources and ADB-wide methodologies.   

Improve Monitoring and Reporting of Private Sector Operations Development 
Impacts  

 
PSOD has significantly strengthened the quality of its design and monitoring 

frameworks, especially the tracking of project outputs in line with corporate results 
framework requirements and project impacts in terms of employment and GHG 
emissions. Additional improvements could include the tracking of PSO contributions to 
sector outcomes and to improved economic opportunities for the poor, women, and 
rural populations in pertinent projects. Currently, PSO project annual monitoring 
reports do not consistently provide updates on development impacts, nor are 
underlying information and relevant data reliably collected. Monitoring and reporting 
on environmental safeguards implementation also have to be strengthened. Since 
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2013, investment agreements contain clauses related to development impact 
monitoring responsibilities of private sector clients which need to be enforced. 

 

 



 

 

CHAPTER 1 

Introduction 
 

A. Private Sector Investment and Inclusive and Environmentally 
Sustainable Growth 

1. Private sector growth, in general, drives economic growth, and economic 
growth enables sustainable poverty reduction.1 Research on the drivers of poverty 
reduction indicates that growth effects arising from a change in average income, rather 
than distribution effects caused by shifts in the Lorenz curve (holding average income 

constant), explain the largest part of observed changes in poverty.2  
 
2. The private sector plays a key role in the development process of most 
developing member countries (DMCs). Profit seeking and competition among private 
firms encourage innovation and economic development. The private sector produces most of the DMCs’ economic outputs, and generates much of the government tax 
revenues necessary for funding public health care, education, and social protection 
schemes. DMC governments expect the private sector to help address large 
infrastructure investment gaps in the region and improve the efficiency of public 
service delivery. Job creation is one of the major paths out of poverty, and private 
sector employment is the major source of economic support for most workers and their 
families. Private sector enterprises, both formal and informal, provide 9 of every 10 jobs 
in the DMCs, and are thus critical to any poverty reduction effort. Increases in private 
investment are associated with declining rates of poverty, although the incidence of 
poverty at any given amount of private investment varies widely.3 How the private 
sector develops and its composition have a strong bearing on whether growth is broad 
or narrowly based, and how the benefits of growth are distributed. Inclusive growth 
entails broadening access to economic opportunities by the poor and other 
disadvantaged groups including women and rural populations through increased (self-) 
employment opportunities.  
 
3. Asia’s rapid economic growth is contributing to environmental degradation 
and the depletion of natural resources, as well as climate change. Only growth that is 
environmentally sustainable can eliminate poverty in the long term, as many of the 
poor, particularly in rural areas, depend on natural resources for their livelihoods. 
 

B. Role of Private Sector Support in ADB’s Corporate Strategy 

4. The corporate strategy of the Asian Development Bank (ADB), approved in 
2008 (Strategy 2020), supports an expansion of ADB work with the private sector to 

                                                
1  M. Bruno, M. Ravallion, and L. Squire. 1996. Equity and Growth in Developing Countries: Old and New 

Perspectives on the Policy Issues. Policy Research Working Paper. No. 1563. Washington, DC: World Bank. 
2  G. Datt and M. Ravallion. 1992. Growth and Redistribution Components of Changes in Poverty Measures: 

A Decomposition with Applications to Brazil and India in the 1980s. Journal of Development Economics. 
38, pp. 275–295; N. Kakawani and E. Pernia. 2000. What is Pro-Poor Growth? Asian Development Review. 
18, pp. 1–16. 

3  Independent Evaluation Group. 2011. Assessing International Finance Corporation’s Poverty Focus and 
Results. Washington, DC: World Bank. 
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generate economic growth in the Asia and Pacific region.4 ADB is to act as a catalyst for 
investments that the private sector might not otherwise be willing to make and to do 
more to help the DMCs attract direct private sector investments that support inclusive 
growth and improve the environment. Strategy 2020 and the Private Sector 
Development Strategy (PSDS) recognize that the amount and pattern of growth are 
important for poverty reduction, and that ADB private sector operations (PSO) have a 
role in enhancing economic opportunities by promoting high and sustainable economic growth (pillar 1 of ADB’s inclusive growth framework) and broadening access to 
finance, employment, entrepreneurship, and basic infrastructure services to ensure that 
members of society can participate in and benefit from growth (pillar 2 of ADB’s 
inclusive growth framework), although the main focus of PSO is expected to be on 
promoting growth. While inclusive growth was not a strategic objective of ADB prior to 
2008, ADB operations were supposed to contribute to poverty reduction directly and 
indirectly. ADB also sought to pursue inclusion. For example, strengthening 
inclusiveness was one of 5 strategic priorities under ADB’s Medium-Term Strategic 
Framework, 2002. Under Strategy 2020, PSO are also expected to promote the use of 
environment-friendly technologies and mitigate adverse development impacts through 
the adoption of environmental and social safeguard measures. 
 

C. Evaluation Rationale and Approach  

5. The thematic evaluation study aims to understand (i) how ADB PSO have been 
contributing to inclusive and environmentally sustainable growth as part of efforts to 
promote private sector investments and growth, and (ii) how ADB can position itself to 
achieve stronger development impact, directly or indirectly. The study assesses (i) PSO 
contributions to inclusive growth by analyzing contributions to economic growth, and 
the creation and expansion of economic opportunities; and (ii) the inclusiveness of 
projects financed by the Private Sector Operations Department (PSOD), i.e., the 
broadening of access to such opportunities, especially for the poor, populations living 
in rural and other disadvantaged areas, small entrepreneurs, and women.  
 
6. Evaluation findings are expected to inform the selection, design, and 
monitoring of future PSO. The thematic evaluation study specifically assesses  

(i) how the selection of countries and assistance areas for PSO reflect the 
ADB strategic objective of supporting inclusive and environmentally 
sustainable growth5—based on a review of corporate strategies and 
portfolio allocations (strategic direction); 

(ii) how these objectives are reflected in the design, implementation, and 
monitoring of individual transactions—based on a review of the 
development focus and design features of all 173 PSOD transactions 
($10.7 billion) approved during 2000–2012 (design of transactions); a 

(iii) how effective PSO are in supporting high economic growth, 
broadening access to economic opportunities, and promoting 
environmentally sustainable growth—based on a review of available 
evaluations, project visits, surveys, or other relevant information for the 
more than 70 projects that are operational and have sufficient data 
points to assess any of these objectives (results); the more than 90 
remaining projects were mostly approved after 2008, and have either 

                                                
4 ADB. 2008. Strategy 2020: The Long-Term Strategic Framework of the Asian Development Bank, 2008–

2020. Manila. 
5  PSO contributions to the third strategic goal of Strategy 2020, i.e., the promotion of regional cooperation 

and integration are not being reviewed by this evaluation study, as pertinent private and public sector 
operations will be covered under a separate evaluation, as will the Trade Finance Program. 
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not started or have not reached a sufficient level of operations to allow 
for any assessment of development outcomes.  
 

7. The detailed evaluation framework is presented in Linked document 1.  



 

 

CHAPTER 2 

Strategic Directions  
 
8. This chapter focuses on the relevance of PSO strategic directions and portfolio 
allocations with regard to contributing to inclusive and environmentally sustainable 
growth.  
 

A. ADB Strategies for Private Sector Operations 

9. The  PSDS states that ADB will seek to catalyze private sector projects that 
deliver specific development impacts and related demonstration effects in line with 
ADB strategic priorities—foremost poverty reduction—and country-specific strategies 
for operations.6 PSOD was to support infrastructure projects, investment funds, and 
financial institutions financing micro, small, and medium-sized enterprises (MSMEs) 
orientated to achieving greater development impact and/or demonstration effects. 
PSOD was to extend its country reach from large- and middle-income countries to 
transition and smaller economies, and move into new sectors including social 
infrastructure and information and communication technology.  
 
10. In 2006, ADB revised its strategic framework for private sector development.7 It 
identifies making direct private sector investments one of three thrust areas for ADB 
operations, which together with the other two (i.e., strengthening the enabling policy 
and institutional environment for private sector development, and promoting public 
sector goods and services), is expected to result in more private investments and 
stronger private sectors in the DMCs, mainly through positive demonstration effects. The revised framework clarified PSOD’s focus on “market-developing” transactions that 
promote a larger and sustained flow of private capital into an unspecified diversified 
range of sectors and countries, prioritizing transactions that directly or indirectly 
enhance poverty reduction. Transactions are to have at least one of the following 
features: (i) a strong demonstration effect (i.e., those that test markets and create 
confidence), (ii) innovative and pioneering (i.e., those in frontier countries, sectors, and 
financing structures), and (iii) replicable to the extent possible by others in the country 
and, in relevant cases, by ADB elsewhere. Moreover, transactions were to be designed 
to achieve specific sector outcomes to support the development impact sought under 
country partnership strategies (CPSs) or specific regional initiatives.  
 
11. Strategy 2020 seeks to increase private sector development and private sector 
operations in all core areas of operations, i.e., infrastructure, environment, regional 
cooperation and integration, finance sector development, and education to help 
sustain growth and provide access to economic opportunities—two of the strategy’s 
three pillars of inclusive growth (the third is the provision of adequate social protection 
to reduce poverty and vulnerability). Support for the development of the region’s 
private sector is to increase significantly, both in the number of ADB-financed projects 
and in the share of annual operations with a target of 50% by 2020. Strategy 2020 also 
states that ADB will progressively increase its assistance for environmentally sustainable 
development, including efforts to address carbon dioxide (CO2) emissions and climate 
change.  

                                                
6 ADB. 2000. Private Sector Development Strategy. Manila. 
7 ADB. 2006. Private Sector Development: A Revised Strategic Framework. Manila. 
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12. PSOD’s strategy for finance sector and capital market operations is articulated 
through the PSCM Business Plan and Priorities 2010–2012 (the Business Plan). PSOD is 
to focus on transactions in the five core areas of the Strategy 2020 (i.e., infrastructure 
development, environment, regional cooperation and integration, financial sector 
development and education) with the objective of adding maximum value to ADB’s 
mission of poverty reduction.  Its key operational areas are support for the trade 
finance program, private equity funds, microfinance, climate change finance, and 
financial institutions. The Business Plan emphasizes a portfolio approach which targets 
a mix of operations in countries at early stage of financial sector development with 
countries at the intermediate stage; highly innovative and specially targeted 
interventions with long gestation periods and relatively routine interventions; as well as 
higher risk and lower risk transactions. It does not contain any specific subsector 
allocations or any generic operational guidance on how to address pertinent issues, but 
states the need for country-based assessments to identify the binding sector and ADB 
and intervention types suitable for the level of financial sector development in that 
country. Selection criteria for individual transactions include among others, the ability 
to catalyze investments, sustained development impacts and multiplier effects, as well 
as additionality. The Business Plan largely relies on business origination through 
commercial partners operations rather than proactive engagement in project 
development, citing the constraints under which PSOD operates (staffing, equity 
headroom, economies of scale in transaction size, and risk), which play an important 
role in designing actual interventions. 
 

B. Portfolio Structure 

1. Geographic Focus 

13. Despite good progress made, frontier countries have had higher poverty 
incidence levels than other DMCs and have had less success in reducing the numbers of 
the poor and vulnerable and incidence levels compared to the non-frontier countries 
(Table 1).  
 

14. To increase the development impact of its operations, PSOD expanded into 
frontier countries that have less access to capital and lower per capita gross domestic 
product (GDP) than other DMCs. Its target is to ensure 40% (by number) of all PSO 
approved by 2015 go to frontier countries, i.e., group A (Asian Development Fund only) 
and B (eligible for both ordinary capital resources and Asian Development Fund) 
countries excluding India. From 2009 to 2012, projects in these countries accounted for 
35.5% of project approvals, compared with 35% during 2000–2008.  
 

Table 1: Poverty Reduction in Developing Asia 1999–2010 
 

Poverty (Under $1.25/day) Poverty (Under $2.0/day) 
 
 
Item 

No. of Poor (million)  Head Count Index (%)  No. of Poor (million)  Head Count Index (%)  
 

1999 
 

2010 
% 

Change 
 

1999 
 

2010 
Change 
(Pct. Pt.) 

 
1999 

 
2010 

% 
Change 

 
1999 

 
2010 

Change 
(Pct. Pt.) 

Non-frontier countries 1,017 515 (49) 38 17 (21) 1,783 1,220 (32) 67 40 (27) 
Frontier countriesa 196 143 (19) 40 26 (14) 340 313 (8) 70 58 (12) 
( ) = negative number, No. = number, Pct. Pt.= percentage point 
Note:  
aAfghanistan, Maldives, Myanmar and most Pacific developing member countries were not included in the calculations due to lack of relevant data. 
Sources: Based on highly-cited researchers calculations by G. Wan and I. Sebastian. 2011. Poverty in Asia and the Pacific: An Update. ADB Economic 
Working Paper Series. No. 267. Manila: Asian Development Bank; and Independent Evaluation Department staff estimates.  
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15. PSO financing for frontier countries increased in relative and absolute terms. 
Average annual PSOD financing volumes for the poorest DMCs, i.e., Group A countries, 
remained at 6% of total portfolio commitments during 2009–2012 (Figure 1). In 
comparison, while relative International Finance Corporation (IFC) allocations to these 
countries were significantly lower at 3%, nominal IFC financing volumes were about 30% higher than PSOD’s, indicating scope for more ADB engagement. During the 
review period, a total of 14 PSO were located in eight of the larger Group A countries, 
including four projects in Afghanistan. Additional Group A countries, particularly Nepal 
and Tajikistan, and countries in the Pacific region, were targeted under several regional 
private equity funds and the trade finance program with varying degrees of success. IFC 
also had direct transactions in Cambodia, Nepal, and Tajikistan.  
 

16. PSOD approval amounts for Group B frontier countries increased to 23% during 
2009–2012 compared with 17% of investment commitments during 2000–2008, while 
the share of PSO in India declined sharply from 22% to 10% during the same period, mainly after reaching portfolio exposure limits. With PSOD’s stated increasing strategic 
focus on frontier countries, transaction volumes in Group C countries declined from 
43% to 33% after 2008. Moreover, regional PSO, which mainly benefitted group B and 
C countries, increased from 11% to 28% in line with Strategy 2020 objectives of 
promoting regional cooperation and integration.  
 

17. PSOD loans and associated cofinancing played a significant role in the provision 
of external commercial long-term financing for private investments in frontier 
countries.8 In comparison, PSOD equity investments accounted for considerably less 
than 1% of total foreign direct investment (FDI) received by frontier countries during 
the review period (0.02% on average)—with the exception of Papua New Guinea (PNG). 
This is in part due to headroom concerns, which have curtailed equity investments by PSOD. The share of frontier country investments in PSOD’s equity investment portfolio (7%) was slightly lower than these countries’ share in total FDI received by all DMCs 
(8%). The role of PSOD financing in the overall financing of private investments in 
nonfrontier countries was negligible.  

 

 

                                                
8
  On average, PSOD financing was equivalent to 5% of long-term commercial bank loans received in these 

countries from private financial institutions. 
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18. Frontier countries only account for about a third of Asia’s poor and a fifth of the region’s vulnerable and persons. Most of Asia’s nearly  600 million income poor and 1.3 billion vulnerable residents live in the region’s most 
populous countries, i.e., India (390 million poor and 813 million vulnerable), and the People’s Republic of China (PRC) (67 million poor and 243 million vulnerable). Regional 
inequality has been a key contributor to total inequality in many Asian countries, 
including the PRC where it accounted for about 10% of national inequality and India, 
where it accounted for17%.9 Guided by pertinent national development strategies, 
successive ADB CPSs for both countries have sought to address growing income 
inequality and widening regional disparities through an increasing focus of operations 
on less-developed regions. This evaluation assesses to what extent PSO was located in 
and directly benefitted such regions. 
 

19. The PRC’s Central and Western provinces have had the country’s lowest per 
capita GDP ratios and the highest poverty incidence. In 2011, per capita GDP ranged 
from $2,484 in Guizhou to $12,895 in Tianjin. Nevertheless, inequalities in provincial 
per capita incomes have lessened since the mid-2000s,10 partly as a result of the Great 
Western Development Strategy, which has promoted the development of infrastructure 
(transport, hydropower plants, energy, telecommunications, and urban development), 
foreign investment, and education in the Western provinces since 2000. Although 
overall national poverty rates have decreased substantially since 2000 poverty incidence in underdeveloped regions has declined to a lesser degree. About 80% of the PRC’s 
more than 200 million poor according to consumption levels live in the Central and 
Western provinces, mostly in rural areas. According to World Bank estimates for 2003, 
the incidence of people living below $1.25/day in terms of consumption, ranged from 
13% in the Central provinces to 21% in the Southwest, and 29% on average in the 
Northwest compared with 6% in the Northeast and 7% in coastal regions.11   
 

20. In India, most of the states in the Central and the North East regions have low 
per capita GDP ratios, as well as high poverty incidence. The 11 states with poverty 
incidence of 25% or higher according to the national poverty line,12 account for about 
two-thirds of India’s 355 million poor.  
 

21. PSOD had limited operations in poor regions of non-frontier countries. 
Successive CPSs for the PRC during the review period stated that the most (more than 
90% in the case of the ongoing 2011–2015 CPS) of ADB's programmed lending 
operations are to focus on the less-developed interior regions to support inclusive 
development. From 2000 to 2012, 35% of PRC investments approved for PSOD in terms 
of value were made there, mostly after 2008. While all of its transport projects and 34% of PSOD’s energy investments in the country are located in the Central and 
Western regions, in line with national development strategies that have encouraged 
infrastructure development of underdeveloped regions to attract productive investments, less than 17% of PSOD’s capital market transactions benefitted the less-
developed regions. Although two ADB-supported private equity funds also targeted 
companies located in the Inland and Western regions as part of their investment or 

                                                
9   Estimates based on national household survey data. ADB. 2012. Asian Development Bank Outlook. Manila. 
10  S. Fan, R. Kanbur, and X. Zhang. 2011. China’s Regional Disparities: Experience and Policy. Review of 

Development Finance. Capetown: Africagrowth Institute. pp. 47−56. 
11  World Bank. 2009. From Poor Areas to Poor People: China’s Evolving Poverty Reduction Agenda. 

Washington, DC. 
12  India’s national poverty line was Rs26 per day in rural areas and Rs32 in urban areas, which is considerably 

lower than the World Bank line of $1.25 per day in 2005 public–private partnership. 
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business strategies, albeit with limited success,13 these regions were not the main 
investment and business focus for any private equity funds or financial institutions 
supported by PSOD. While the poorest inland provinces with their sparse and poor 
populations have been too remote to attract even domestic investors, this has not been 
the case for other provinces, such as Sichuan and Shaanxi. With their established 
industrial presence, large metropolitan centers, and a skilled labor pool, they have 
started to lure advanced industries inland with comparatively cheaper land and lower 
labor costs. Nevertheless, despite good investment potential, as evidenced by dedicated 
private equity funds targeting these two provinces and IFC investments in financial 
institutions, PSO in these locations have been negligible.  
 

22. Although the share of PSOD investments in the inland provinces of total PSO in 
the PRC exceeded the share of inland provinces in total FDI flows to the PRC, the related PSOD investments amounted to only $226 million, whereas FDI in the PRC’s 
central and western regions totaled about $280 billion during the evaluation period.14 
PSOD could have taken a more proactive approach to promoting the development of 
financial markets in the less-developed provinces through support for private equity 
funds targeting inland provinces and investments in local banks. Moreover, 
infrastructure transactions could be expanded in less-developed regions in the PRC 
considering that PSOD transactions accounted for 4.4% of total private sector 
investments in energy, 2.2% in transport, and 3.7% in the water sector in these areas. 
 

23. While PSOD’s infrastructure investments in inland provinces are contributing, 
albeit on a very limited scale, to the development of less-developed regions and 
reductions in regional inequalities, PSO did not directly benefit the poor in these 
regions. Even in these provinces, poverty is mainly a rural phenomenon. Nationwide, 
rural–urban income gaps contribute 45% to total national inequality. Nevertheless, PSO 
in urban areas of the more-developed regions likely have had indirect impacts on 
poverty reduction in rural and underdeveloped regions through employment effects by 
facilitating job opportunities for migrant workers. Rural families with migrant workers 
are considerably less likely to be poor than other families.    
 

24. In India, until 2002, ADB state-focused operations were mainly in Gujarat, 
Karnataka, and Kerala, and in some lagging states such as Madhya Pradesh, Rajasthan, 
and West Bengal. With the 2003 CPS, ADB expanded its operations in less-developed 
states to Assam, Bihar, Chhattisgarh, and Orissa. Under the ongoing CPS, 2009–2012, 
ADB operations are to be concentrated mainly in poorer states to help address 
interstate disparities, build capacity, and support inclusive growth.  
 

25. PSO were located in eight of the central and north-eastern states, namely Bihar, 
Chhattisgarh, Jharkand, Madhya Pradesh, Orissa, Rajasthan, Uttar Pradesh, and West 
Bengal, which have poverty rates ranging from 25% in Rajasthan to 54% in Bihar. These 
PSOD projects represented 13% of total PSOD investments approved for India from 
2000 to 2012, including 15% of PSOD energy sector investments (for a transmission 
line and several renewable projects), but less than 4% of its capital market transactions 

                                                
13 Each fund has so far financed two investee companies with operations in these regions out of investment 

portfolios of 18 companies for one of the funds, which is in the liquidation phase having sold all its 
investments, and 9 for the other fund, which is still in the investment phase. 

14 Most FDI has been concentrated in the coastal region, although central provinces have become more 
attractive to foreign investors over time. Their share increased from below 4% in 1987–1990 to 17% in 
2007–2010, while the share of the western region stagnated at below 10%. These two regions’ share of 
total FDI has been much lower than their share in national GDP because of location disadvantages, less-
developed infrastructure, smaller market size, lower agglomeration economies, a less-developed skills base, 
a less-favorable business culture, and a less-conducive enabling environment for private investment. 
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in the country.15 While this share is higher than the share of these states in FDI (3%), it 
is considerably lower than their 33% share of national investments during 2007–2011, 
and 28% share of GDP. PSOD infrastructure transactions accounted for only 0.4% of 
total private energy sector investments and none of the more than $15 billion in private 
transport investments in the lagging states. Recent research by the Reserve Bank of 
India16 indicates that the quality of infrastructure, market size, agglomeration effects, 
and size of the manufacturing and services base have had a significant influence on 
regional FDI flows. While the share of these states in FDI was small, foreign companies 
invested more than $2.8 billion from mid–2008 to mid–2012 compared with PSOD 
equity investment of about $50 million. 
 

26. In India, PSO have had little direct effect on reducing differences in rural and 
urban income levels, which account for 22% of total national-level income inequality. 
 

27. The situation in the other non-frontier countries is similar. Although a number 
of infrastructure investments were located in less developed regions, the main 
beneficiaries were in the more developed parts of the country.  
 

2. Sector Focus  
 

28. PSOD’s sector focus has the potential to contribute towards inclusive and 
environmentally sustainable growth objectives. Nearly half of PSO in terms of value 
approved during the review period were in the energy sector (Figure 2 and Linked  
document 2, Table A2.1). Other infrastructure sectors, including telecommunications, 
water, and transport, have been less prominent in the PSOD investment portfolio with 
a share of less than 12%. Finance sector investments accounted for about one-third of 
PSO in terms of value, but about half of all transactions. Infrastructure financing 
increased significantly after 2008, while the number of finance sector project approvals 
declined. Other portfolio shifts were mainly among subsectors. 
 

 
                                                
15  This figure assumes that some of the funds extended to national financial institutions with extensive 

branch networks also benefited poorer regions.   
16  A. Mukherhjee. 2011. Regional Inequality in Foreign Direct Investment Flows to India: The Problem and the 

Prospects. Reserve Bank of India Occasional Papers. 32(2).  
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29. Finance and infrastructure sector development can impact poverty reduction 
through two channels: directly through the poor benefiting from access to financial 
and infrastructure services, and indirectly through growth. Research finds strong 
relationships between levels of finance and infrastructure development and economic 
growth and related reductions in income poverty. Linked document 3 provides a review 
of literature on these linkages. 
 

30. Infrastructure investment can help reduce income inequality. Research identifies 
the importance of direct access to finance, infrastructure services, and entrepreneurial 
opportunities for improving the livelihoods and well-being of the poor and other 
disadvantaged and vulnerable groups; however this link is not automatic, particularly in 
the case of finance.  
 

31. Within PSOD’s finance and infrastructure portfolio, few transactions in 
(sub)sectors have the potential to directly affect living and economic conditions of the 
poor, rural populations, and women by facilitating access to basic services and 
economic opportunities. These include electricity distribution; cellphone services; water 
supply and sanitation; roads; and microfinance, rural finance, or leasing, which can 
facilitate basic services and economic opportunities. 
 

32. Most PSOD finance sector operations primarily sought to contribute to 
economic growth by improving access to finance for high-growth industries, 
infrastructure companies, and small and medium-sized enterprises (SMEs) through 
financial support for financial intermediaries. A smaller number of PSOD transactions 
primarily aimed at developing financial markets and increasing their efficiency, e.g., by 
contributing to increased competition, the establishment of market infrastructure, or 
the development of new products. Yet, ultimately, access to finance is dependent on 
the development of the financial system overall, the enabling environment, and 
institutional capacity. The relative impact of the overall financial market environment 
on credit decisions is illustrated by empirical evidence. For example, a survey of 45 
banks in 12 countries to characterize the degree and determinants of bank involvement 
with SMEs found that competitive pressures facing banks are a main factor in 
explaining why some have moved aggressively and in a sustained fashion (even 
through the global financial crisis) to SME customers and increased their access to 
finance.17  
 

33. PSOD’s focus of operations on support for financial intermediaries can be a 
valid approach to achieving growth, if indeed (i) supported market segments can 
contribute disproportionally to growth; (ii) inadequate access to finance is a binding 
constraint to sector investments and performance rather than other factors, such as 
deficiencies in the overall enabling environment for private sector and infrastructure 
development; (iii) the selected financial intermediaries have the expertise and 
commitment to serve targeted market segments; (iv) access to long-term debt or equity 
capital is a crucial constraint to more lending for financial intermediaries; and (v) credit 
decisions are not affected by market distortions. None of these was necessarily the case 
for the reviewed PSO.  
 

34. The link between small and medium-sized enterprise development and inclusive 
growth is tenuous. Forty-six finance sector transactions totaling $1.1 billion sought to 
improve access to finance for SMEs. However, the nexus between SME development 
and inclusive growth has not been clearly proven empirically. In fact, not much research 

                                                
17  A. de la Torre, M. Martínez Pería, and S. Schmukler. 2009. Bank Involvement with SMEs: Beyond 

Relationship Lending. Journal of Banking and Finance. Washington, DC: World Bank. 
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has been undertaken to prove or disprove such a link and establish causality. Although 
a strong, positive correlation between the predominance of SMEs18 and per capita GDP 
growth was established for a sample of 45 countries, the data did not prove causality, 
and no evidence was found that SMEs reduced poverty or decreased income 
inequality.19 Other analyses based on more recent enterprise survey results in 99 
countries shows that while firms with less than 250 employees employ the largest 
number of people and tend to generate the most new jobs, their contribution to 
productivity growth is not as high as that of large firms.20   
 

35. Nevertheless, SMEs tend to make up most businesses and account for a 
sizeable share of employment in many DMCs. Studies have shown that access to 
finance has the largest employment effects for SMEs.21 Yet, SME growth is constrained 
by lack of access to finance.22 SMEs often face more financing obstacles than large 
firms,23 as commercial institutions tend to favor larger corporate clients. Inadequate 
access to finance has been a major business constraint in many, albeit not all, DMCs 
with SME-related PSO, particularly for small businesses (Table 2).  
 

Table 2: Enterprise Perceptions of Problems with Access to Finance by Enterprise Size 
and Relative Severity  

 

 
 
 
DMC 

Share of Enterprises Considering Inadequate Access to 
Finance as Major or Severe Business Constraint 

Relative Ranking of 
Financial Access Concerns 
Among 10 Major Business 

Constraints 
Small Enterprises 

(%) 
Medium-Sized 
Enterprises (%) 

Large 
Enterprises (%) 

Armenia 37.3 29.5 19.8 3 
Azerbaijan 19.2 15.4 20.8 3 
Georgia 43.7 19.8 31.5 3 
India 17.1 13.5 16.5 4 
Kazakhstan 26.6 31.7 42.5 6 
Mongolia 46.7 29.4 45.3 1 
Philippines 15.3 13.4 5.9 6 
Sri Lanka 32.8 24.0 17.9 1 
DMC = developing member country. 
Source: World Bank Enterprise Survey database. 

                                                
18  As measured by the share of the manufacturing labor force in firms with 250 or fewer employees in the 

total manufacturing labor force. 
19 T. Beck, A. Demirgüç-Kunt, and R. Levine. 2005. SMEs, Growth, and Poverty. National Bureau of Economic 

Research Working Paper. No. 11224. http://www.nber.org/papers/w11224 
20 M. Ayyagari, A. Demirgüç-Kunt, and V. Maksimovic. 2011. Small vs. Young Firms across the World: 

Contribution to Employment, Job Creation, and Growth. World Bank Research Working Paper. 
21 IFC. 2013. Jobs Study: Assessing Private Sector Contributions to Job Creation and Poverty Reduction. 

Washington, DC. 
22 M. Schiffer and B. Weder. 2001. Firm Size and the Business Environment: Worldwide Survey Results. IFC 

Discussion Paper No. 43. Washington, DC: IFC; R. Cressy. 2002. Funding Gaps: A Symposium. Economic 
Journal. 112; Inter-American Development Bank. 2004. Unlocking Credit: The Quest for Deep and Stable 
Lending. Johns Hopkins University Press: Maryland; T. Beck, A. Demirgüç-Kunt, and V. Maksimovic. 2005. 
Financial and Legal Constraints to Firm Growth: Does Firm Size Matter? Journal of Finance. 60. pp. 137-
177; T. Beck, A. Demirgüç-Kunt, L. Laeven, and V. Maksimovic. 2006. The Determinants of Financing 
Obstacles. Journal of International Money and Finance. 25. pp. 932-952; T. Beck, A. Demirgüç-Kunt, and V. 
Maksimovic. 2008. Financing Patterns Around the World: Are Small Firms Different? Journal of Financial 
Economics. 89. pp. 467-87; V. Kuntchev, R. Ramalho, J. Rodriguez-Meza, and J. S. Yang. 2012. What Have 
We Learned from the Enterprise Surveys Regarding Access to finance by SMEs? 
http://www.enterprisesurveys.org/~/media/FPDKM/EnterpriseSurveys/Documents/ 
Research%20Papers/Enterprise-Surveys-access-to-finance-and-SME.pdf 

23 T. Beck, A. Demirgüç-Kunt, and V. Maksimovic. 2005. Financial and Legal Constraints to Growth: Does Firm 
Size Matter? Journal of Finance. 40(1). pp. 137-138; T. Beck, A. Demirgüç-Kunt, and V. Maksimovic. 2006. 
The Influence of Financial and Legal Institutions on Firm Size. Journal of Banking and Finance. 30(11). pp. 
2995-3015; T. Beck and A. Demirgüç-Kunt. 2006. Small and Medium-Size Enterprises: Access to Finance as 
a Growth Constraint. Journal of Banking and Finance. 30(11). pp. 2931–2943. 

http://www.enterprisesurveys.org/~/media/FPDKM/EnterpriseSurveys/Documents/
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36. Moreover, increased lending to SMEs (unlike lending to microenterprises) 
usually does not translate into improved access to finance and related economic 
opportunities for the poor, and does not necessarily improve financing for female and 
rural business owners. In most DMCs, SMEs, as opposed to the vast majority of 
subsistence, non-growth-oriented microenterprises, are sizable companies owned by 
higher-income groups. However, SME contributions to economic growth have the 
potential for indirect inclusion and employment effects, and backward and forward 
linkages with microenterprises. 
 

37. Private Sector Operations Department’s financial sector support has shifted 
somewhat from support for small and medium-sized enterprise development towards 
support for microfinance and housing finance to enhance financial inclusion. The pre-
2008 strategic focus on SMEs was to operationalize ADB’s broad-based economic 
growth agenda. Microfinance operations increased from less than 1% to almost 5% 
during 2009–2012, facilitated by increasing commercial interest in microfinance and 
greater emphasis on financial inclusion in ADB sector operations. Meanwhile, SME-
related operations, especially SME-related private equity fund investments, were 
decreasing from more than 10% during 2001–2008 to less than 5% of new investment 
commitments. However, the link between microfinance and inclusive growth is not 
automatic and is helping the less poor more than the poorest (Linked document 3).   
 

38. A number of transactions, particularly investments in private equity funds and 
industrial investments, primarily sought to contribute towards inclusive growth 
through the growth-employment nexus. Research suggests that while employment can 
be a way out of poverty, the type of jobs created matters for development impacts and 
the pattern of growth (Box 1). 
 

Box 1: Employment and Inclusive Growth 
 

The main escape route from poverty has been through increasing earnings from work.a Not all 
employment growth leads to poverty reduction. For example, according to a 2005 World Bank 
study, in 3 of the 14 countries studied, pro-poor growth was associated with more labor-
intensive growth.b A few studies suggest that for employment to lead to sustainable poverty 
reduction, it has to be accompanied by higher earning possibilities, which in turn are associated 
with higher labor productivity. There can be a trade-off between employment and productivity 
growth. Also, economies grow as high-productivity jobs are created and low-productivity jobs 
disappear. The objective of creating jobs should be coupled with the objective of creating higher-
value-added jobs (or increasing the productivity of existing jobs). Some evidence indicates that 
innovation, in particular product innovation, can be associated with job increases, particularly in 
competitive and open economies. Furthermore, there is evidence that employment growth 
coupled with increased productivity leads to poverty reduction.c Improving formal sector 
employment opportunities that facilitate the move of low-income groups to higher-earning jobs 
can contribute to more equal income distribution. Empirical research also indicates a positive 
correlation between the share of employment in industry and income equality, which likely 
reflects the fact that industry employment raises the income of lower-earning groups.d For many 
developing member countries, the challenge is to create better and more productive jobs, 
particularly those that can absorb the high concentration of working poor. This will require 
investments in labor-intensive industries, as well as a shift in the structure of employment to 
higher productivity occupations and sectors. The types of jobs that have the greatest 
development payoffs depend on a country’s development, demography, endowment, and 
institutions.e 
 
a   D. Narayan, L. Pritchett, and S. Kapoor. 2009. Moving Out of Poverty: Success from the Bottom Up. New 

York: Palgrave Macmillan. Washington, DC: World Bank. 
b M. Ravallion. 2005. Evaluating Anti-poverty Programs. World Bank Policy Research Working Paper Series 

3625. Washington, DC: The World Bank; and S. Chen and M. Ravallion. 2007. Absolute Poverty Measures 
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for the Developing World, 1981–2004. World Bank Policy Research Working Paper Series 4211.   
Washington, DC: The World Bank. 

c    International Finance Corporation. 2013. Jobs Study: Assessing Private Sector Contributions to Job Creation 
and Poverty Reduction. Washington, DC. 

d   D.Seneviratne and Y. Sun. 2013. Infrastructure and Income Distribution in ASEAN-5: What are the Links? 
IMF Working Paper 13/41. Paris: IMF.  

e   Word Bank. 2012. World Development Report 2013: Jobs. Washington, DC. 
Source: Independent Evaluation Department. 
 

39. Energy sector investments are not only instrumental to economic growth, but 
can also have social benefits and facilitate inclusion. The private sector can contribute 
to inclusive growth by providing needed investment and improving sector efficiency. 
Moreover, progress achieved with overall sector and economic development is often a 
condition for more inclusion. This is particularly true for the energy sector, the largest 
sector of PSOD operations with 53% of new commitments during the review period. 
Most PSO in the energy sector have supported expansion of power generation capacity 
needed to sustain economic growth. It is also often a condition for expanding 
electrification, particularly in countries with power shortages. In Asia and the Pacific 
region, 800 million people do not have access to electricity, and almost 2 billion 
depend on burning traditional biomass, such as wood, charcoal, and dung, for cooking 
and heating.24 Energy is an important area for investment for development programs 
because of the improved health and well-being provided by access to energy services, 
as well as the potential for increased economic activity and economic growth. Although 
the scope for direct private sector participation in rural electrification efforts that 
expand access to on-grid electricity by the poor in rural and economically 
disadvantaged areas has been small, private generation investments can nevertheless 
create additional capacity and free up resources that can be drawn upon by 
complementary public sector investments.   
 

40. The DMCs in which energy PSO have been located have experienced various 
degrees of power shortages. In South Asia, entrepreneurs perceive energy problems to 
be their biggest constraint to doing business (Table 3). The better results in other DMCs 
are in part the result of earlier PSO in the Philippines, Sri Lanka, and Viet Nam. 
Bangladesh, India, and Pakistan were highly energy deficient throughout the review 
period translating into considerable losses of annual sales for entrepreneurs, averaging 

about 10% in Bangladesh, 7% in India, and 8% in Pakistan.25 Small entrepreneurs were 
often as much affected as larger businesses. Reliable supplies can reduce production 
costs for entrepreneurs, most markedly small entrepreneurs who cannot afford the 
purchase of generators. 
 

Table 3: Enterprise Perceptions of Electricity Supply Problems by Enterprise Size and 
Relative Severity 

 

 
 
 
DMC 

Share of Enterprises Considering Inadequate Electricity 
Supplies as Major or Severe Business Constraint 

 
Relative Ranking of 

Electricity Supply Concerns 
(Among 10 Major Concerns) 

Small Enterprises 
(%) 

Medium-Sized 
Enterprises (%) 

Large Enterprises 
(%) 

Bangladesh 83.0 76.5 73.9 1 
Cambodia 20.8 20.9 23.6 3 
India 31.6 34.7 29.1 1 
Lao PDR 16.4 14.1 26.4 7 
Pakistan 74.7 73.4 76.2 1 

                                                
24  E. Ianchovichina and S. Ludnstrom. 2009. Inclusive Growth Analytics, Framework and Application. 

Washington, DC: World Bank. 
25  World Bank. Enterprise Surveys. http://www.enterprisesurveys.org 
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DMC 

Share of Enterprises Considering Inadequate Electricity 
Supplies as Major or Severe Business Constraint 

 
Relative Ranking of 

Electricity Supply Concerns 
(Among 10 Major Concerns) 

Small Enterprises 
(%) 

Medium-Sized 
Enterprises (%) 

Large Enterprises 
(%) 

Philippines 15.3 20.8 13.5 3 
Sri Lanka 23.3 32.7 33.9 3 
Thailand  22.7 24.3 29.6 5 
Viet Nam 5.5 7.6 7.5 5 

DMC = developing member countries, Lao PDR = Lao People’s Democratic Republic. 
Source: World Bank Enterprise Survey database. 

 

41. There has been a significant shift from conventional energy projects towards 
energy projects with environmental objectives since approval of Strategy 2020 and the 
2009 energy policy. The global community agrees that the momentum driving growth 
needs to be reconciled with growing commitment to significantly reduce greenhouse 
gas emissions (GHG) to mitigate global climate change,26 and reduce the economic 
costs of environmental degradation and pollution. For example, in the PRC and India 
alone, air pollution is estimated to be responsible for about 1.8 million premature 
deaths every year according to World Health Organization estimates. Air pollution-
related costs account for a substantial portion of the estimated overall economic costs 
of 2%–4% of GDP associated with environmental degradation in the DMCs. While ADB’s earlier energy policy (2000) encouraged ADB interventions to increase private 
sector participation in the energy sector to take advantage of higher operating 
efficiencies that private sector operators can achieve and to meet the large capital 
requirements,27 the current Energy Policy (2009)28 promotes energy security, low-
carbon economic growth, and universal access to energy. Strategy 2020 explicitly states 
that to meet growing energy demands in a sustainable manner, ADB will support the 
expansion of energy supplies as well as promote energy efficiency through supply-side 
and demand-side measures (footnote 3). Strategy 2020 states that ADB will help the 
DMCs move their economies to low-carbon growth paths, including by expanding the 
use of clean energy sources. The private sector has an important role in introducing and 
upgrading technologies necessary to transform the DMC energy sectors into viable 
engines that support environmentally sustainable growth.    
 
42. While PSOD has been supporting efficient carbon-based power generation as 
an important constituent for meeting baseload demand in the region, it has been 
increasingly encouraging and financing clean and renewable technologies. Although 
most PSO approved during the review period aim to contribute to economic growth 
through project outputs and catalytic impacts arising from demonstration and follow-
on effects for the economy, after  approval of Strategy 2020 the number of projects 
seeking to also directly contribute to environmentally sustainable growth increased 
substantially. The share of projects promoting renewable and clean energy, energy 
efficiency, wastewater treatment, and solid waste management increased in terms of 
number from 8% during 2000–2008 to about 49% during 2009–2012 and from 9% in 
terms of value of total approvals to about 34%, well exceeding the corporate target of 
30% of total approvals in terms of number (Figure 2). In fact, support for climate 
change initiatives in conjunction with PSO, accounted for more than a third of ADB 
support in this area in terms of committed financing volume. PSOD renewable energy 
projects represented 69% of all ADB financing in this subsector, and 10% of energy 
efficiency projects. 
 

                                                
26 ADB. 2013. Asian Development Outlook. Manila.  
27 ADB. 2000. Energy 2000: Review of the Energy Policy of the Asian Development Bank. Manila. 
28 ADB. 2009. Energy Policy. Manila. 
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43. While ADB has financed many large hydropower and energy efficiency 
investments, most environmental projects involved the use of renewable energy 
sources, which has been facilitated by technological advancements that have reduced 
related investment costs in recent years. Electricity generation from renewable sources 
tends to be a private-sector-based activity, albeit still dependent to varying degrees on 
public subsidies in the form of tax exemptions, feed-in tariffs, and consumer subsidies 
to achieve commercial viability. However, costs in some countries are becoming more 
competitive with energy generated from other fuels. PSO have been concentrated in a 
few DMCs with conducive policy and regulatory frameworks, with a country focus on 
the PRC and India, and more recently, Pakistan and Thailand. Less emphasis has been 
placed on other types of energy projects with environmental benefits, including 
support for projects that can lower energy demand through the efficient use of energy, 
reduced transmission or distribution losses, and the use of natural gas in lieu of coal or 
oil-based products for residential use, in part due to lack of government incentives or 
structural constraints to private sector participation.  
 

44. Investments in other infrastructure sectors that can facilitate access to basic 
services have remained at low levels. For the private sector to become engaged, 
investments need to have certain minimum potential profitability coupled with 
acceptable risk. Rural telecommunications schemes are an example of an investment 
with favorable risk-reward trade-offs and inclusiveness potential. ADB supported the 
expansion of telecommunication companies in several DMCs with low penetration 
rates. PSO in the water sector increased somewhat, but have been constrained by 
policy and regulatory uncertainties that have affected private participation in most 
DMCs. ADB support for private transport investments decreased substantially from 
about 5% to less than 1% after 2009. This is partly due to the increased availability of 
commercial sources of funds for such projects, which has reduced demand for ADB 
financing.  
 

45. There has been limited engagement in other sectors that operationalize ADB’s 
second inclusive growth pillar including agriculture, education and health. The few 
PSOD social infrastructure projects approved during the review period focused on 
private universities and hospitals, whose services are well beyond the reach of low-
income and poor households. The experience was partly neutral (the university was a 
success but the borrower prepaid) and partly negative (the hospital defaulted and ADB 
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sold the loan at a discount). PSOD therefore decided to focus its limited resources on 
other sectors where it had greater competency. Recently, PSOD has been trying to 
reenter sectors such as health and education, which have high potential for improving 
access to services and economic opportunities for the poor, including the rural poor 
and women, although few viable projects have materialized. These are two emerging 
areas for impact investments, based on positive experience gained by impact investors 
with commercial maternity health and education schemes in India. Transactions will 
take time to develop. During the last couple of years, PSOD has also been processing 
several value chain projects. In 2012, ADB approved a loan for an agribusiness project 
in South Asia, its first private sector agribusiness approval in 25 years. The project will 
support private sector job creation and strengthen nutrition by fortifying flour. The project‘s expected outcome will be the production of high-value products with inputs 
from local farmers, including women. 
 

46. There has been no increase in the share of projects directly seeking to promote 
inclusion since approval of Strategy 2020, which remained at less than 13% of total 
approvals in terms of numbers and value, although in nominal terms, related annual 
lending volumes almost tripled. The share of projects contributing to inclusive growth 
overall, i.e., directly and indirectly, is higher, though difficult to calculate. More than 
70% (39 of 56) of projects approved during 2009–2012 in terms of number and slightly 
more than half of PSO funds either seek to directly contribute to inclusive or 
environmentally sustainable growth, or are located in an ADF country. Most projects 
seeking to improve inclusion are also located in frontier countries, while projects with 
environment objectives were mainly located in nonfrontier countries. The remaining 
projects mainly promoted (i) conventional energy generation (primarily gas) and large 
hydropower, which also have environmental benefits compared with coal or diesel-
based fuel sources; (ii) the expansion of private investment into power transmission 
and distribution, water, and transport; or (iii) SME development through support for 
banks and private equity funds.  
 

47. PSO in DMCs with income equality issues focused on supporting economic 
growth, not on inclusion. In countries where initial inequality is high or inequality is 
rapidly growing, not all parts of society will benefit from economic growth and might 
actually be relatively worse off as a result. Of the PSO, about a third were located in 
DMCs with either high inequality, as reflected by a GINI coefficient greater than 0.4, or 
in DMCs where inequality had worsened over the last decade.29 With the exception of 
one project in Indonesia, PSO in these countries did not seek to benefit the poor 
directly.  

                                                
29 The DMCs include the PRC, Georgia, Indonesia, the Kyrgyz Republic, Lao PDR, Malaysia, Mongolia and the 

Philippines. 



 

 

CHAPTER 3 

Design of Transactions  
 

48. At the project level, 173 PSOD transactions approved from 2000 to 2012 were 
examined for their potential to contribute to inclusive and environmentally sustainable 
growth objectives based on an assessment of their design features and scope for 
catalytic effects. 
  

A. Inclusion in the Design of Private Sector Operations 

49. Private sector operations focused on promoting economic growth. All projects 
were expected to contribute to economic growth. Economic internal rates of return 
(EIRRs) were calculated prior to approval of 59 of the 78 nonfinance sector projects. Of 
the projected EIRRs, 49% were in excess of 20%, well over the ADB hurdle rate of 10%. 
All of the conventional energy and other infrastructure sector projects had relevant 
design features to ensure the achievement of growth objectives. By comparison, a 
larger number of finance sector transactions, particularly financial intermediation 
projects, had project design issues, especially related to the selection of appropriate 
intermediaries and adopted lending or investment strategies.  
 

50. The link of economic growth with inclusive growth is not automatic. While 
economic growth was inclusive in many DMCs, for several countries inequalities 
increased with growth (para. 47). The link between economic and inclusive growth can 
be strengthened through greater selectivity, i.e., by selecting projects in sectors or 
regions with a high likelihood of direct or indirect effects on poor or other 
disadvantaged groups; public sector investments that complement commercial 
investments to achieve noncommercial objectives; and inclusive project approaches. 
The latter seek to (i) specify the use of government revenues from private investments 
for social inclusion purposes; (ii) promote community development activities in the 
project area under corporate social responsibility programs; (iii) mitigate any negative 
social project impacts; or (iv) engage the poor or other disadvantaged groups as 
employees, suppliers, distributors, consumers, or clients.  
 

51. Regarding the first point, the considerable revenues accruing to the government of the Lao People’s Democratic Republic (Lao PDR) from electricity exports 
under a large hydropower project were required to be used to finance budget 
expenditures related to health, education, and other poverty reduction programs. At 
least 19% of PSO, mainly conventional energy projects, provided benefits mostly in the 
form of economic opportunities or health and education services, but also other types 
of community development and livelihood support to local populations living in the 
project area under corporate social responsibility programs or social impact mitigation 
measures. The scope of such provision varied significantly and was related to the 
overall size of the investment. Some contributions were substantial. For example, a 
supported telecoms company delivered over 2 million meals for children during 2004–
2010. A supported bank provided scholarships to 640 poor students during 2007–2011 
and funded 150 other community development initiatives.  
 

52. Many project documents assumed, but did not clearly establish positive direct 
or indirect employment effects including for the poor or other disadvantaged groups. 
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Such assumptions are valid for projects that involve industries employing many 
unskilled workers.  Most PSO were in sectors and industries that are characterized by 
comparatively high skills and formal employment. This is not necessarily an issue, as 
most DMCs require both, higher employment levels and more productive jobs, 
although determining what sectors and industries generate above-average employment 
in a specific country and appropriate targeting would likely enhance development 
effectiveness. However, in most cases, envisaged employment effects of PSO were not 
analyzed or quantified. Even when the total number of jobs created was estimated, 
data did not differentiate between types of jobs. For example, a housing finance 
project highlighted that access to housing would facilitate home-based enterprises, and 
estimated that for every 100 homes built, 54.6 home-based jobs would be created, 
mostly for women. However, given the lack of a specific beneficiary profile of 
supported housing finance activities, conclusions are difficult to formulate with regard 
to the income status and gender of such business owners. Generally, no special 
schemes were put in place to ensure employment effects for the poor, vulnerable, or 
women. An exception is the village phone program in South Asia, which provided 
income-earning opportunities for female and low-income village payphone operators 
by selling them airtime at discounted rates.  
 

53. The extent to which projects were relevant to directly promoting inclusion was 
assessed based on design and implementation features using the following criteria:  

(i) The project objective has an explicit focus on the poor, rural 
populations, or women or sought to benefit them disproportionally.  

(ii) Project design includes targeting mechanisms such as special project 
components or fund allocations that seek to benefit the poor, rural 
populations, or women. 

(iii) Project design includes transmission channels for ensuring that 
inclusion objectives are met. 

(iv) Project monitoring arrangements are suitable for tracking inclusion 
outcomes during project implementation. 

 

54. Thirteen percent of private sector operations approved during the review 
period explicitly sought to promote inclusion by enhancing access of the poor and 
vulnerable, rural populations, or women to goods, infrastructure or other basic 
services, finance, entrepreneurial opportunities or jobs (Table 4). The share of such 
projects in total PSO has not increased since the approval of Strategy 2020. 
 

55. One percent of private sector operations had gender-related objectives. Two 
PSOD projects including a private equity fund that invests in microfinance institutions 
(MFIs) across the region, and the slum rehabilitation project in India explicitly targeted 
women as direct beneficiaries. Other than for these projects, there was usually little 
analysis of the degree of exclusion women face, the hurdles to greater female 
participation, the specific needs of women, or the mechanisms that might enable more 
of them to take advantage of ADB-support was minimal. According to feedback 
received by the independent evaluation mission (IEM) from financial institutions and 
private equity funds, PSOD did not make any special efforts to have them target 
women. There could have been some scope for including gender targeting in MSME 
transactions. Three of the financial institutions supported by ADB under projects 
without any specific gender objectives actually have specific lending strategies and 
products for female clients; these have contributed to high growth in credit for 
women. Although money is fungible and ADB financing would have indirectly also 
supported loans to female clients, this was an unintended effect that might have been 
larger if proactively pursued. 
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56. Six percent of Private Sector Operations Department projects explicitly sought 
to improve opportunities for the poor and vulnerable.  Most of these projects involved 
improving access of the poor to microfinance, rural telecommunications, or clean 
water.  
 

57. Nine percent of private sector operations aimed at expanding geographic 
outreach to rural areas. Almost all involved support for financial institutions or 
telecommunication services. There could have been more scope for including rural 
targeting in MSME transactions, as a number of selected intermediaries (including a 
third of the 15 surveyed institutions) actually had significant rural lending operations, 
which they were seeking to expand. However, potential for rural lending was not 
assessed in the respective reports and recommendation of the President (RRPs) or 
translated into the design of ADB support.  
 

Table 4: Share of Private Sector Operations with Inclusive Design Features (%) 
 

 
Item 

 
The Poor 

 
Women 

Population in Rural 
Areas 

Either 
Group 

Related project objectives 6 1 9 13 
Targeting mechanisms 2 3 4  9 
Transmission channels 5 3 11 14 
Monitoring mechanisms 3 5 11 15 
     
All design features  2 1 4 6 
No inclusion objectives but 

transmission channels 
0 2 5 5 

Source: Independent Evaluation Department. 
 

58. Some sectors had a higher share of investments with inclusion objectives than 
others, which also reflects different scopes for inclusion given risk and affordability 
concerns.   For telecommunications, microfinance, and slum rehabilitation projects, as 
well as in some of the SME-related financial institutions support, inclusion objectives 
were central to the project and business rationale. Several other projects, such as a 
water concession and an agribusiness project, included specific project components to 
extend project services to the poor or rural and disadvantaged areas, although this was 
not the main project objective. Also, some financial institution projects sought to 
expand lending in rural areas. Several other projects, particularly housing finance 
transactions, targeted low-income groups (Table 5).  

 
Table 5: Share of Private Sector Operations Seeking to Increase Access to Services or 

Markets by Target Group (%) 
 

Sector The Poor Women Population in Rural Areas 
Power 0 0 5 
Transport 0 0 0 
Telecommunications 33 17 100 
Water  80 0 0 
Finance 4 1 12 

Source: Independent Evaluation Department. 

 
59. Targeting mechanisms and transmission channels were not necessarily 
commensurate with stated inclusion objectives. Of all projects, 9% incorporated 
conducive targeting mechanisms, such as specific project allocations or components; 
this increased to 45% of projects with inclusion objectives. Of these, most involved (i) 
geographic targeting—focusing project activities in rural areas or urban low-income 
areas and slums, as well as (ii) specified credit allocations for female borrowers of 
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supported financial institutions. PSOD support for financial institutions approved in 
2012, included specific lending targets for female clients, and for clients who did not 
commit to specific lending targets other measures were explored such as special 
marketing strategies targeted at women. In addition, project documents for recently 
approved PSO indicate that supported fund managers, financial institutions, and 
investee or project companies will be required to prevent gender discrimination, 
promote gender equity in their operations, or create employment opportunities for 
women. However, no specific targets and monitoring mechanisms were put in place to 
ensure implementation of these aspirations. Projects with stated gender objectives 
incorporated adequate transmission channels including the selection of intermediaries 
with a track record in providing credit to female clients or special project provisions in 
the case of a slum rehabilitation project.30  
 

60. Only 14% of projects had adequate transmission channels to ensure inclusion. 
In the case of financial institution support, rural inclusion objectives did not necessarily 
go hand-in-hand with actual or potential capacity of selected intermediaries for rural 
lending. At least one-third of PSOD-supported financial intermediaries with rural 
lending objectives did not have any related business strategies. Most finance sector PSO 
that targeted rural areas did so without any assessment of the financial access 
problems and needs, or specific ideas and mechanisms on how to meet them. Several 
RRPs noted the extensiveness or branch networks or geographic position of financial 
institution branches as salient to their suitability to receive ADB funding, but built no 
compelling case for development impact based on financial institution locations. There 
are indications that there would have been more scope for promoting rural inclusion 
under PSOD support for financial institutions. At least eight Independent Evaluation 
Department-surveyed intermediaries under projects without rural lending objectives 
actually had specific products or strategies to expand such lending. 
 

61. Among the finance sector projects, only three of the microfinance projects 
sought to help expand outreach to the poor among other low-income groups, with a 
focus on micro and small businesses, using established MFIs and small business banks 
accustomed to dealing with these business segments as intermediaries. One of the four 
microfinance transactions, a specialized private equity fund, included relevant capacity 
development support for investee financial institutions under a parallel technical 
assistance (TA) facility.  
 

62. All the telecommunication projects included effective transmission channels 
such as the targeting of underserved rural areas for service expansion, affordable rates, 
and the provision of value-added services to cellphone users (i.e., market information 
and user-generated trading systems, access to medical services and information, mobile 
banking). Only one of the four water projects with inclusion objectives actually utilized 
meaningful transmission channels, as it aimed to prioritize low-income areas for the 
establishment of new distribution networks and connections, used cross-subsidies for 
social and low-income customers, and introduced special schemes promoting access to 
piped water in areas without household connections including water kiosks and slum 
water reservoirs.  

                                                
30 A gender action plan was prepared that includes issuance of joint ownership certificates under the names 

of wife and husband, and of sole ownership certificates to women who head households; 33% representation and active involvement of women in the housing societies; women’s skills enhancement 
and livelihood development through self-help groups supported by civil society organizations; and recruiting of at least 33% female community liaison officers for the sponsor’s community relations team to 
ensure gender-responsive community engagement. The project will also provide vital infrastructure such as 
daycare facilities, a primary and secondary school, water and sanitation, and power connections, which 
will particularly benefit women. 

 



Design of Transactions 21 

 

 

63. The disconnect between stated project objectives and meaningful transmission 
channels was not limited to projects with a goal of inclusion, but also applied to several 
other transactions that sought to facilitate access to finance, including for SMEs.   
 

64. Fifteen percent of projects had clear monitoring arrangements including 
meaningful benchmarks to assess actual levels of inclusion achieved by projects. Most 
also had related project objectives. Several projects with inclusion objectives, 
particularly those with explicit objectives to increase opportunities for the poor, did not 
have any benchmarks to track actual achievement of objectives. Of the PSO that 
targeted rural or other economically disadvantaged areas, only about 70% incorporated 
performance indicators to measure to what extent these targets were being achieved. 
In the case of gender, the situation was reversed. All of the PSO that targeted women 
planned to monitor the number of female clients. Moreover, PSOD has started to  
monitor gender impact of projects that do not have related project objectives.  
 

65. There have been general issues with regard to development impact monitoring 
for private sector operations. Prior to 2007, RRPs for PSO did not include any design 
and monitoring framework (DMFs). Instead, a development impact framework was 
used to identify direct and beyond company impacts of PSOD projects, including 
contributions to private sector, economic, and market development, as well as 
employment effects. However, the framework did not usually include specified 
performance benchmarks with baseline data to allow monitoring of achievement of 
envisaged project outcomes. Since 2007, all RRPs have required DMFs with metrics to 
track outputs, outcomes, and impact of the project as part of the approval process. The 
definition, practicality, and suitability of indicators have undergone various 
improvements, although in some recent cases intended project outcomes have not 
been accompanied by appropriate performance benchmarks and indicators. Since 2010, reporting requirements for the development effectiveness reports under ADB’s 
corporate results framework have driven the work on DMF indicators and the collection 
of related data. Indicators for PSO are the same as for public sector operations and 
track outputs such as the number of SME borrowers, the number of leasing contracts, 
the amount of SME loans and leases provided, the number of invested companies, 
investment volume in private equity portfolio companies, installed power generation 
capacity, number of new household connections, GHG emission reductions, number of 
cellphone users, and number of households connected to improved water supplies.  
 

66. Since 2009, in addition to sector-specific indicators, PSOD has been including 
generic DMF indicators related to the amount of goods and services purchased locally, 
project contributions to government revenues, number of people employed during 
construction and operation, and indirect employment created. However, systematic 
follow up is needed for these indicators. For example, a PSOD-supported infrastructure 
project in Southeast Asia was to track related government revenues and subsequent 
appropriations to national and local budgets, but the extended annual review report 
does not provide relevant data on this. 
 
67. Supported project companies and financial institutions are usually requested to 
report on these indicators in conjunction with the development effectiveness review 
exercise. Not all of them have provided the requested data. Most loan agreements did 
not require private sponsors to monitor development impacts and report related 
findings to ADB on an ongoing basis. In line with the current practice of other 
international finance institutions, loan and investment agreements from 2013 onwards 
include special provisions for development impact monitoring (as articulated in the 
project design and monitoring framework).   
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68. For all its investments, PSOD prepares an annual monitoring report for each 
project is prepared for the Office of Risk Management. Even though the report contains 
a section on development impact for all but private equity fund transactions, this 
section is not regularly updated in large part because relevant information has not 
been collected from the client.  
 

B. Design Issues in Private Sector Operations Related to Small 
and Medium-Sized Enterprises 

69. Small and medium-sized enterprises were not clearly defined. Only 14% of 
SME-related transactions used any definitions (e.g., based on total assets or number of 
employees) to identify investee companies or subborrowers.31 Furthermore, about half 
of the private equity funds and two-thirds of the other financial intermediation 
transactions did not specify limits for the size of investments and loans financed with 
ADB funds, apart from general single investment exposure limits of typically 15% of 
committed capital for private equity (PE) funds. No analysis was completed on the type 
of company that commercial institutions were already willing and able to finance or on 
the characteristics of businesses most constrained by the operations of financial 
institutions.  
 

70. Targeting mechanisms and transmission channels were not always 
commensurate with small and medium-sized enterprise objectives. Of the surveyed 
banks and leasing companies supported by ADB with the aim of improving access to 
SMEs, 25% did not have any special lending or investment targets, or meaningful 
strategies, systems, and products focusing on this business segment. In comparison, all 
of the financial institutions that ADB supported without any specific SME-related 
objectives were also active in this market segment and had special lending strategies or 
products for small businesses. Not all private equity funds with SME objectives had 
investment strategies that explicitly targeted SMEs. While the RRPs for SME-related PSO 
generally described financial institutions as already involved or having an interest in 
SME finance, they did not provide any evidence of financial institutions having assessed 
the profitability of this market segment or, in many cases, having any specific capacity 
for or comparative advantage in meeting SME needs.  
 

71. The vast majority of SME-related PSO using banks and leasing companies 
assumed that the nature of ADB financial support alone would help build stronger 
financial intermediaries, e.g., by providing subordinated debt to increase capital, 
lending longer-term funds to improve asset and liability mismatches, or extending local 
currency facilities. This is appropriate if lack of funding is indeed the binding constraint 
to more SME lending.  However, some supported intermediaries were operating in 
markets characterized by excess liquidity and faced issues on the lending side either 
due to market conditions, enabling environment concerns, or lack of capacity for such 
lending. Only about one-quarter of relevant PSO planned capacity development efforts 
to help supported financial institutions strengthen SME lending and identified TA funds 
for this purpose. This is largely due to TA funds at the disposal of PSOD being minimal 
and prioritized (appropriately) for equity investments.  Also, a number of stakeholders 
within ADB have objections to the use of TA in commercial transactions because of 
concerns of market distortion. In many of the instances where PSOD provided SME 
loans to banks, but did not provide TA, it tried to leverage off the TA that the banks 

                                                
31  This included 1 of the 17 private equity funds and 5 of the 25 banks and leasing companies supported by 

PSOD with the aim or promoting SME development. 
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were already receiving from the European Bank for Reconstruction and Development 
(EBRD) and IFC.   
 

72. Most SME-related transactions sought to improve SME performance through 
the provision of financial support alone. While supported private equity fund managers 
were to also provide advice to investee companies on matters related to accounting, 
financial reporting, corporate governance, and financial and general management, only 
a couple of supported financial intermediation transactions included advisory services 
or training for SME clients and investee companies.   

 

73. Although most PSOD-supported projects sought to help increase employment, 
company impacts on employment and incomes (envisaged within and beyond the 
company) were usually not quantified and or operationalized through 
lending/investment strategies that give preference to industries that can bring about 
above-average employment in a particular DMC, e.g., labor-intensive industries. SME-
related support was assumed to translate into above-average employment effects. 
Nearly all SME-related private equity funds seek to help expand employment, compared 
to 48% of PSOD transactions involving other types of financial intermediaries. The RRPs 
cite SMEs as engines of growth and job creation, often suggesting, without analysis, 
that SMEs generate more growth or employment than larger firms, which might not be 
the case. They also argue that supported SMEs will help generate tax revenues that can 
be spent on social programs, without much further assessment of specific tax regimes 
or distributive mechanisms.   

 

74. Potential for catalytic effects was limited. Most projects sought to catalyze 
other private sector investment to compound their impact on overall economic growth, 
although the potential for demonstration effects was often not clearly identified. The 
RRPs for SME-related PSO generally argued that (i) SMEs are underserved by financial 
institutions due to their unfamiliarity with this market segment and perceptions of high 
risks and costs; and (ii) by demonstrating the profitability of lending to or investing in 
SMEs, ADB transactions would catalyze additional flows of funds from private sources 
for SME development.32 However, no specific information was provided where the 
frontier of SME finance stood in a given country, in terms of products, methods, or 
customers. Moreover, no evidence indicates that commercial success alone increases 
the availability of SME finance, whereas the extent of competition among financial 
institutions and the quality of the enabling business environment have been empirically 
proven to drive SME finance. About half of SME-related PSO sought to increase 
competition in the financial market, but without analyzing market structures or 
providing any indication on how anticipated market changes would be achieved.   

 

75. Performance monitoring did not adequately track achievement of small and 
medium-sized enterprise development objectives. Despite the emphasis on providing 
financial services for SMEs in PSO objectives, only 30% of projects identified any 
performance indicators to measure the extent to which funds were allocated to SMEs.  
 
76. Including the private equity funds, about 78% of PSO aim to improve MSME 
performance, but only about 30% identified performance indicators to track MSME 
performance improvements. Two of the performance indicators identified were annual 
net profit of subprojects and increased taxes paid by subprojects. Other operations 
identified more complex performance indicators, such as the number of SME borrowers 

                                                
32  All of the private equity fund investments with SME development objectives sought to catalyze additional 

private equity finance for SMEs, mostly by demonstrating good commercial performance. More than half 
of the other financial market transactions sought to help generate additional SME financing beyond ADB 
funding, implicitly by proving the commercial viability of this business segment. 
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in the portfolio with financially sustainable businesses, but the RRPs do not indicate 
how that data is to be compiled, analyzed, and reported. 
 

77. While many PSO relied on demonstration or catalytic effects to achieve 
important development objectives, only 14% included any measures to determine 
progress. Generally, the indicators identified were difficult to assess or went far beyond 
the scope of project influence. A financial institution loan in the PRC, for instance, set the following performance indicators: “increase in investment in financial institutions in the PRC market” and “overall growth of SMEs in the PRC.” A regional private equity fund is seeking a “5% increase in the number of private equity funds investing in SMEs in Southeast Asia between 2021 and 2026.” This indicator is not a realistic project 
outcome, as private equity fund numbers reveal very little about the flow of finance 
and are driven by macroeconomic factors. 

 

78. About 48% of the PSO targeting financial institutions intended to improve 
competition and improve the private banking share of the market, but only one of 
every three identified indicators to measure performance along these lines. PSOD is 
working together with other development partners to harmonize SME indicators.  
 

C. Relevance of Private Sector Operations to Environmentally 
Sustainable Growth Objectives 

 

1. Overall Portfolio  
 

79. Prior to Strategy 2020 and the revised energy policy, few PSOD transactions 
had explicit environment objectives. These included private equity funds and direct 
investments in the PRC and India seeking to invest in emerging renewables and energy 
efficiency industries. Several other transactions, such as hydropower and cleaner coal 
projects involving supercritical technologies, also had inherent environmental benefits 
(Figure 4). From 2009 onward, PSOD significantly increased its support for clean energy 
sources. This focus has been appropriate as half of DMC carbon emissions relate to 
electricity and heat production. Along with an increase in combined-cycle gas plants—
using the cleanest fossil fuel and one of the most efficient energy sources—PSOD has 
invested in renewable projects in line with emerging opportunities provided by the 
establishment of relevant legal and regulatory frameworks in several DMCs (Figure 5).  
 

 
 

80. Due to the lower share of coal and higher share of renewable investments 
financed after the approval of Strategy 2020, average CO2 emissions per kilowatt hour 
(kWh) are estimated to have declined from 729 grams for PSOD energy projects 
financed from 2000 to 2008 to 332 grams for projects financed after 2008 (Table 6).  
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Table 6: Total Additional Annual Electricity Outputs and Carbon Dioxide Emissions 
under Power Generation Private Sector Operations 

 

Item 2000–2008  2009–2012  
Additional Electricity Production (GWh/year) 64,308 37,960 
Additional CO2 Emission (tons/year) 46,860,444 12,591,975 
Average CO2t/GWh 729 332 

Source: Independent Evaluation Department. 
 

81. Projected emissions per kWh are below average national emissions overall and 
for the respective fuel source, indicating positive PSO contributions to help recipient 
DMCs achieve a lower carbon growth path. Although PSOD-financed energy projects 
during the review period are estimated to emit about 59 million tons of CO2/year, this is 
about 36 million tons of CO2/year less than what would be emitted if equivalent 
outputs were generated by nonclean, coal-fired power plants. Most of these relative 
savings are the result of investments in gas-fired plants, followed by investments in 
large hydropower and renewable energy. Particularly renewable energy projects also 
had considerable other environmental benefits (Linked document 4). All supported 
projects were in line with international norms with regard to non-GHG emissions.  
 

82. Other energy sector projects with significant environmental benefits included 
the liquid natural gas (LNG) pipeline and terminal projects in India and Indonesia. 
Supported private transmission projects have lower technical transmission losses than 
existing public transmission lines. Of the few infrastructure projects outside the energy 
sector, none had explicit environment objectives.  
 

83. The study did not explicitly consider the impacts of climate change on the 
sustainability of PSOD-financed infrastructure projects. PSO have focused on the 
promotion of risk mitigation. None of the investments were classified as adaptation or 
climate-proofing projects.  
 
 

2. Environment Projects 
 

84. The largest share of PSOD’s clean energy investments was in renewables. The 
economic viability of these investments is an important consideration for governments 
of developing countries that have to subsidize power generation from such energy 
sources to make them attractive for private investors. Economic viability is primarily 
driven by the up-front capital costs and the capacity factor, which is a function of 
utilized technology and site selection in the case of solar and wind energy projects.  
 

85. The relevance and potential for catalytic effects of PSOD’s wind power projects 
were mixed. Globally, wind power has gone from being an exotic high-cost energy 
resource in 2000 to a mainstream resource for electricity generation, although still 
somewhat more expensive than conventional fossil fuel alternatives. Global capacity 
jumped from 20 gigawatts (GW) in 2000 to 59 GW in 2005 and 196 GW in 2010. The 
average cost per megawatt hour (MWh) fell substantially, though this is more difficult 
to quantify. 
 

86. Two DMCs played a crucial role in this global transformation. The PRC and India 
were the first two countries in which ADB invested in utility-scale wind-power projects. 
ADB interventions did not catalyze a fundamental market transformation, but helped 
the project developers and allowed ADB to learn about investing in this subsector. The 
PRC and India projects used established technology with reputable suppliers.  
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87.  Two projects   had poorer than expected wind resources at some of the sites 
with capacity factors below 20%, although this was largely compensated by lower than 
expected investment per kW. Sites with a capacity factor of 20-22% are mediocre and 
sites with values below 20% should be avoided. Considering the wind-power capacity 
already installed in that country, the selection of these sites is even more surprising.  
 

88. ADB must consider this experience when financing wind-power projects in 
countries where the development of this resource is beginning. Not only is great care 
needed in site selection and the choice of the validator of site potential, ADB might 
consider allocating grant resources and TA to improve the assessment of available 
resources.  
 

89. In the next two countries where PSOD has invested—Pakistan and Thailand—ADB’s role as a pioneer is clear. Unlike the projects in the PRC and India, these more 
recent projects have not yet been completed. The projects in Pakistan were the first and 
second utility-scale wind farms in that country.  
 

90. The projects in Pakistan appear to have good wind resources, with estimated 
capacity factors of about 32%; this compensates in part for their relatively high unit 
investment cost.33 If the estimate of capacity factor in the design phase is confirmed by experience and the investment per kW can be reduced to near India’s, wind power 
could be very competitive. Pakistan’s technical wind potential is almost as large as India’s, while its electrical system (in terms of peak demand) is much smaller (Table 7)34. 
The consolidation of the wind-power subsector could add an important new resource to the country’s repertoire of domestic low-carbon alternatives. 
 

91. The assessment of the PSOD-supported wind power project in Thailand is rather different. As in Pakistan, it is pioneering and the country’s first utility-scale project. At 
below 10 MW, it is quite small and its unit investment cost is high. The cost of future 
projects should follow a declining trend. However, it is expected that wind power will 
only form a small part of the larger energy mix in Thailand given the scarcity of 
commercially viable wind resources in the country—in absolute terms (1 GW) and in 
relation to demand of the electrical system. The anticipated capacity factor of the 
project is low.  
 
92. In general, feed-in tariffs35 for wind energy in recipient countries have come 
down and range from $0.08/kWh in India and  Pakistan to $0.14/kWh36 in Thailand. 
These compare well with international tariffs, which range from $0.06/kWh in the 
United Kingdom to $0.35/kWh in Switzerland, indicating the relative efficiency of 
supported investments.  
 

                                                
33 Significant economies are possible once the supply chain is consolidated. The manufacturing of 

components, engineering, and construction of wind-power plants involves diverse specialized capabilities, 
which are far more expensive when they are on a one-time basis. Cost should follow a declining trend if a true process of “market transformation” is initiated. 

34
 Table 7 is intended only to be broadly illustrative. The source for the estimates of technical potential does 
not indicate the criteria underlying these estimates, which makes it impossible to judge their relationship 
with the more restrictive definition of “economic” potential. For example, no indication is given of what 
share of the total potential is in sites with an average wind speed above a certain level. In general, the 
higher the average wind speed the higher the capacity factor. The criterion, whatever it is, seems to vary 
substantially from country to country. 

35 Feed-in tariffs are effectively a form of government subsidy and typically include the following provisions: 
guaranteed access, long-term contracts for the electricity produced, and purchase prices based on the cost 
of generation.   

36 Thailand’s feed in tariff is only applicable to the first 10 years and involves an Adder over the wholesale 
tariff. 
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Table 7: Wind Power Technical Potential Compared with Scale of Electricity Demand in 
Selected Developing Member Countries 

 

 System Demand Wind Technical Ratio Tech Potential 
Country 2010 (GW) Potential (GW)b to Demand 
Afghanistan 0.5 a 160 320.0 
Armenia 3.2 a 1 0.3 
Bangladesh 6.8 30 4.4 
PRC 987.9 1,050 1.1 
India 122.3 65 0.5 
Indonesia 32.8 a 20 0.6 
Kazakhstan 18.7 a 210 11.2 
Lao PDR 0.5 35 70.0 
Mongolia 0.8 a 1,120 1,400.0 
Pakistan 21 55 2.6 
Philippines 10.4 15 1.4 
Sri Lanka 2.0 35 17.5 
Thailand 24.0 1 0.0 
Viet Nam 11.7 110 9.4 
PRC = People’s Republic of China, GW = gigawatt, Lao PDR = Lao People’s Democratic Republic. 
a These are estimates of generating capacity in 2009 (excluding captive generation).  
b ADB. 2013. Asian Development Outlook 2013: The Energy Challenge. Manila. 
Source: Independent Evaluation Department. 
 

 

93. Private Sector Operations helped pioneer solar power investments. PSOD began 
to support projects to generate electricity from solar energy at a utility scale in Thailand 
in 2010. Since then five more projects have been financed: two more in Thailand and 
three in India. Five of the six projects have used some type of photovoltaic technology, 
while one in India is a concentrated solar power (CSP) plant.  
 
94. While all the projects use proven technology, they have been pioneering in 
their countries. The first projects in both countries were the first utility-scale solar 
photovoltaic plants, while the CSP plant was the first utility-scale plant of that type in 
India. 
 

95. As is the case with wind power, ADB’s direct investment in utility-scale solar 
energy plants has been entirely through PSO; although in India, important public sector 
investment in transmission infrastructure enabled this type of plant. 
 

96. The  PSOD-supported solar plants’ investment costs per kW appear to be in line 
with international industry norms. Table 8 summarizes project cost per installed kW, as 
well as the levelized capital cost per MWh of output sold to the grid. In comparison, in 
2011 the median cost per kW of utility-scale plants in the United States was 
$3,900/kW.37 The unit investment for power plants is generally lower in developing Asia 
than in member countries of the Organization for Economic Cooperation and 
Development. However, the globalized nature of the photovoltaic module market and 
the relative simplicity of on-site construction reduce the divergence compared with (for 
example) coal-fired plants. 
 

                                                
37 The lowest priced third of United Stated (US) utility projects ranged from $2,900 to $3,500/kW peak. The 

US estimates are for output in terms of direct current power, whereas the cost for the Indian plants are for 
alternating current power, which means they include the cost of losses in the transformation of direct 
current to alternating current output. The comparison is thus even more favorable for the Indian plants. 
For US cost data see National Renewable Energy Laboratory and Lawrence Berkeley National Laboratory. 
2012. Photovoltaic Pricing Trends: Historical, Recent, and Near-Terms Projections. Technical Report. No. 
DOE/GO-102012-3839. Tennessee: U.S. Department of Energy. 
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97. In India, the unit investment decreased by more than 30% from the first 
photovoltaic project in 2011 to the second set of projects approved in 2012. This 
suggests that not only is the global cost reduction in photovoltaic modules being passed through, but that important reductions in the “balance of plant” costs are 
being achieved as the supply chain for plant construction begins to consolidate. In 
Thailand there was also a decline in the unit investment cost, although it was 
somewhat smaller at about 22%. 
 

98. The lowest cost PSOD-supported solar power project, in terms of levelized 
capital cost per MWh, is the CSP plant . However, restrictions with this technology will 
probably limit the extent to which it can be scaled up. CSP plants require direct 
radiation, which implies a dry climate. They also require cooling water (which may be in 
short supply) with appropriate radiation characteristics. At the same, the cost of 
photovoltaic technology appears to be decreasing faster than for CSP technology.  
 

99. In 2007, the World Bank estimated the cost of utility-scale (5 MW) photovoltaic  
and CSP systems with projections to 2015 from the base year of 2005. At the time, the 
levelized cost of electricity from a CSP system was about one-third that of a 
photovoltaic system; that relation is expected to persist until 2015. The experience in 
India shows a larger than expected reduction in photovoltaic costs and a much smaller 
than expected reduction in CSP costs (Table 8). 

 
Table 8: Development of Cost of Photovoltaic and Concentrated Solar Power Systems  

 

  World Bank Estimates*  Plants in 
 
Power System 

 
Unit 

2005  
($ 2005) 

2015  
($ 2005) 

India 
2011/12 a 

Photovoltaic investment cost  $/kW 7,000 5,500 2,538–3,688 
Photovoltaic levelized cost $/MWh 473 369 195–289 c 

Concentrated solar power investment cost  $/kW 4,850 3,820 4,150 
Concentrated solar power levelized cost b $/MWh 150  `120  188  c 
 kW = kilowatt, MWh = megawatt-hour. 
*ESMAP. 2007. Technical and Economic Assessment of Off-grid Mini-grid and Grid Electrification Technologies. 
Technical Paper 121/07. Washington, DC; World Bank. 

a Dollar values are for the year of project approval.   
b The ESMAP estimates for CSP plants assume a capacity factor of 54% due to substantial thermal storage 
capacity (which adds to the cost per kW), whereas the PSOD-supported CSP plant is projected to have a much 
lower capacity factor. 

c The levelized cost of the India plants excludes operation and maintenance costs, which the ESMAP estimated 
to be $1.20/MWh for photovoltaic systems. The operation and maintenance cost is higher for CSP systems. 

Source: Independent Evaluation Department.  
 

 

100. Rather than continuing to be about three times more expensive than CSP 
plants, the average levelized capital cost of the India photovoltaic projects was only 
30% higher. Indeed, the set of photovoltaic projects has almost the same levelized 
capital cost per megawatt-hour as the CSP plant and may have a slightly lower total 
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levelized cost due to lower operation and maintenance costs. The decline in the cost of 
photovoltaic systems should continue.38  
 
101. The respective state feed-in tariff for solar energy in India at $0.20–0.21/kWh is 
higher than in the PRC ($0.15/kWh) or Pakistan ($0.12/kWh), but lower than in Thailand 
($0.25–$0.34/kWh). The tariffs in the PRC and Pakistan are similar to the most efficient 
European countries.   
 

102. The Private Sector Operations Department supported waste to energy projects 
with improved environmental features. ADB and PSOD support for private sector 
projects to generate electricity from municipal solid waste (MSW) began in 2009 and 
from agricultural waste in 2012. All the projects have been in the PRC.  

 

103. Interestingly, this kind of project only recently was classified as a renewable 
energy project. PSOD had reasoned that the main environmental benefits associated 
with MSW projects were their contributions to waste management. The technologies 
employed in all the projects are combustion of the waste with power generated in 
steam turbines. In the case of MSW, the benefits of using this treatment include:  

(i) dramatically reduced land area needed for landfill of the final residues, 
an important concern in densely populated regions; 

(ii) reduced risk of toxic leachate polluting groundwater compared with 
landfills (sanitary, semisanitary, or worse); 

(iii) reduced emission of methane compared with sanitary landfills 
(including those that recover the gas, normally about 20%–25% still 
escapes); methane has a much higher climate change impact than CO2; 

(iv) a more structured context for treating waste, which can increase 
recycling; and 

(v) more production of electricity per ton of MSW is possible than with 
systems recovering landfill gas in sanitary landfills.39 

 

104. An important innovation of the MSW projects, in the context of the PRC, is that 
they eliminate the use of supplementary coal to burn the MSW. This is common in 
MSW combustion systems and has been associated with poor control of air pollutant 
emissions. With properly designed MSW treatment and combustion systems, the local 
environmental and social benefits of such projects can be very high. While the project 
documentation largely restricts the analysis of social impacts to issues of resettlement, 

                                                
38 Since the 1970s, the cost of shipped photovoltaic modules (the heart of the system) has been falling by 

about 20% for each doubling of cumulative sales and approached $1.00/peak watt by 2012 (down from 
almost $5.00 in 2000 (National Renewable Energy Laboratory. 2012. Renewable Electricity and Storage 
Technologies. Renewable Electricity Futures Study. Volume 4. TP-6A20-52409-2. CO: NREL.). For example, 
the cost of complete systems has declined more slowly but is still significant. In the United States, utility-
scale photovoltaic systems (>2 MW) have fallen from a median of $6.20/watt in 2004–2008 to $3.40/watt 
in 2011 (Footnote 47). This dramatic decline in costs is due in part to the fact that photovoltaic systems 
benefit from constant basic advances in the semiconductor industry. These advances mostly reduce the 
cost of the photovoltaic modules, which now comprise only 40% of the cost of the total plant. “Balance-
of-plant“ costs, with characteristics more like those of CSP plants, have been slower to fall than the costs 
of the modules. 

39 IED does not have the information to compare output from incinerators with that from landfill gas recovery 
in the PRC. In Brazil, the estimated installed capacity (kW) per 100,000 t/year of MSW of incinerator-based 
systems is 2.5–3.5 times that for landfill gas recovery (Econoler. 2010. Market Assessment for Promoting 
Energy Efficiency and Renewable Energy through Local Financial Institutions in Brazil. IFC commissioned 
Study. Lima.). At the same time, Brazilian parameters for incinerator-based plants imply 50% more capacity 
(kW) and double the output (MWh) per 100,000 t/year compared with the PRC plants. This appears to be 
due to the considerably higher moisture content of MSW in the PRC, a fact that would also favor higher 
output from landfill gas than in Brazil. The difference is likely to decrease somewhat as incomes increase in 
the PRC. Nevertheless, it is an important reminder of the importance of specifying the composition of the 
MSW.  
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a larger and more complex set of issues could involve poor populations who scavenge 
the existing waste stream. Projects of this sort can bring benefits to these populations, 
but can also disrupt their livelihoods. 
 

105. While grouped together with MSW as “waste-to-energy” projects, projects to 
generate electricity from agricultural waste have very different characteristics and 
impacts. Whereas the fuel for an MSW plant has a negative price (due to the avoided 
cost of sending it to a landfill), agricultural residue must be purchased. On the other 
hand, the complexity and cost of plants using agricultural waste is much lower. 
 

106. Approval documents for one of the projects, which had both agricultural and 
municipal waste components, provided insufficient information to calculate an 
accurate levelized cost and to better understand how such projects can be replicated.40 
However, it is likely that the unit investment cost for MSW plants during 2009–2012 
decreased significantly despite substantially smaller plant sizes. Since steam turbine 
power plants have large economies of scale, this represents a significant achievement. 
If the PSOD-supported projects are successful, the MSW market will be transformed to 
a much superior technical and environmental standard. 
 

107. There has been comparatively little scope for private sector participation in 
small hydropower. Generally, small hydro is a rather limited resource in terms of 
potential within reasonable upper bounds of cost. It is usually less than 10%–15% of 
the total hydro potential of a country. Apart from large hydropower projects in Lao PDR 
and Pakistan (a 147 MW run of the river plant with a capacity factor of 49%), PSOD 
invested in one small-hydro project in PRC that supplies the grid. It is structured as 
support for a company rather than for single projects. This seems to be a good 
approach for ADB and PSOD to take as it addresses the need to strengthen supply 
chains in the sector.  
 

108. PSOD investments of $1.1 billion in renewable energy projects (excluding large 
hydropower) during 2000–2011 accounted for about 4% of recorded private sector 
investments in this area in the DMCs. In addition to the subsectors and DMCs with ADB 
investments, the private sector has invested in geothermal energy in Indonesia and the 
Philippines; biomass and waste in Malaysia, PNG, Thailand, and Viet Nam; solar CSP in 
Bangladesh; solar photovoltaic in Malaysia and the Philippines; onshore wind in 
Indonesia, Mongolia, the Philippines, Sri Lanka, and Viet Nam; as well as small hydro 
projects in a range of other DMCs. With a few exceptions, the investment activity 
largely resembles the resource potential and status of the relevant policy and regulatory 
frameworks for renewables in the various countries. 
 

109. There has been a certain overlap of environmental and social project objectives. 
For example, a PSOD-supported water treatment plant in the PRC sought to address 
water pollution and an urban clean fuel project in India sought to address air pollution 
issues, which tend to affect the poor disproportionately, although related 
improvements in the living conditions of the poor were not assessed in detail during 
the approval or evaluation stages.  
 

                                                
40 In addition, the estimate of the reduction of GHG emissions in the approval documents is not presented 

with the underlying assumptions, but simply presents the two components together despite their very 
different characteristics and the well-known complexity of estimating net GHG emissions in projects 
involving MSW. There may be climate change benefits that this additional undertaking would capture – 
facilitating the acquisition of important constructive lessons – showing the full capture of such benefits in 
future and similar projects.  
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D. Measures to Mitigate Negative Environmental and Social 
Impacts of Private Sector Operation 

110. To fully serve the objective of promoting inclusive growth, projects must not negatively impact on poor individuals or groups’ assets and livelihoods, or if this cannot 
be avoided as part of the project design such impacts must be mitigated and/or 
compensated during construction and operation. Likewise, to fully serve an objective of 
promoting environmentally sustainable growth, projects must mitigate or offset 
negative impacts on the environment that cannot be avoided as part of the project 
design, so that there is no reduction in access to or the quality of the natural resources 
stock in the project area during construction and operation.  
 
111. ADB's environmental and social safeguard policies are a cornerstone of its 
support to inclusive economic growth and environmental sustainability in Asia and the 
Pacific. ADB has had a policy on involuntary resettlement from 1995, on indigenous 
peoples from 1998, and an environment policy from 2002 (although environmental 
safeguards have been mandatory for much longer). In July 2009, ADB's Board of 
Directors approved the synthesis and update of these policies into a new Safeguard 
Policy Statement (SPS) governing the environmental and social safeguards to be 
applied to ADB's operations from 2010 onwards. The objectives of the SPS are to avoid, 
or when avoidance is not possible, to minimize and mitigate adverse project impacts on 
the environment and affected people, and to help borrowers strengthen their 
safeguard systems and develop the capacity to manage environmental and social risks. 
 

112. Of the 151 private sector projects approved over 2000–eighty-six were financial 
intermediary (FI) operations; 57 were other types of PSO, mainly in energy, but also a 
few in transport and water; and for 8 projects the necessary files were not available for 
the review in time, so they were not taken into account.  Among these, 19 were 
identified that ADB had classified as either environmental Category A41 (16), involuntary 
resettlement (IR) Category A (7), or indigenous peoples (IP) Category A (3); or 
combinations of the three categories (Table 9). A first conclusion, then, was that 
around 13% of the PSO approved (24% of lending volume) were at risk of significantly 
reducing either the inclusive growth or sustainable development potential if no 
safeguards would be applied, and 24% in more minor ways (in the case of 35 Category 
B or B/C projects).  
 
113. This evaluation undertook a desk review of available safeguards documentation 
and monitoring reports for the 19 category A and 35 other PSO with at least one 
category B classification to check for coverage of and basic procedural compliance with 
ADB's safeguards policies, in particular, the application of the underlying policy 
principles.42 The review focused on the quality of environmental impact assessments 

                                                
41 For definitions see ADB. 2010. Safeguard Policy Statement. Operations Manual. OM F1/BP. Manila; 

Category A is reserved for projects that are likely to have significant adverse impacts; Category B is for 
projects with adverse impacts that are reversible, can be mitigated or are deemed not significant; Category 
C is for minimal or no adverse impacts (environmental) or no impacts (IR and IP). While environmental 
classifications were in place during the entire review period, IR and IPP classifications were only introduced 
in 2003. 

42 The policy principles generally concern the screening process; the conduct of environmental/social impact 
assessments; consultation; the preparation and disclosure of draft resettlement plans, indigenous people 
plans and environmental impact assessments including environmental management plans; and 
implementation and monitoring of such plans. Environmental safeguards principles also cover the 
examination of alternatives; avoidance, minimization, or mitigation of impacts; implementation of project 
in critical habitats; application of pollution prevention and control technologies; safety, health, and 
environment programs; and conservation of physical cultural resources. Involuntary resettlement safeguard 
principles also stipulate improvement or at least restoration of the livelihoods of all displaced people; 
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(EIAs), environmental management plans (EMPs), resettlement plans (RPs), and indigenous people’s plans (IPPs) for 17 category A projects,43 because these, by 
definition, have the largest potential for negative social or environmental impacts.  The 
review did not conduct surveys or rapid assessments to independently assess whether 
EIAs, RPs or IPPs had been adhered to and negative impacts indeed sufficiently and 
satisfactorily avoided or mitigated, compensated for or otherwise dealt with. Thus the 
review is limited and relies on the veracity of information in the reports, including 
monitoring reports provided, and in some cases, project completion reports. Given the 
different nature of projects classified as FI and their generally lower anticipated 
potential for negative impacts, IED reviewed available documentation for a sample of 
11 of the remaining 73 FI transactions.44  The findings are as follows.  
 

Table 9: Safeguard Classification of Private Sector Projects Approved  
 2000–2011  

 

Environment 
Involuntary 

Resettlement Indigenous People 
Number of PSO 

Projects 
A A A 3 
A A C 1 
A B C 3 
A C C 6 
A NC NC 3 
B A C 1 
B B or C C 27 
C C or NC C or NC 13 
FI A A/B 1 
FI A B 1 
FI B or C or B/C B or C or B/C or A/B 81 
FI* C or NC C or NC 3 … …  … 8 

Total        151 
... = data not available, A = Category A, B = Category B, C = Category C, FI = Category Financial Intermediary, NC 
= not classified, PSO = private sector operations. 
Note: 103 projects were approved prior to Safeguard Policy Statement 2009, 40 were approved under the Safeguard 
Policy Statement 2009 and for 8 data was not available. 
Source: Asian Development Bank for safeguard classification. 
a FI treated as Category C. 
 

114. The quality of environmental and social impact assessments and safeguard 
plans varied significantly.  High-quality EIAs and EMPs, RPs and IPPs are critical to 
identify impacts in the first instance, avoid or mitigate such impacts or compensate 
affected persons, and manage the successful implementation of safeguards protection 
measures during construction and operation. Private sector projects are not preceded 
by project preparatory TA which in many public sector projects can cover safeguard 
plan preparation and documentation. Most Category A private sector projects had been designed prior to ADB’s involvement (PSOD does not in fact design the project, 
although it can add value by improving the design), and consequently in some cases 
preliminary construction activities had begun and sometimes even major construction 

                                                                                                                                

assistance for displaced person; improvement of living standards of the displaced poor and other 
vulnerable groups; transparent, consistent and equitable procedures for land acquisitions through 
negotiated settlement; compensation for non-land assets including for displaced persons without titles or 
other legal rights to land;  implementation of involuntary resettlement as part of development programs; 
and compensation prior to displacement. Indigenous peoples safeguard principles also require the consent 
of affected communities and avoidance of restricted access to and physical displacement from protected 
areas and natural resources. 

43 One of the 19 category A projects approved during 2000-2011 was cancelled and for another project 
relevant documentation was not available for review.   

44 For FI-categorized projects, environmental management systems (EMS)—for projects approved prior to the 
2010 Safeguard Policy Update, environmental and social management systems (ESMS)—for projects 

approved after 2010, or framework documents were vetted. 
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contracts had already been awarded prior to the approval of ADB financing. Clients 
prepare EIAs and other safeguard documentation—often before ADB’s intervention—and ADB’s role is then confined to advising on the revision of the EIAs and RPs as 
needed, to comply with ADB policies.  
 

115. No significant deviations from ADB’s safeguards policy principles45 could be 
determined for category A projects with the exception of a power generation project in 
Southeast Asia that was subject to a compliance review.46 This meant that the review broadly confirmed that ADB’s safeguard policy principles have been applied at a basic 
level both in the period before 2009 and after (the review found that the policy 
principles highlighted in SPS 2009 were in their substance already in use before 2009, 
as they are part of the earlier policies as well). Relatively the most problematic part of 
the compliance with the policy principles was the intensity and regularity of monitoring 
during project implementation and the disclosure of monitoring reports, which were 
often found insufficient.  

 

116. With regard to environmental safeguards, the screening process was completed 
satisfactorily. Although the review of EIAs identified a range of quality issues including 
incomplete marine environmental plans, lack of quantification of transport-related risks 
to coastal communities associated with spills, or vague dust suppression measures for 
some projects, the preparation of environmental assessments for environmental 
category A projects largely complied with both environment policy and SPS with one 
exception.47 Environmental category A operations generally met other procedural 
requirements under the policy principles (examination of alternatives; avoidance, 
minimization or mitigation of impacts; consultation; and disclosure of draft 
environmental assessment), although the Southeast Asian power generation  project 
was found by the Compliance Review Panel to have had significant shortcomings with 
regard to consultation, mitigation measures, and disclosure.48  
 
117. While EMPs were included in EIAs for all Category A projects,49 the study found 
issues with the completeness of the documents. For 12 of these projects, plans lack 
clear provisions for project management, budgets, or organization during the 
operations phase. They also lack details related to either reporting systems, monitoring 
methods, sampling locations, frequency, detection limits, or thresholds to trigger 
corrective actions.  
 

118. Category A projects were also reviewed with regard to fuels used, power 
generation technologies, heat rejection systems, water supply or intakes, solid waste 
disposal systems, plant and sanitary waste discharge and engineering and pollution 
control equipment. The findings show that for all projects adopted technologies 
generally met recent industrialized country standards. 
 

                                                
45 ADB. 2009. Safeguard Policy Statement. Manila.  
46 This project (an environment Category A, involuntary resettlement Category B, and indigenous peoples 

Category C project) underwent a compliance review. ADB’s Compliance Review Panel (CRP) determined 
that ADB was non-compliant with policies on environment, public communications, and social dimensions 
in ADB operations. The CRP also concluded that the project was not fully compliant with ADB’s Energy 
Policy.  

47 The CRP report on the Southeast Asian power generation project concluded that the company failed to 
update its impact assessment during implementation as well as its EMPs to address ash disposal, air quality 
and civil society representation. 

48 For seven category B projects—including four solar or wind power projects, one run-of the river hydro 
project, and two transmission lines—available documentation did not provide evidence of an examination 
of alternatives. Also, for two category B projects consultation records were not available for review. 

49 This study did not have access to the non technical summary Environment and Social Impact Assessment 
for one of PSOD industrial energy efficiency projects.  
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119. With respect to IR, records for three of seven Category A projects showed 
meaningful consultations regarding project design and the nature of impacts on land. 
The consultations in these cases showed that communities would seek support for the 
inclusion of a land based livelihood improvement component50 in the overall project. 
The other four IR Category A project either did not have the documentation (1) 
adequate surveys (1), or did not have land based resettlement (2).  
 

120. The presence of livelihood improvement components (e.g., in agriculture, 
fisheries, or skills training) was reported in some form in all reviewed IR Category A and 
B projects with documentation, although these were often very small. However, except 
for two large energy projects, this study did not encounter detailed survey results to be 
able to document (i) the need for and type of required livelihood improvements, or (ii) 
the actual outcomes of livelihood improvement programs. One of these two had 
undertaken semi-annual living standard measurement surveys as used by World Bank 
poverty assessments. For most projects, the outcomes of the livelihood programs, and 
indeed the IR or IP plan as a whole could not be established. This study had insufficient 
means and time to investigate such outcomes in the field and suggests that ADB 
require (and enforce) that project sponsors document these in their monitoring reports, 
so that they can be summarized in XARRs.  
 

121. The two energy projects referred to in para. 120, which turned resettlement 
programs into broader development efforts, provided compensation in land, as 
strongly favored by a policy principle. In the case of another power generation project 
which also involves land acquisition, cash compensation was adopted. Whether this 
was appropriate could not be independently checked as available survey analysis did 
not show the importance of land-based income. In the other four cases, 
documentation was either missing, the project was cancelled, or land-based options 
seemed not required. 
 

122. Concerning the three Category A projects listed under IP safeguards,51 the 
planning documents showed adequate respect for safeguard standards including 
culturally sensitive social impact assessments, consultation, consent, minimized physical 
displacement from protected areas and natural resources, disclosure and monitoring of 
plans.  
 

123. The review suggests that an improvement in the quality of impact assessments, 
implementation plans, and monitoring will provide further assurance that mitigated 
impacts do not diminish the potential of the projects to promote inclusive growth and 
sustainable development. It is difficult to assess whether the quality of assessments and 
plans has improved over time. The review found only six Category A PSO approved after 
SPS 2009 and hence could not make a solid assessment of whether there had indeed 
been such a clear improvement. Nevertheless, the increased numbers of staff dealing 
with safeguards in recent years, also in PSOD, and the clarifications on the policy 
principles provided by SPS 2009, give some comfort that the quality of assessments and 
plans should be improving. Independent Evaluation Department (IED) will conduct an 
evaluation of the effectiveness of the safeguard policies in 2014 that may further 
review this.  
 

124. Accreditation by the International Organization for Standardization (ISO) is 
widely attained for PSO, strengthening confidence in sustained implementation of 

                                                
50 ADB SPS p. 17, item 10 requires that resettlement be “conceived and executed … as part of a development 

project or program.” 
51 The documentation for one of the three projects was investigated as a case study but the project was 

cancelled in 2012.  
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environmental health and safety standards. Of the 16 environmental Category A 
projects listed, 7 were reported to have ISO 14001 and 18001 accreditation, and the 
remaining 9 were either not in the implementation stage or not reported.52 Of the 
seven with accreditation, six had validated XARRs, which rated environment social 
health and safety (ESHS) performance as excellent or satisfactory. Encouraging 
companies to seek ISO certification after the operational stage could help ADB to 
ensure that clients maintain environment and social standards during implementation 
and operation phases. Under the ISO system, the company is subjected to annual 
external audits by a third party. None of the companies had applied for the relatively 
new ISO 26000 standard which relates to social responsibility aspects. Inclusion of 
certification to cover ISO 26000 would be a plus for the social-related aspects of company’s business.53  
 

125. Tracking the implementation progress of safeguard measures proved to be 
difficult. For six category A  projects approved from 2010 onwards (excluding one that 
was cancelled—see footnote 51), one had a complete record of monitoring reports 
accessible online and the other five had monitoring reports missing for half (three 
projects) or all (two projects) years for which these would normally be required 
(whether ADB had perhaps given waivers for this was not investigated). For the period 
before 2010, the record of monitoring reports is longer but the projects are older, with 
some starting as far back as 2000. Based on the documentation readily available to this 
review, the 12 projects approved between 2000 and 2009 had no monitoring report 
for 10% to 75% of their implementation years. There seemed also no discernible trend 
over time in the regularity of the preparation and/or filing of monitoring reports.54 It is 
recommended that ADB follow up diligently on the need for regular safeguards 
reporting by clients during implementation.55  
 

126. Environmental and social management system documents for financial 
intermediation projects varied in terms of completeness and quality. The environmental 
and social management system (ESMS) reviewed consisted of expected due diligence 
guidelines explained in legal terms and relating to screening, identification of risks, 
impact assessment, audit requirement, risk identification, control, prevention, 
implementation, monitoring and reporting. Of 81 FI projects that were not case 
studies, 74 required ESMS, environmental management system or framework 
documents. Sixty-eight have documents available, of which 12 available early were 
studied in detail. Of the remaining seven FI projects, three were treated as Category C 
(which do not require any safeguard document or frameworks for projects) while 
project documents explained that the ESMS requirements for the remaining four were 
not applicable. 

                                                
52 The International Organization for Standardization (ISO) 14000 family addresses various aspects of 

environmental management. It provides practical tools for companies and organizations looking to identify 
and control their environmental impact and constantly improve their environmental performance. ISO 
14001:2004 and ISO 14004:2004 focus on environmental management systems. The other standards in 
the family focus on specific environmental aspects such as life cycle analysis, communication and auditing. 
(http://www.iso.org/iso/home/standards/management-standards/iso14000.htm) 

53 ISO 26000:2010 is intended to assist organizations in contributing to sustainable development. It is 
intended to encourage them to go beyond legal compliance, recognizing that compliance with law is a 
fundamental duty of any organization and an essential part of their social responsibility. It is intended to 
promote common understanding in the field of social responsibility, and to complement other instruments 
and initiatives for social responsibility, not to replace them. 

54 It could not be fully verified whether such reports were not submitted to ADB, or whether PSOD did not file 
and disclose submitted reports. For most category A projects, missing monitoring reports could 
subsequently be secured from PSOD. Reporting issues were also identified for 10 category B projects. 

55 Moreover, the review acknowledges that emerging compliance issues may well have been detected and 
handled by ADB staff during missions, so that they did not appear in monitoring reports. But monitoring 
reports are a policy requirement, even if there are no issues. 

http://www.iso.org/iso/home/standards/management-standards/iso14000.htm
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127. The sample of 12 ESMS or environmental management system documents 
available to IED were reviewed. Six of these, particularly FI projects approved under 
Environment Policy 2002, showed little detail on aspects such as process, project 
screening, public consultation, exclusion list, monitoring, and mitigation. One other 
had no mention of consultation or disclosure of clients’ documentation and little 
mention of social issues. Two lacked details on environmental aspects, laws, and 
regulations. While the review acknowledges that requirements vary according to 
expected project impacts, additional detail would provide valuable guidance for the 
concerned officers for implementation as well as comfort for shareholders that respect 
for environment and social concerns is adequately addressed by the FI. For example 
where financing is not allowed to be provided for items on the ADB exclusion list, 
noting this in the ESMS provides comfort to the reviewer/concerned party whereas not 
noting it leaves the concerned party wondering if it was over-looked.56 
 

128. There were ESMS document with very good elements such as arrangements for 
a bank, which gave serious thought to procedural requirements acceptable to the IFC 
and ADB with good descriptive detail about responsibilities for different actions 
showing implementation focus; or the ESMS documents for a regional PE fund, which 
exemplified compliance with both international standards as well as country standards. 
Many of the ESMS requirements for other transactions suffered from vague language such as “best efforts,” “as promptly as possible,” “reasonable efforts,” “fairly clean,” the “right temperature for acrylonitrile storage,” make reasonable efforts,” “as far as possible” “try to ensure regulatory compliance,” and “may monitor the company’s 
compliance.  Recent funds adopted some good guiding principles from the 2009 ADB 
SPS, but with little specific guidance as to what is required of the prospective investee 
company.  
 

 

                                                
56 In the ESMS for one fund, there is a provision that states, “The fund conducts an environmental screening, 

classification and assessment system to identify and assess the environmental impact and issues (such as 
existing and potential environmental liability and financial implications related to such environmental impact and issues) associated with a potential investee company,” but provides no further detail. 



 

 

CHAPTER 4 

Results 
 
 
129. This chapter assesses how effective PSO have been so far in supporting 
sustainable economic growth, broadening access to economic opportunities, and 
promoting low-carbon growth based on a review of all available evaluation reports and 
operational information for more than 60 projects. 

 

A. Contributions of Infrastructure Private Sector Operations to 
Inclusive Growth 

1. Energy Projects 

130. All conventional power projects with sufficient commercial operations data 
show satisfactory contributions to economic growth regardless of fuel source. Of the 
evaluated conventional power generation projects, 67% had EIRRs in excess of 20%. 
Only two projects had lower than appraised returns, but still satisfactory EIRRs at 
project completion.57   
 

131. Private Sector Operation Department investments in conventional power 
generation substantially contributed towards narrowing existing and potential demand 
supply gaps. Increased electricity capacity in the recipient DMCs helped address 
immediate power shortages, particularly in Bangladesh, India, and Pakistan. While 
shortages continued in those countries, PSO investments increased capacity, reducing 
the need for load shedding and outages. Additionally, PSO helped offset forecasted 
shortages in the Philippines, Sri Lanka, Thailand, and Viet Nam; and helped develop 
hydropower as a major export product for the Lao PDR. Table 10 shows the relative 
importance of actual capacity additions under conventional and renewable PSOD-
supported power projects during 2000–2011 in overcoming power supply gaps.58 Since 
2011 an additional 4,040 MW installed under PSO have become available in India, 140 
MW in Pakistan, and 35 MW in Thailand. While most PSO conventional energy projects 
aimed to add large capacity—one of the projects added 4,000 MW to India’s 
conventional power capacity base—most renewable investments involved small 
capacity additions compared with conventional power plants with a maximum of 183.2 
MW for a dual wind-farm investment. 
 
 
 
 
 
 
 

                                                
57 One of the projects came online much later than anticipated and had higher than anticipated fuel costs.  Yet, due to the country’s critical need for sufficient power supply capacity, the investment’s economic 

contributions were still satisfactory.  
58 Actual supply gaps were substantially larger, as reliable capacity was more than 20% lower than installed 

capacity. 
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Table 10: Contributions of Private Sector Operations to Installed Power Capacity (MW) 
 

 
 
 
 

Country 

 
 

Installed 
Capacity 
(2000) 

 
 

Peak 
Demand 
(2000) 

 
 

Surplus 
(Deficit) 
(2000) 

 
 

Installed 
Capacity 
(2011) 

 
 

Peak 
Demand 
(2011) 

 
 

Surplus 
(Deficit) 
(2011) 

Installed 
Capacity 

financed by 
PSO  

(2000–2011) 

Share of 
Installed 
Capacity 
Financed 

by PSO (%) 
Bangladesh 3,603  3,394  (361)  6,639  6,765  (126) 450  14.8 
PRC 325,059  … … 987,935  … … 50  0 
India 71,547  81,492  (9,945) 102,725  118,472  (15,747) 263  0.8 
Lao PDR 639  ... … 1,895  … … 1,070  85.2 
Pakistan 15,575  17,487  (1,912) 16,104  22,622  (6,518) 171  32.3 
Philippines 13,264  7,138  6,126  16,162  10,379  5,783  800  27.6 
Sri Lanka 1,779  1,405  374  3,139  2,163  976  163  12.0 
Thailand 22,269  14,918  7,351  31,446  23,900  7546  1,442  15.7 
Viet Nam 6,249  4,980  1,269  15,209  … … 1,432  16.0 
… = data not available, (  ) = negative number, Lao PDR = Lao People’s Democratic Republic, PRC = People’s Republic of China, 
PSO = private sector operation. 
Notes: Viet Nam data until 2010; India data for 2002 and 2009; Pakistan data for 2007 and 2012. 
Source: Asian Development Bank project documents.  

 

132. Increases in generation capacity not only helped improve the reliability of 
power supplies, but also increased sector efficiencies in recipient countries. The costs of 
electricity supplies for mostly state-owned off-takers were reduced. Of the 11 PSO 
conventional power generation projects for which data were available, 64% had 
levelized generation costs below their respective country averages, while the remainder 
produced electricity at a cost comparable to that of other producers in the country. 
While levelized costs for 9 of the 11 projects are in line with industry standards for the 
specific generation technology, two projects had comparatively high levelized costs. In 
one case, actual generation costs increased due to the higher than expected cost of 
auto-diesel fuel used to fire the plant, higher than anticipated heat rates, and a fire 
that temporarily shut down plant operation. The other case is a former state-owned, 
coal-fired merchant power plant, which was rehabilitated by the private project 
company, although it has performed better after renovation than projected. Lower 
generation costs for PSOD-supported plants have not necessarily translated into lower 
tariffs for consumers. 
 

133. Increased power supplies also enabled further electrification efforts in recipient 
countries. Expanding the availability of electricity is conducive to more business 
opportunities and improved access to services including education and medical 
facilities. With the exception of the Philippines, available data for countries with PSOD-
supported power generation projects show a significant expansion in access of the 
population to electricity (Table 11). Recent experience in Pakistan, where additional 
PSOD-financed capacity is becoming available in 2013, shows the importance of the 
overall availability of power for continued access to electricity in rural areas. During the 
current power crisis, power is shut off for at least 10 hours a day in major urban 
centers, but up to 22 hours a day in rural areas.  
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Table 11: Recipient Developing Member Country Electrification Rates (%) 
 

Country 2000 2002 2005 2008 2009 2010 
Bangladesh 20.4 26.3 32.0 … 41.0 47.0 China, People’s Republic of 98.6 99.0 99.4 99.0 99.4 100 
India 43 44.4 55.5 65 65 75 Lao People’s Democratic Republic … 46.3 … 55 55 63 
Pakistan 52.9 53 54 … 62.4 67 
Philippines 87.4 89.1 80.5 89.5 89.7 83 
Sri Lanka 62 65.5 66 … 76.6 77 
Thailand 82.1 91.1 99 99 99.3 88 
Viet Nam 75.8 79.6 84.2 89 97.6 98 
… = not available. 
Source: International Energy Agency. World Energy Outlook, 2000–2012. Paris. 

         

134. PSOD-supported investments in this subsector also likely contributed towards 
reducing income poverty through the growth–employment nexus. Increases in the 
amount and reliability of power supplies facilitated increases in economic activity, and 
therefore employment by removing or reducing a key impediment to production of 
various economic sectors. However, the full extent, particularly of indirect employment 
effects and their impact on poverty, is difficult to quantify. For a number of countries 
including Bangladesh, India, and Pakistan, macro studies have determined a causal 
relationship between energy generation or consumption and economic growth.59 The 
ensuing effects of output growth on employment differ from country to country. In the 
Philippines, growth has been largely jobless; in India, growth has been mostly 
associated with a rapid rise in labor productivity rather than an expansion of 
employment. Ultimately, the impact depends on what industries consume the 
generated electricity and their potential for job creation.  
 

135. Since 2011, PSOD has been collecting data on direct employment effects of its 
projects. Construction of a power plant, depending on the size and nature of the 
generation facility (with hydropower accounting for most jobs), could create a few 
hundred to a few thousand jobs; operation and maintenance would require 
substantially fewer jobs. Most construction workers were likely from the lower-income 
groups including the poor. No estimates are available for indirect employment effects 
resulting from backward linkages, e.g., to domestic cement producers or for consumer 
spending facilitated by project-related income increases.  
 

136. Most PSOD-supported power projects catalyzed additional private investment. 
Catalytic effects are most likely if investments can demonstrate the commercial 
feasibility of private sector participation in the sector, of new financial structures and 
risk-sharing arrangements, and of new technologies. With one exception, all projects 
have been commercially viable. PSO catalyzed subsequent private power generation 
investments in the Philippines, Sri Lanka, Thailand, and Viet Nam. However, despite 
introducing best-practice contractual and risk-sharing arrangements, the project in 
Bangladesh did not result in additional power investments in the country due to the 
deteriorating institutional environment, which affected private sector interest in the 
country. PSO power generation investments in India and Pakistan followed other private sector investments. However, PSOD’s 2008 investment in the first private ultra-
mega power plant in India was followed by similar investments. PSOD’s 2005 

                                                
59 A R. Sarker and K. Alam. 2010. Nexus between Electricity Generation and Economic Growth in Bangladesh. 

Asian Social Science. 6(12); G. Gupta and N. C. Sahu. 2009. Causality between Electricity Consumption and 
Economic Growth: Empirical Evidence from India. Munich Personal RePEc Archive  Paper No. 22942. 
http://mpra.ub.uni-muenchen.de/22924/; Z. Ashraf, A. Y. Javid, and M. Javid. 2013. Electricity Consumption 
and Economic Growth: Evidence from Pakistan. Reunido Economics Journal. 2(1). 

 

http://mpra.ub.uni-muenchen.de/22924/
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investment in the first hydropower IPP in Pakistan set the framework for follow-on 
private investments, including a PSOD-supported project, although country conditions 
have discouraged the commercial co-financing. In the Lao PDR, a 2005 PSOD 
investment in the country’s first large dam project helped catalyze subsequent large 
hydropower investments.  In the Philippines, PSOD investments demonstrated the 
feasibility and commercial viability of merchant power and catalyzed similar 
investments. 
 

137. Transmission projects are helping develop economically disadvantaged areas. 
PSOD financed two private transmission projects: (i) one in Cambodia to support the 
first private investment in the subsector in the country and connect three provinces to 
the national grid; and (ii) one in Northern India, which enabled transmission of power 
from a hydropower plant in Bhutan, which had also received ADB funding, to India’s 
power grid. Project EIRRs indicate high contributions to economic growth.   
 

138. Although enhanced access to electricity was not a stated project objective, a 
recent IED evaluation for the power transmission project in Cambodia found that the 
construction of the power transmission line facilitated the subsequent electrification of 
rural areas and towns along the project route. It also increased economic activity in 
connected areas by transmitting reliable and least-cost electricity to and within the 
northwestern region of Cambodia thereby meeting significant and previously 
unaddressed regional power needs (Box 2).   
 

139. More than 90% of the power generated by the power project in Bhutan60 was 
allocated to Bihar, Jharkhand, Orissa, and West Bengal states, which are populated by 106 million of India’s 355 million poor. The proportion of state populations with 
incomes below the national poverty line range from 27% to 54%. Project-facilitated power supplies accounted for about 3% of the states’ annual electricity consumption 
(10% in the case of Bihar) and helped increase electrification in these states. The project 
has also had significant development impacts in Bhutan, contributing almost 9% to the country’s GDP and enabling the government to spend more on social sectors like health 
and education—which in turn improves the quality of life and the employability of the 
people of Bhutan. 
 

Box 2: Cambodia Power Transmission Project 
 

Power sourced from Thailand to Cambodia via the PSOD-supported high-voltage transmission 
line supplies power to the Banteay Meanchey Grid. Since December 2007, the grid has connected 
customers in Siem Reap, Banteay Meanchey, and Battambang provinces, providing cleaner, less 
expensive, and continuously available power. In November 2011, the grid was expanded to Pursat province. Power consumption drawn from the line was double the lenders’ base-case 
forecasts in 2011, indicating the dramatic increase in economic activity supported by electricity in all three provinces in the region. Support for Siem Reap’s vital tourism sector, a major contributor 
to national GDP,  was of particular concern and consumption in Siem Reap increased from about 
10GWh in 2006 (pre-project) to 136GWh in 2008 (first full year of project operations) to 213 
GWh in 2011.  
 
Lower cost power sourced through the line allowed the state utility Electricité du Cambodge 
(EDC), which operates the Banteay Meanchey Grid, to reduce direct customer tariffs by 11.8% on 
average. By the end of 2011, grid connections were also extended to 31 independently operating 
licensees resulting in a decrease of their average tariffs by 51.2%. Overall, by 2011, the 
availability and reliability of lower-cost power had increased the customer base—served both by 
EDC and licensees— by 1.4 times compared with pre-grid 2006. The grid delivered power to 
about 35,000 new EDC customers, while on-grid licensees served nearly 50,000 customers that 

                                                
60 The hydropower dam was constructed under a public-private partnership modality with ADB funding. 
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EDC’s resources could not reach and they are an important part of the increasing electrification 
of the region. No state electrification rates are available, but national electrification increased 
from 20% in 2005 to 35% in 2011, in part due to project contributions.  
 EDC’s experience gained from developing the contractual public-private partnership 
arrangements supporting the private transmission project has been used to develop new high-
voltage lines, including two more privately owned high-voltage lines that commenced operation 
in January 2013. The demonstration effect of the successful meeting of contracted obligations by all stakeholders to the transmission project arrangements has been vital to EDC’s ability to rapidly 
expand its operations and to attract new participants to Cambodia’s power subsector. It has also 
been an important component of the Greater Mekong Subregion energy sector development and 
strategies, initiatives supported by the Asian Development Bank. 
 
Source: Independent Evaluation Department. 
 

140. Transmission projects also have had substantial employment effects. An IFC 
assessment estimates that the Indian transmission project will create 243,000 person-
years of employment (about 9,700 additional jobs) over 25 years during the 
construction and maintenance of the new transmission lines, with most jobs resulting 
from economywide income effects.  The number of jobs created through second-order 
growth effects (i.e., because of the increased supply and reliability of power) is assessed 
to be much higher as power supply deficiencies have been an important constraint to 
economic activity in India. The IFC estimates that an increase in power supply from Bhutan’s hydropower project transmitted through the PSOD-supported private 
transmission lines helped generate about 75,000 new formal jobs in India during 2006–
2012 alone. The impact on informal jobs, which account for more than 80% of total 
employment, is deemed to be even larger but could not be estimated due to data 
limitations.  
 

141. According to the IFC study, income poverty was reduced through two main 
channels. First, local jobs during construction—including those for unskilled workers—
added $94 million to household incomes in some of the poorest states in India through 
which the transmission lines were constructed. Secondly, many induced jobs were 
created in the agriculture sector where poverty is widespread.  
 
142. Both transmission projects were first private sector investments in the 
subsector that paved the way for further private investments, two in the case of India, 
and one in Cambodia.  Commercial viability issues encountered by the project in India 
likely contributed to the 5-year gap between this and subsequent private investments.61  
 

143. PSOD has financed only one power distribution investment, which was actually 
a turn-around privatization and divestiture project. No relevant data were available to assess the project’s impact on access of low-income groups and the poor to electricity.  
 

144. Natural gas projects helped improve energy security and facilitated the use of a 
less polluting fuel source. Projects utilizing natural gas helped improve energy security 
and facilitated the use of less-polluting fuel sources. PSOD invested in the development 
of offshore platforms and LNG production and export facilities in Indonesia, and the 
construction of an LNG import and regasification terminal in India with the objectives 
of adding capacity, increasing energy security by improving the fuel mix, and 
facilitating a switch to a cleaner fuel source of energy than coal. The Indonesia project 
increased capacity by 7.6 million tons of gas per annum and the India project 10.0 
million tons. While the Indonesia project mainly exports to the PRC and helped reduce 

                                                
61 Costs were higher than projected and regulatory-determined tariffs were lower than anticipated—both 

resulting in lower than expected revenues.  
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reliance on coal there, the India project helped increase the share of natural gas in India’s fuel mix from 8% in 2006/07 to 10% in 2011/12. Both investments had excellent 
EIRRs.  
 

2. Telecommunication Projects 
 

145. Telecommunications projects substantially increased access to mobile phone 
services in three developing member countries, particularly in rural areas. Of the four 
telecommunication expansion projects financed by ADB in Afghanistan, Bangladesh, 
PNG, and Solomon Islands, three have had tangible development outcomes. The 
supported companies expanded their network coverage in the main cities and in 
previously unserved areas, particularly rural areas, benefitting an additional 42 million 
subscribers. This made telephone services accessible to most of the population. In the 
late 1990s, Bangladesh had only one mobile phone service operator; service was limited 
to the capital city, Dhaka. Today, the network of the PSOD-supported 
telecommunications company covers about 90% of the country’s land area and 99% of 
the population. In Afghanistan, network coverage was similarly limited to only six cities 
and less than 13% of the population before ADB provided support. In 2013, the 
network covers more than 60% of the population in more than 230 major cities and 
towns.  
 

146. In PNG, before the ADB-supported telecommunications company launched its 
services in 2007, the government-owned mobile operator had less than 100 cell sites. 
At the time of ADB’s participation, the supported private telecommunications company 
had about 1.2 million subscribers, establishing its leading position with a market share 
of more than 80%. The ADB loan helped upgrade its systems and expanded its network 
coverage to more cell sites, increasing the penetration of high-quality, affordable 
mobile telecommunication services including in remote and previously unserved areas.  
The company’s subscriber base almost doubled in the following two years.  

 

147. In Bangladesh, cellular phone subscriptions per 100 inhabitants increased from 
0.2 in 2000 to 56.5 in 201162 and in Afghanistan from 2.3 in 2004 to 54.3 in 2011. 
Before PSOD-supported telecommunications company launched its services in PNG in 
2007, the cellular teledensity in the country was less than 5.0, this improved to 34.2 in 
2011.  
 

148. Improved access to mobile telephone services—not only the typical call and 
text messaging services but also other value-added services provided by the telecom 
companies—had significant social and economic benefits. Improved services including 
the typical call and text messaging services and other value-added services provided by 
telecommunication companies allowed users to (i) get better prices for their products 
or lower prices for supplies; (ii) save trips to the town center or city (to make a call or to 
inquire about prices); (iii) keep in touch with family and friends; (iv) get remittance 
details from family members working out-of-country; (v) get information on available 
jobs; (vi) get better exchange rates for remittances; and (vii) inquire about health-
related issues. In Afghanistan, payments of government salaries for police officers and 
teachers through mobile banking resulted in more reliable and timely transmission of 
funds. Police officers are now receiving their full pay, whereas previously, 30% of their 
salary was siphoned off by commanding officers. The payment of teachers via 
redeemable credits to their cellphones has replaced the physical transfer of school 

                                                
62 The number of mobile cellular phone subscriptions per 100 inhabitants is based on statistics compiled by 

the International Telecommunication Union http://www.itu.int/en/ITU-D/Statistics/Pages/default.aspx 

 

http://www.itu.int/en/ITU-D/Statistics/Pages/default.aspx
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payrolls in war-torn regions, which had previously resulted in the death of several 
couriers.  
 

149. Excellent EIRRs for the projects in Afghanistan and Bangladesh indicate 
significant contributions to economic growth. All of the projects have been doing well, 
financially as well. The company in PNG prepaid its outstanding loan to ADB.  
 

150. Employment effects were also substantial. The three project companies 
increased their number of employees by 6,110. Another estimated 400,000 people, 
many of them poor, depend on the phone companies for their livelihood by working 
for dealers, retailers, electronic reload and scratch outlets, suppliers, vendors, 
contractors, and other business partners of the companies. In addition, the project in 
Bangladesh provided income-earning opportunities to nearly 700,000 rural residents, 
including women, by accrediting them as village pay telephone operators (Box 3). The 
projects facilitated access to other economic opportunities and basic services in the 
three countries.  
 

Box 3:  Telecommunications Project in Bangladesh 
 
In the mid-1990s, telephone service in Bangladesh was in a very poor state. The country had one 
of the lowest teledensities in the world with less than one telephone per 100 inhabitants. The 
situation was worse in rural Bangladesh, with less than one phone per 1,000 inhabitants. The 
sector participants during this time were the government-owned Bangladesh Telegraph and 
Telephone Board, two rural service providers primarily offering pay telephone services in district 
centers, and a mobile phone operator. In 1996, the government granted three additional cellular 
service licenses.  
 
In January 1998, the Asian Development Bank (ADB) approved an equity investment and a senior 
loan for one of these companies. The project entailed the construction and operation of a 
nationwide cellular telephone system that would provide common cellular services in the main 
cities, and village pay telephone services in rural areas of Bangladesh. In January 2004, ADB 
approved another loan for an expansion of the company’s network. The project surpassed all of 
its operating and financial objectives, made a substantial contribution to the growth of the 
telecommunication industry, and increased private participation in the sector. With a high 
economic internal rate of return, its contributions to economic development were substantial. 
From its inception until December 2011, the supported telecommunications company paid taxes 
and duties totaling Tk245.2 billion ($3 billion).  
 Moreover, the project purposely promoted inclusiveness. Under the project’s village phone (VP) 
program, the company provides the cellular service, while an affiliate leases cellular phones to 
village entrepreneurs, who in turn sell telephone services to fellow villagers. The benefits of the 
program have been two-fold—it has provided earning opportunities for the rural poor who serve 
as VP operators,a while expanding telephone access to people in rural areas. Today, about 
700,000 VP operators are active in approximately 83,000 of the roughly 87,000 villages (95%) in 
Bangladesh. The number of VP operators continues to increase, but their incomes have been 
sliding due to lower call rates and margins, competition from other operators, and more people 
having their own phones as a result of lower handset and airtime costs. 
 
According to findings from a survey of VP users conducted for the project performance 
evaluation report, the program was perceived to have greatly improved their livelihood, earning 
opportunities, and well-being by allowing them to (i) get better prices for their produce and 
supplies;b (ii) save time and money by not having to travel (to make a call, conduct business, or 
visit family and friends); (iii) get remittance details from family members working out of the 
country; and (iv) inquire about health-related issues.c Most of the survey respondents also stated 
that phone services greatly improved their safety and security, contributed to poverty reduction, 
and empowered women in their village, although the project performance evaluation report 
found that the number of female VP operators was significantly lower than previously reported.d 
Another initiative of the telecommunications company to promote social development and 
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growth is its network of community information centers. Started in 2006, these centers offer 
low-rate but high-speed voice, data, and other communication services to previously 
unconnected people. There are currently 502 centers in nearly 450 upazilas (subdistricts) and 
plans to establish at least one center in each of the about 50 other upazilas. 
 
The project also contributed to environmentally sustainable growth. In 2007, the supported 
telecommunications company embarked on several climate change initiatives starting with the 
use of solar energy in its off-grid base transceiver stations (BTSs) or cell sites. By the end of 2011, 
it had 50 BTSs running on solar with work in progress for the installation of solar power in 
another 110 sites. Thus far, the move has saved around 598,000 liters of fuel, which translates 
into a reduction of more than 1,500 tons of carbon dioxide (CO2). In 2008, the company 
formally launched its climate change program. Its target is to reduce CO2 emissions by 40% by 
2015 from the business-as-usual situation (with 2008 as the baseline). Aside from the solar 
energy project in off-grid sites, climate change initiatives entail (i) replacing 7,272 BTSs with 
modern, energy-efficient equipment; (ii) consolidating core nodes from 40 to 20; and (iii) 
replacing 6,500 air conditioners in the BTS rooms with direct current ventilation systems. From 
these three initiatives, the company estimates savings by year-end 2011 of 125 gigawatt-hours of 
electricity and 83,000 liters of fuel, resulting in about 70,000 tons of CO2 reduction.  
 
In 2010, the company inaugurated its new headquarters, which it claims is the first true 
environment-friendly building in Bangladesh. The building’s pioneering cogeneration system 
allows generation of its own electricity and the use of by-product heat in absorption chillers for 
internal cooling of the building, resulting in energy savings of about 60% compared with 
traditional building systems. This means yearly energy savings of about 11 gigawatt-hours and 
CO2 reduction of 6,100 tons. The building also has a wastewater treatment plant that is saving 
up to 31% of regular water consumption, or about 12 million liters per year.  

________________________ 
 
a The VP program supplemented the household incomes of VP operators and allowed them to expand into 

other businesses, both related and unrelated to the mobile phone industry. 
b One of the supported company’s value-added services is a user-generated market where buyers and sellers 

are able to trade basic goods (e.g., rice, fish, motorcycles, used goods) from their mobile phones. 
c In 2006, the company launched a medical call center staffed by licensed physicians that gives the company’s 

mobile phone subscribers an opportunity to seek health-related advice or consultation through an 
interactive teleconference.   

d All 102 VP operators surveyed for this evaluation report were males, but in 91% of the cases, the VP 
account had been issued to one of their female family members. A likely explanation for this is that priority 
for becoming a VP operator was given to existing female microfinance clients.   

Source: Independent Evaluation Department 
 
151. ADB support for a water concession in South East Asia helped increase system 
efficiencies and access to improved water including for low-income and poor families. 
Only one of the two operational PSOD projects in the water sector had sufficient 
operational information during at the time of the review to assess development 
impacts.  ADB approved financing for a portion of the company’s capital expenditure 
program that sought to upgrade production facilities, rehabilitate and expand the 
distribution network, rehabilitate and expand household connections, and reduce 
unaccounted-for-water. The aim was to increase access to clean and safe water at a 
reasonable cost, and provided by a financially viable water utility. The main achievements since ADB’s engagement have been efficiency improvements, in 
particular, a reduction of the share of nonrevenue water; and an increase in customer 
satisfaction, particularly with regard to quality of the water supply.  The number of 
new connections increased while non-paying customers were disconnected. At 18,000, 
the number of new low-income customers grew faster than the number of middle- and 
upper-income customers, which was facilitated by a number of parallel initiatives.63  

                                                
63 The concessionaire connected several thousand households in deprived areas to the water network with 

the help of a program financed by the General Partnership for Output-Based Aid, which provided 
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152. While service expansions were largely in line with levels projected at ADB’s 
project approval, further network extensions have been curtailed by a number of 
factors including a disconnect between contractually agreed water charges and 
implemented tariff increases.64  Service coverage of lower income households is still 
very limited and further discouraged by incentive problems.65   
 
 

B. Contributions of Finance Sector Private Sector Operations to 
Inclusive Growth 

1. Small and Medium-Sized Enterprise Finance 
 

153. Funds provided under SME-related PSOD projects were small compared to the 
financing needs of small and medium-sized enterprises in the region. Data is not 
adequate to assess the number of SMEs assisted by PSO during 2000–2012, and to 
what extent supported financial intermediaries increased their SME lending. In 2010, 
PSOD started to systematically collect information on the number of SME borrowers 
supported by PSO, and related lending volumes financed from ADB proceeds. 
According to incomplete data obtained for eight intermediaries under ongoing PSO, 
11,436 SME borrowers received $214.5 million during 2010–2012.66 This is small 
compared with estimated outstanding credit volumes of about $2,200 billion–$2,700 
billion for the estimated 14 million–20 million formal SMEs operating in the DMCs, and 
estimated unmet SME credit needs of about $300 billion–$400 billion.67 The same is true for PSO contributions to SMEs’ capital needs. The 13 PSOD-supported private 

                                                                                                                                
postcompletion subsidies for both the distribution network capital expenditure and customers’ connection 
fees. The water is bought by communities at a low tariff. A few master meters  were set up for informal 
settlers, but connecting informal communities to the city’s water pipelines has been a challenge because 
many are living on the land illegally and piping water to these communities would formalize their rights. 
The concessionaire also improved water supply for several thousand customers in nonconnected poor 
areas through the use of water kiosks. 

64 While the concessionaire collects payments from consumers on behalf of the government, it is paid a flat 
inflation-adjusted water charge per cubic meter of delivered water to ensure a contracted rate of return 
under its concession agreement, with the public contracting agency making up the difference when water 
charges exceed tariff revenues. With expected tariff increases not materializing due to public resistance, 
this has resulted in large shortfalls for the public contracting agency, which has withheld water charge 
payments to the concessionaire.  In light of the uncertain timing of payment, the concessionaire in turn 
scaled back its capital expenditure program. 

65 Firstly, payment to the concessionaire by volume of delivered water favors new connections in areas that 
are comparatively easy to access and consume the most water, typically not areas inhabited by the poor. 
Secondly, the public contracting agency has few incentives for encouraging connections to poor 
households as it has to effectively pay the inherent subsidies for low-income consumers when it could be 
making profits from high-end consumers, whose tariffs are higher than the water charge payable to the 
concessionaire. The tariffs for social institutions, public hospitals, and very poor households, which 
together account for less than 1% of all connections, as well as tariffs for low-income households (about 
20% of all connections) are cross-subsidized by high tariffs collected from high-income customers, 
commercial consumers, and high-rise buildings (accounting for about 29% of connections). The tariff for 
poor customers is less than one-tenth of the water tariff for more affluent consumers. The latter is still 
lower than the costs of alternative sources of water for the poor. 

66 The disbursement and maturity dates for each ADB loan were used to determine if the ADB loan was closed 
or outstanding for each year. Based on the number of ADB loans outstanding for each year, the ratio of 
transactions for which PSOD is collecting SME data is 62% (2010), 80% (2011), and 100% (2012). Amounts 
of SME loans were estimated using the following formula: Outstanding ADB exposure in year A * 
365/average term in days in year X. Number of SME loans were estimated using the following formula: 
Amount of SME loans extended in year A/average amount of SME loans in year X.   

67 Most of the estimated 250 million–300 million MSMEs in ADB DMCs are micro- or very small businesses. P.  
Stein, T. Goland, R. Schiff. 2012. Two Trillion and Counting: Assessing the Credit Gap for Micro, Small, and 
Medium-Size Enterprises in the Developing World. Washington, DC. 
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equity funds with explicit SME development objectives have invested $739 million in 
150 companies.68  
 

154. In addition, PSOD, under its ADB’s Trade Finance Program (TFP), supported 
2,785 SME transactions during 2009–2012. In 2012 alone, 1,577 transactions, valued 
at $407 million, were financed. As the TFP will be subject to a stand-alone in-depth 
evaluation next year, it has not been assessed by this study. 
 

155. The impact of PSO on access to finance is unclear. The rationale provided by 
PSOD for its support for SME financing was to expand access to finance for 
underserved market segments. Since overall levels of SME credit provided by financed 
intermediaries did not necessarily increase as a result of PSOD’s support (see para. 165), 
it is likely that the number of new SME borrowers for each institution did not expand 
substantially either. Data on first-time borrowers was not available from supported 
financial institutions. Based on an IED survey of 150 randomly selected SME borrowers 
of eight ADB-financed banks in four countries, 53% of borrowers indicated that they 
had previously received funding from banks, and 7% had received funding from MFIs, 
finance companies, or credit cooperatives prior or at the time of the loan from the 
ADB-supported intermediary. Although findings cannot be extrapolated to the rest of 
the portfolio, findings are nevertheless indicative of many supported SME beneficiaries 
already having access to formal finance. In comparison, about 90% of the 54 IED-
surveyed investee companies of nine ADB-supported private equity funds had prior or 
concurrent access to other formal sources of finance, mostly from banks, although 
most did not have access to external capital. Of the respondents, 66% of SME 
borrowers and 78% of private equity fund investee companies stated they had received 
sufficient amounts of financing at the time they obtained financing from ADB-
supported intermediaries. With regard to improved access to finance subsequent to the 
bank loan or private equity fund investment received from the ADB-financed financial 
intermediary, the profile of external financing sources for SME borrowers was very 
similar to the situation before they received funding from the ADB-financed 
intermediary. Other survey findings indicate some, but by no means general 
improvements in financing terms and access to other services for SME borrowers.69

  

 

 156. SME-related private sector operations did not facilitate access to finance for the 
poor and their entrepreneurial endeavors, but mainly financed non-poor groups with 
small businesses. The average size of loans extended by banks and leasing companies 
financed by ADB with SME-related objectives during 2010–2012 was $18,755 (ranging 
from $2,869 for one bank in Central Asia to $30.8 million for another  bank in Central 
Asia), which is above the financing needs of microenterprises operated by the poor 
considering national income poverty lines. Average loan sizes by far exceeded annual 
income levels of the poor. Only 5% of IED-surveyed SME borrowers had loans below 
$10,000, which could conceivably support enterprises of people at the bottom of the 
pyramid including the poor or vulnerable. Almost 50% of the loans were in the range 

                                                
68 Another 17 private equity funds supported by ADB invested $2.4 billion in 155 companies. With average 

fund investments of about $15.0 million, most of their investee companies are large enterprises rather 
than SMEs.  

69 With regard to any changes in lending terms, the IED survey found that 38% of SME borrowers considered 
that the interest rate for their loan from the ADB-supported financial institution was lower than the rate 
they had to pay elsewhere, for 33% the loan amount was greater, and for 19% the loan maturities were 
longer than what they could get elsewhere, while 19% appreciated that the financial institution demanded 
less collateral.  With regard to maturities, the findings are consistent with literature findings on the relative 
importance of the availability of working capital rather than long-term financing for SMEs.  In addition, 
23% of surveyed SME borrowers stated that the ADB-supported financial institution provided other 
financial services to them, as well as business advisory services (17%) and introductions to new customers 
or suppliers (7%).   
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of $10,000–$99,999, and another 30% in the range of $100,000–$999,999, indicating 
that most loans supported small businesses. An analysis of the employment number of 
supported SME borrowers confirms this finding. Of the SME borrowers, 31% had less 
than 10 employees and 45% had 10–50 employees. None had more than 250 
employees. The distribution varied somewhat among countries in line with country 
characteristics. It is important to note that none of the project documents claimed that 
SME-related PSO would focus on the poor. 
 

157. The majority of investee companies of ADB-supported private equity funds with 
SME objectives were of considerably larger size with only 2% of the 99 investee 
companies for which employment information is available from PSOD’s Private 
Investment Securities Management System (PRISM) database having less than 10 
employees. Another 33% were SMEs with 10–250 employees; 18% employed 251–500, 
and 47% had more than 500 employees. In comparison, 71% of investee companies 
supported by private equity funds without any SME development objectives had more 
than 250 employees. These figures are similar to results of an IED survey of SMEs 
funded by ADB-supported private equity funds.70 The average investment by SME-funds 
in investee companies was about $5 million, whereas the average investment in the 
non-SME funds was $15 million. 
 

158. A number of supported financial institutions increased their outreach in rural 
areas despite a lack of related project objectives. The main geographic focus of ADB-
supported financial institutions was on urban areas. Rural lending exceeded 20% of 
total lending for only 29% of supported intermediaries. Although only four PSOD 
projects had explicit objectives with regard to expanding finance sector outreach to 
underserved geographic areas, 10 of the 15 PSOD-supported banks and leasing 
companies that responded to the IED questionnaire actually reported increases in 
lending to rural or economically disadvantaged areas in Armenia, Azerbaijan, Georgia, 
Kazakhstan, Mongolia, and Viet Nam. For six of these financial institutions, lending to 
rural areas grew faster than other lending. Interestingly, although all four financial 
institutions supported under projects with rural outreach objectives for which data are 
available, registered increases in rural lending, only one of these reported a 
disproportionate growth in rural lending. Less than 10% of private equity fund investee 
companies were located outside major economic centers.   
 

159. While enhanced access of women to finance was not a stated objective for any 
SME-related private sector operation, a number of supported institutions, nevertheless, 
increased lending to female clients. Eight of the 15 PSOD-supported banks that 
responded to the IED survey, collected data on the gender of their customers. Of these, 
88% reported increases in lending to female customers and 63% above average 
increases of annual loan growth rates. The financial institutions with the biggest 
increases had special lending strategies and products for this market segment. 
Nevertheless, with the exception of one institution, the share of lending to female 
clients still represented less than 20% of total lending in 2012 suggesting potential for 
growth. While PRISM does not systematically collect gender data for private equity 
fund investee companies, 57% of IED-surveyed investee companies stated that they had 
female shareholders. 
 

160. Employment effects of PSOD-support for financial institutions are unclear. As 
most loans to financial institutions are structured as corporate rather than financial 
intermediation loans, PSOD did not collect any data on employment and other SME 

                                                
70 The survey found that in the first year of receiving finance, none of the investee companies had less than 

10 employees, 18% had between 10 and 250 employees, 25% employed between 251 and 500 people, 
and 58% had more than 500 employees. 
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development impacts. In transition economies that received the major share of ADB 
support for financial intermediary lending to SMEs, net job creation has been largest in 
private SMEs rather than larger current or former state-owned-enterprises. Therefore, 
financial support for SMEs in these countries has likely helped increase employment. 
IED-surveyed SME borrowers of financial institutions supported by ADB reported small, 
but positive changes with respect to employment, although the number of female 
employees or employees who had not finished secondary education did not keep pace 
with total reported employment increases. SMEs also reported increases in the 
employment in associated companies selling and buying from them.  
 

161. PSOD-supported private equity funds had mainly indirect impacts on the poor 
through employment effects, although the majority of new jobs created were for the 
non-poor. According to incomplete data collected by PSOD from fund managers, ADB 
financial support of more than $443 million helped create more than 285,000 jobs in 
171 of the 252 investee companies for which data was reported. Job creation was 
significantly higher than that reported by IFC for equivalent investments for its private 
equity fund portfolio.71Accurately assessing the number of jobs created for the poor 
and vulnerable is difficult, as PSOD only tracked data for highly skilled workers. About 
13% of jobs created within investee companies were for such employees, with the 
balance distributed among skilled, semiskilled, and unskilled workers. About a quarter 
of all private equity fund investments were in industries or sectors that mainly employ 
unskilled or semiskilled workers, including the poor. An IED survey of 10 fund managers 
overseeing 10 of the 23 private equity funds invested by ADB found that about 70% of 
investee companies employed some unskilled labor.  
 

162. A more detailed analysis was undertaken for the PRC and India, which 
accounted for 80% of investments received from ADB-supported private equity funds. 
In India, almost half of the investments were made in infrastructure-related companies, 
which outside the transport sector do not employ many poor. Only 11% of investments 
were in labor-intensive industries, while 19% were for capital-intensive industries. 
Another 20% of fund investments were invested in sectors primarily involving 
professional services. This is reflected by the high investment per employee of $10,292 
on average, compared with $4,951 for investee companies in the PRC. While 
investments in such sectors will help growth through innovation, the promotion of 
labor-intensive industries, particularly manufacturing, is seen as critical for absorbing India’s labor force going forward and for achieving more inclusive growth. In 
comparison, in the PRC, increases in overall employment that are needed to absorb 
labor from rural areas where poverty is high will depend on an expansion of the service 
sectors including labor-intensive service industries. Less than 2% of ADB-supported 
private equity fund investments were invested in such industries; 15% in professional, 
educational, and financial service industry and trade; and about 40% in the—at least 
for the PRC—more traditional industries of agribusiness, food processing, 
pharmaceuticals and other manufacturing, as well as capital-intensive industries. 
Another 34% were allocated for renewable energy and environmental industries.  
 

163. The 10 IED-surveyed fund managers of PSOD-supported PE funds with SME-
related objectives indicated that 18% of investee companies also provided goods or 
services for the poor and vulnerable, defined as having incomes of less than $3 a day. 
Examples include the production of white goods (household appliances) for rural areas 
in the PRC, of low-priced instant noodles for the rural market in Indonesia, and of fish 
meal for farmers in Viet Nam. 

                                                
71 The average investment per employee by investee companies financed by PSOD-supported private equity 

funds was $6,341, compared with $14,000 for IFC-supported funds. IFC. 2013. IFC Job Study: Assessing 
Private Sector Contributions to Job Creation and Poverty Reduction. Washington, DC. 
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164. The impact of private sector operation on the performance of funded SMEs and 
other enterprises has been mixed. Little systematic information is available on changes 
in the financial performance of SME clients of ADB-financed intermediaries. While 27% 
of IED-surveyed clients of financial institutions supported by ADB reported decreases in 
their profitability, 21% reported small annual increases of less than 5%, 14% increases 
of 5%–20%, and 37% increases in excess of 20%. Although this would imply positive 
financial performance of most clients, two-thirds of surveyed borrowers did not answer 
this question, which limits the interpretability of obtained data. Most SME respondents 
identified concurrent increases in the revenue of their suppliers, distributors, retailers, 
and service providers, implying some backward and forward linkages with other 
businesses in the economy.  
 

165. For private equity funds, PSOD collects data on the financial performance of 
investee companies. According to the latest reported data for 228 companies, 71.5% 
were profitable with below average performance by agribusiness, energy, environment, 
information technology, nonfinancial professional services, and telecommunication 
companies.  
 

166. The catalytic effects of SME-related private sector operations with regard to 
increasing the availability of SME finance have been mixed.  Based on feedback from 14 
financial institutions and evaluation reports for two more institutions supported by 
ADB with the stated objective of improving access to SME finance, 38.5% expanded 
their small business portfolios in absolute terms and 25% relative to other business 
segments, while for 38.5% of supported intermediaries lending to small businesses did 
not grow. In comparison, 80% of the five banks supported, without stated SME 
development objectives, increased small business lending in absolute terms and 40% in 
relative terms. Most of the surveyed banks stated that ADB assistance did not affect the 
larger market for SME financing in part because of continued unresolved enabling 
environment issues affecting effective credit demand.  
 

167. ADB’s investment of $141 million in the 13 SME-focused funds leveraged $598 
million from other fund investors plus at least an additional $349 million in equity from 
other sources. The financial performance of ADB-invested funds does not appear to 
have improved much in recent years (8 of the 13 funds have adequate interim rates of 
return, albeit mostly below return targets stated at project approval). However, fund 
managers stressed the lack of appropriate enabling environment conditions, such as 
the lack of availability of appropriate talent to assist portfolio companies, volatile 
nature of regulations, and currency devaluation as major issues affecting the 
performance and, therefore, attractiveness of SME-focused private equity funds.  
 

168. Overall, ADB investments of $501 million in 37 private equity funds mobilized 
$2.8 billion from other fund investors plus at least another $1.7 billion in equity from other sources for a total of 325 companies. Nevertheless, ADB’s market development 
impact has likely been small considering the large amount of funds invested in other 
private equity funds in the DMCs, particularly in the PRC and India, the main recipients 
of ADB-supported fund investments. During 2003–2012, 424 private equity funds, 
which entirely focused on the PRC, were closed raising $96 billion. In India 150 single 
country funds were closed with committed funds of about $23 billion. In addition, 37 
dedicated country funds for another 11 DMCs (compared with dedicated ADB-
supported funds for 3 DMCs) included 17 funds targeting Viet Nam. PSOD investments 
are not likely to have helped catalyze additional private equity funds beyond follow-up 
funds by the same fund managers, also considering the less than satisfactory returns 
for most supported funds. 
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2. Microfinance 

169. Dedicated microfinance private equity funds were effective in increasing access 
to finance for the poor, rural areas and women. ADB financed four microfinance 
projects including two investments in specialized private equity funds in 2004 and 
2010. The two funds have sought to promote the sustainable growth of regulated MFIs 
and small business banks targeting micro and small enterprises through the provision 
of equity and advisory services.  
 
170. The first fund financed seven institutions with ADB support, some of them 
relatively new, others were quite established. The number of borrowers of institutions 
financed by the first fund increased significantly for most investees since 2004. Average 
loan sizes ranged from about $100 in the case of a micro-financier to more than 
$5,000 for the small business banks, not only reflecting country differences, but more 
importantly, the different business focus and nature of investee institutions. 
Nevertheless, the institution with the largest customer base was an MFI with a strong 
pro-poor orientation, which implies that most project beneficiaries were from poor and 
vulnerable groups. The majority of financed institutions have had good operating and 
financial self-sufficiency and the fund has produced adequate returns for its investors. 
 

171. The second fund has been following a similar investment strategy as the first 
fund. Two of its investments in South and West Asia are MFIs with a predominant 
clientele of microenterprises operating in rural and poor urban areas with average loan 
sizes of about $200. The third investment supported by ADB is expected to help a bank 
grow its SME business. The performance of the second fund cannot be fully assessed 
yet, but supported institutions have been doing well and expanding their operations.  
 

172. The first fund did not specify any criteria for investee institutions in terms of 
geographic outreach or lending to female entrepreneurs, whereas the second fund 
does. While no data is available for rural lending activities, all investee institutions 
supported by the first fund increased their presence in rural areas. The share of female 
borrowers varied from 36% to 86%, with four of five institutions with available data 
having a majority of female clients. The share of female borrowers actually decreased in 
two cases since 2004, while increasing in two other cases. In comparison, the share of 
female borrowers of institutions supported under the second fund ranged from 25% to 
89%. No relevant data were available for one of the investee institutions. Overall, the 
majority of clients of institutions supported by both funds were female.  
 

173. PSOD, the fund managers, or most of the invested financial institutions did not 
systematically collect data to assess the socioeconomic impacts of enhanced access to 
finance for microfinance clients.  
 

174. IED interviewed three financial institutions invested in by the two private equity 
funds that received financing from ADB. One of the institutions in Central Asia is 
actually a commercial bank, but was chosen with the objective of increasing its lending 
to small businesses. In comparison, an invested institution in India is a rapidly growing 
MFI that is primarily operating in the Northern region, which has a comparatively short 
history of commercial microfinance. It primarily provides finance to poor rural 
customers. Another invested MFI in India was a well-managed institution with a 
microfinance approach conducive to maximizing development impacts, but has been 
affected by the recent Indian microfinance crisis that resulted in the indiscriminate 
default by borrowers in Andhra Pradesh. Despite its recognition as a best practice MFI, 
it has been doing poorly commercially for reasons beyond its control. More details on 
their business models, operations, and benefits derived from fund support are shown 
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in Box 4. The feedback obtained by IED highlights the importance of combining 
financial support with advisory services to achieve desired development outcomes.   
 

175. In general, despite their expertise and experience, fund managers had difficulty finding suitable MFIs to invest in, given the funds’ dual commercial and development 
objectives. Most MFIs and small business banks were comparatively well established 
with several years of successful operations before qualifying for an investment by the 
ADB-supported funds. To achieve similar operations and become attractive for 
commercial investors, other MFIs in the region need access to advisory services and 
seed funds to subsidize the start-up period of several years.  
 

176. The 2010 microfinance crisis in India highlighted the potential perils of 
commercialized microfinance. Although the recent microfinance crisis in India was 
triggered by the approval of new microfinance regulations in Andhra Pradesh that o, it 
has many underlying causes. The highly successful initial public offering of SKL, a 
microfinance company, drew many new investors into the market. They were largely 
financed by commercial banks that were encouraged by low returns in other business 
areas and Reserve Bank of India priority sector lending requirements. Hundreds of new 
MFIs were seeking to rapidly build market share in an underregulated, unsupervised 
industry at the expense of solid credit appraisal and credit information, often using 
external agents to recruit new clients weakening internal control mechansims. The 
situation led to unchecked multiple borrowings by clients from different institutions 
and overindebtedness. Pressure was exerted on clients who could not repay on time, 
resulting in several highly publicized suicides. After the effective debt moratorium in 
Andhra Pradesh where collection rates dropped to less than 5%, collections started to 
deteriorate in some of the other states as well, particularly those that had experienced 
large increases in microfinance over a short time. Many MFIs have since come under 
severe distress and Indian banks greatly reduced lending to surviving MFIs, forcing 
them to curtail their operations.   
 

177. The crisis has brought about tighter regulations and policies including 
provisions related to customer profiles, qualifying asset criteria, and interest rates. The 
cap on interest rate margin limits will likely reduce access by high-risk borrowers such 
as the very poor or borrowers in interior rural regions, as MFIs are unlikely to take on 
any uncompensated risks. MFIs seem to be shifting their business model from group 
lending, which has been used to reach female clients, to more individual loans. The 
Indian experience shows potential pitfalls of inclusive business concepts where 
commercial objectives clash with poverty reduction objectives, and high-profit 
expectations of investors are not in line with the nature of the business. It also shows 
that extra care needs to be taken by regulators and industry when dealing with poor, 
uneducated, and financially illiterate clients who can easily become destitute if their 
economic activities fail. Nevertheless, it is also worth noting that the microfinance 
industry globally has generally performed well as reflected by low default rates.  
 

178. The PSOD-supported microfinance guarantee facility helped Indian 
microfinance institutions maintain access to funding in the aftermath of the country’s 
microfinance crisis. The facility primarily intends to support greater financial access for 
the underserved poor in the DMCs by guaranteeing up to 50% of participating financial intermediaries’ exposure to MFIs. All of the 12 guaranteed institutions are Indian MFIs 
that are actively targeting female borrowers in rural areas, who account for most of 
their more than 9 million clients. Average loan sizes of these institutions ranged from 
$100–$240 reflecting their grassroots pro-poor orientation. The facility is helping them 
to maintain funding from Indian banks during the recent crisis, although one continues 
to struggle financially and a couple curtailed new lending. 
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179. Not all of PSOD’s microfinance support was relevant or effective. The 2007 
micro and small enterprise financing facility was to provide loans to at least three banks 
in Armenia, the Kyrgyz Republic, and Tajikistan, which include small businesses as client 
targets. However, only $3 million of the approved $20 million were disbursed due to 
difficulties in processing a series of small transactions in a timely manner and a lack of 
risk appetite for the facility. One reason was the 2008/09 economic crisis, which 
reduced lending and related to this the need for funding by the banks originally 
targeted under the facility. The only recipient bank, a small business bank, increased its 
number of borrowers from less than 30,000 in 2004 to more than 70,000 in 2011. It 
does not collect any data on female clients, nor does it have any specialized lending 
products for them. Its lending in rural areas increased to a lesser extent than the rest of 
its portfolio, while its small business lending kept pace with general increases in 
lending. The average loan size per borrower grew substantially from $565 in 2004 to 
$2,235 in 2011. Although unlikely to be among the country’s poor, most of its 
borrowers can still be classified as micro or small enterprises. 
 

Box 4: Examples of Institutions Invested by ADB-Financed Microfinance Private Equity 

Funds 
 
Microfinance Institution (MFI) “A” in India. This MFI established by a livelihood promotion 
institution believes that microcredit by itself is helpful for enterprising poor people in 
economically dynamic areas, but that less-enterprising poor households have to cope with 
greater risks and therefore need to start with savings and insurance before they can benefit from 
microcredit. In less-developed regions, it therefore provides complementary agricultural and 
business development services (such as input supply, training, technical assistance, market 
linkages) to organized groups of farmers in addition to microfinance. The fund’s investment and 
TA helped the MFI grow. The supported micro-lender’s assets peaked just before the MFI crisis in 
India, and it had well above one million active borrowers when the fund exited. But since the 
crisis, most of its loan exposure to Andhra Pradesh had to be written off, which eliminated its 
entire capital. As a result, new lending has been greatly reduced and the number of active 
borrowers declined to significantly. The MFI’s bank debt has been restructured. It has been 
readjusting and seeking to expand its lending to regions not affected by the crisis, while 
curtailing operations in Southern states; 80% of its lending is outside the main economic centers. 
In rural areas where the MFI mostly operates, competition is limited (one or two MFIs). Almost all 
of its loans are smaller than Rs25,000 implying that most of the customers are the poor and very 
poor.  
 MFI “B” in India. About 90% of its nearly 500,000 borrowers were women accounting for about 80% of total loans. All of the MFI’s lending is in Northern India—about 75% of the total portfolio 
is rural and 25% urban. It is targeting the poor and vulnerable—84% of its borrowers had annual 
household incomes of less than Rs60,000 and the remainder incomes in excess of Rs60,000 up to 
Rs120,000. Unusual for an MFI, it has mainly provided loans on an individual rather than a group 
basis. Lending is only for productive activities. Most of its borrowers are self-employed and get 
help from family members in their economic activities. The MFI estimates that, on average, two 
jobs are directly generated by every loan. As the microlender had disbursed 254,032 loans in the 
12 months preceding September 2012, about 500,000 jobs would have been generated during 
that period. Facilitated by its business focus on Northern states, which have not been as much 
affected by the MFI crisis, the institution remained profitable (albeit less so) and expanded its 
operations significantly after the 2010 crisis. The MFI noted several benefits of working with the 
ADB-supported fund manager including receiving assistance for improving financial 
management, risk management, corporate governance practices, product design, and advice on 
fund raising. ADB’s new microfinance credit guarantee program is expected to facilitate funding 
from regional banks. 
 
Bank in Central Asia. After the fund’s investment, deposits have increased by more than 30% 
every year. The bank sees itself as the market leader in small and medium-sized enterprise 
lending. However, while the micro, small, and medium-sized enterprise portfolio has grown 
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substantially in absolute terms, it is unclear whether the share of micro, small, and medium-sized 
enterprise loans has also grown in relative terms, as some of its medium-sized clients have grown 
into larger firms. Nevertheless, average loan size decreased from $4,493 in 2007 to $3,887 in 
2012. Competition has led the bank to start lending outside of the capital; lending in the main 
cities has grown significantly, thus overshadowing growth in rural areas. No specific targets were 
set for female borrowers but the number of women among its clients and their employees were 
tracked at the request of another multilateral investor. The share of female customers increased 
from 26% in 2007 to 36% in 2012. 
 
The investee bank has innovated on financing products and noted that other commercial banks 
in the country come to them to learn about their procedures and methods. The fund manager 
helped improve the bank’s operations through board membership and advisory services 
strengthening credit and other processes over 5 years, with long-term hands-on help from an outside consultant. The bank’s management also noted that they were able to attract additional funding from other development finance institutions and private investors after the fund’s investment. Its investment helped lower the bank’s cost of financing by improving its risk profile. 
 
Source: Independent Evaluation Department. 

 
 

3. Housing Finance 

180. PSOD projects helped improve access of the non-poor low and middle-income 
groups to housing finance. PSOD housing finance projects sought to help reduce 
housing shortages by supporting the development of mortgage markets, including via 
an investment in a mortgage guarantee company, the provision of financing for the 
acquisition of nonperforming mortgage portfolios, and the provision of financial 
support to housing finance institutions. The latter generally resulted in increased access 
of mainly lower and middle-income groups that were previously underserved. However, 
ascertaining any direct inclusion effects is difficult as beneficiary  incomes were well in 
excess of poverty thresholds and housing properties were located in urban and semi-
urban areas (PSOD did not identify this as a benefit). Nevertheless, the improved 
availability of housing finance is likely to have contributed to increased construction 
activity, which in turn created employment, particularly for the poor, as well as other 
economic linkages. However no data were collected to confirm and quantify such 
impacts. The two evaluated projects provide little evidence of demonstration effects of 
ADB support beyond the company, although a financed intermediary in South Asia did 
pioneer a mortgage assessment process for nonsalaried professionals and the self-
employed with small businesses in the country. A mortgage guarantee company, which 
seeks to broaden home ownership by allowing lower down payments on new homes 
and facilitating risk transfer from and capital relief to mortgage lenders, has been 
delayed due to a change in strategic partners. Supported asset resolution efforts had 
no discernable positive impact on low-income housing, in part because one of the 
projects that involved the disposal of low-income housing units of delinquent 
borrowers ran into problems due to unresolved enforcement issues. 
 

4.      Other Finance Sector Support 
 

181. Direct PSOD investments in financial institutions contributed to market 
development, while support for securitizations did not. Other finance sector support 
primarily comprised investments in financial institutions and market infrastructure. 
Direct investments in private sector banks and specialized financial institutions in 
Afghanistan, the PRC, India, and Mongolia helped them expand their operations 
(including to small businesses or rural areas), business products, processes, and systems 
through improved access to funds and strengthened corporate governance standards. 
In particular, investments in and Afghanistan commercial bank and an infrastructure 
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financing company in India facilitated market development, while other investments 
likely increased competition. These investments contributed to economic growth 
through enhancements in financial market efficiency and soundness.72 An investment in 
a credit information bureau in the Philippines that had potential to contribute to 
improving access to finance was canceled due to new legal restrictions on multilateral 
development bank investment.  
 

182. The track record of transactions that sought to expand capital markets and 
enhance their efficiency has been mixed. The of investments in market infrastructure, 
such as the capital markets central depository in a South Asian country  or a 
subsovereign credit guarantee corporation in Southeast Asia have been effective, 
although full economic benefits will also be dependent on changes in other market 
determinants including governance practices and the quality of market regulation and 
supervision. Support for securitizations has been less than effective overall due to a lack 
of progress in the development of required legal and regulatory frameworks.  
 

183. Under the TFP, PSOD also increased the availability of trade finance for 
enterprises, mainly in frontier countries. TFP supported over $12.1 billion of trade 
through 5,061 transactions during 2009–2012.  In 2012 alone, TFP supported around 
$4 billion in trade, taking around $1.6 billion in risk.   
 

C. Contributions of Private Sector Operations to 
Environmentally Sustainable Growth 

184. The few projects with environment objectives that have started operations 
include renewable and clean fuel projects.  
 

1. Renewable Energy  

185. Completed projects experienced shortfalls in anticipated outputs.  Based on 
findings for three of the four projects now operating, actual generation output has 
been about 10%–23% less than anticipated mainly due to insufficient wind in two of 
the project locations and grid curtailments, which also reduces the CO2 savings (Table 
12).  
 

Table 12: Changes in Annual Output of Wind Farms, Estimate in Approval Document 
versus Actual  

 

 
Envisaged Actual Change in 

Project 
Capacity Factor 

(%) 
Capacity Factor 

(%) 
Capacity Factor  

(%) 
Subproject 1.1 30.8 21.7 (29.5) 
Subproject 1.2 26.3 23.4 (11.1) 
Total Project 1 28.8 22.3 (22.7) 

    Subproject 2.1 23.4 17.8 (24) 
Subproject 2.2 23.4 23.0 (2) 
Subproject 2.3 … 17.9 (23) 
Total Project 2 23.4 21.2 (10) 
    Project 3 30.7 25.4 (17.3) 

... = data not available, ( ) = negative. 
Source: Independent Evaluation Department  

 

186. Nevertheless, the projects are expected to make positive contributions to 
sustainable economic growth, as reflected in recalculated EIRRs that with one exception 

                                                
72 Supported institutions had above-average financial performance and prudential ratios in their respective 

countries.  
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exceed the hurdle rate of 10% on the assumption that economic benefits arising from 
GHG emission reductions are in line with values used at appraisal that were based on 
the carbon emissions market price projections. Although the market is currently defunct 
and prices temporarily came down to less than a dollar, appraisal values would appear 
to be a conservative estimate when compared with the potential social cost of carbon. 
The social cost is intended to be a proxy for the direct effects of carbon emissions on 
the economy, and considers factors such as net agricultural productivity loss, human 
health effects, property damage from sea level rise, and changes in ecosystem services. 
It is difficult to estimate; median estimates of available studies vary from a value of $13 
per ton of CO2 to more than $50, depending, among others, on the pure rate of time 
preference.73 If economic benefits arising from GHG emission reductions are priced at 
their appraisal values, the average EIRRs for completed PSOD renewable projects are 
significantly lower than for conventional energy projects, particularly those involving 
natural gas, which are above 20%. An improved use of comparators and capture of 
social costs of carbon and non-GHG pollutants would narrow the differences in 
economic viability for renewables and conventional power generation projects in the 
supported DMCs. Renewable projects also contributed to the DMC energy security 
objective by diversifying the fuel mix.  
 

187. The catalytic effects of renewable energy private sector operation varied.  
Several private sector renewable energy investments were in place for hydro, wind, 
waste and biomass, and solar in the PRC and India, the main recipients of related ADB 
financing. Wind power had already been proven technically and commercially on a 
larger scale in these two countries, although it was relatively new to Pakistan and 
Thailand, the other two DMCs supported by PSOD in this area. Nevertheless, India has 
had several larger-scale private investments subsequently to the PSOD-supported 
project. In comparison, the demonstration effects of PSO involving solar power will 
likely be much higher, as this technology has not been extensively utilized in any of the 
recipient countries. In Thailand, eight private solar power projects are now in place 
following the PSOD investment, although only one is larger than 50 MW. 
 

2. Other Environment Projects 

188. Natural gas projects were affected by price distortions. PSOD financed 
municipal natural gas distribution networks in two countries in East and South Asia. 
The clean fuel project in the South Asia sought to improve ambient air quality by 
switching customers in the transport sector in the target city  and surrounding towns 
from diesel and gasoline to clean-burning compressed natural gas; and commercial, 
industrial, and domestic users of piped natural gas from liquefied petroleum gas to 
piped natural gas. While the project generally performed well with an excellent EIRR  
given the higher than expected vehicle conversion rates (19,500 vehicles as of 2012), 
the implementation of the piped natural gas component stayed somewhat below 
projections due to the continued subsidization of liquefied petroleum gas, which 
slowed the conversion of customers to piped natural gas. The EIRR for the investment 
in East Asia was also excellent. ADB financing resulted in an extension of natural gas 
distribution pipelines in five municipalities by 2,323 kilometers facilitating an increase 
in new residential and industrial connections resulting in a GHG emission reduction of 
approximately 634,000 tons of CO2 per year. 
 

189. PSOD’s investments in natural gas distribution followed many similar 
investments  in both countries by private sector investors, which first occurred several 

                                                
73 R. S. J. Tol. 2009. The Economic Effects of Climate Change. Journal of Economic Perspectives 23(2). pp. 29–

51; and K. Hamilton and J. Stöver. 2012. Economic Analysis of Projects in a Greenhouse World. Policy 
Research Working Paper Series 6117. Washington, DC: World Bank. 
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years earlier.  Actual investments in the natural gas subsector in the East Asian country 
started to decrease in 2006 due to pricing issues, the same year as the PSOD 
investment.74 Similarly, the project in South Asia could not catalyze subsequent 
investments in natural gas distribution.  
 

190. With regard to energy efficiency projects, PSOD supported a district heating 
company in the PRC, a cement company in Central Asia, and two financing facilities in 
South Asia and East Asia that sought to provide industrial end-users with funds to 
finance energy efficiency projects. None of the three PSO energy efficiency and 
conservation investments made during the study period have had sufficient data on 
operations yet to gauge business success or economic and environmental benefits.  
 

191. PSOD equity investments in most of the 13 dedicated funds that aimed to 
promote clean energy, energy efficiency, and renewable energy have yet to meet 
performance targets expected at time of approval.   None of the supported funds have 
yet succeeded in raising targeted fund volumes. Less than half of the envisaged total 
funds of more than $2.2 billion have been realized. This was in part due to emerging 
issues related to lack of progress on international climate talks, the collapse of the 
Clean Development Mechanism market, uncertainties with regard to the sustainability 
of policy incentives, and problems experienced by the PRC solar energy industry, which 
deterred investors. Funds have invested $349 million of the $933 million in total funds 
raised so far. The funds invested $313 million in 49 companies in renewable and other 
clean energy industries, mainly in the PRC, as well as India, the Philippines, and 
Thailand; and $36 million in nine renewable energy generation projects (wind and 
small hydro), in Cambodia, India, the Lao PDR, the Philippines, and Viet Nam. Invested 
clean energy industries included investments in the manufacturing of light-emitting 
diodes, energy-saving equipment, photovoltaic products, wind turbines, electrical 
transport applications, waste recycling technology, sewerage treatment technology, 
biomass technology, energy storage systems, and energy performance contracting 
services. Financial performance of the funds has been mixed and below approval 
expectations. 
 

D. Development Impact and Investment Profitability 

192. To assess any trade-off between development impact, in particular potential for 
contributions to inclusive and environmentally sustainable growth, and investment 
profitability, IED analyzed all 44 available evaluation reports for PSO approved after 
2000. The 44 projects largely reflect the total portfolio of approved private sector 
transactions during the review period in terms of sector and country distributions. 
Thirty-two of the projects were directly evaluated or formally validated by IED and self-
evaluation reports, the 12 remaining projects were subject to a preliminarily assessment 
of the validity of their ratings on the basis of project visits or desk reviews by IED.   
 

193. Ninety-five percent of the 19 evaluated infrastructure investment projects did 
have satisfactory or excellent development impacts, as defined by ADB’s rating 
methodology for NSO (comprising component ratings for project contributions to 
private sector development, economic sustainability, business success, and 
environment, social, health and safety performance). All projects generated satisfactory 
or excellent economic returns and are likely to contribute indirectly to reducing income 
poverty. EIRRs for evaluated PSO were high on average, with 58% of projects having 
EIRRs exceeding 20%, indicating significant contributions to economic growth. 

                                                
74 Distributors—like the ADB-supported company—are squeezed between higher input prices and non-cost-

based output prices for consumers that are still set by local government. The government recently 
announced that the government-set wholesale price of natural gas will be increased by 15%. 
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Economic returns are similar to the returns of public sector operations in the same 
subsectors, although comparisons are not very meaningful for most projects as they 
were located in different countries. All infrastructure projects are rated satisfactory or 
excellent in terms of their contributions to private sector development, which reflect 
the findings on sector development contribution and catalytic and/or demonstration 
effects. For business success, 84% of projects are rated satisfactory or excellent.  
 

194. Fifty-six percent of the 25 evaluated financial market transactions were rated 
satisfactory or excellent with regard to their development impacts. All private equity 
funds and 60% of other SME-related transactions are rated less than satisfactory in this 
regard. Only 40% of supported financial market transactions made satisfactory 
contributions to economic development. Apart from the issues described in paras. 165–
168, economic returns were affected by the weak business performance of selected 
financial intermediaries. For example, several financial institutions supported under 
SME transactions did grow (too) rapidly in the run-up to the 2008/09 global economic 
crisis resulting in portfolio quality problems that, together with worsening access to 
liquidity, led to subsequent restrictions on new lending, particularly to small businesses. 
The business success of evaluated private equity funds was unsatisfactory, which also 
translated into poor investment profitability ratings. With regard to contributions to 
private sector development, while about half of evaluated finance sector transaction 
involved support for financial institutions that promoted innovative products, systems 
or business practices, and about one third of transactions supported financial 
institutions that demonstrated good corporate governance or banking practices, these 
achievements were not necessarily  the result of any ADB support.  
 

195. Projects that contributed more directly to inclusive and environmentally 
sustainable growth did better on average than other PSOD projects in terms of their 
contributions to overall development impact. With the exception of three projects, 
available evaluations cover mainly projects approved prior to the approval of Strategy 
2020 (2008). Nevertheless, 16% of the 44 completed PSO with evaluation ratings were 
directly inclusive and facilitated access of the poor, women, or rural populations to 
infrastructure services, economic opportunities, or finance. Five completed PSO had 
mainly environment objectives, including three renewable energy and two clean fuel 
projects. All projects promoting inclusion and green growth had positive development 
impact ratings whereas ratings for other projects were lower (Tables 13 and 14). 
 

196. There was no evidence of a trade-off between projects being inclusive and 
having satisfactory investment returns. The seven inclusive projects had better ADB 
investment profitability ratings than other projects. While the sample is too small to 
draw definite conclusions, the results show that a trade-off is not necessary between 
development and profitability objectives. In particular, PSOD investments in mobile 
telecommunications, power transmission systems, and several financial institutions 
facilitated improved access to finance; infrastructure services; and ultimately, economic 
opportunities for rural residents, women, or the poor, while generating high returns to 
ADB and other investors (Table 13).  

 

197. There has been some trade-off between environmental and economic and 
financial benefits. All of the five completed PSO with mainly environment objectives 
had adequate, albeit not excellent, investment profitability (Table 14). Economic and 
financial returns for PSOD-financed renewable and clean fuel projects were below those 
for conventional energy projects, indicating a certain trade-off between environmental 
and economic benefits.  
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Table 13: Ratings for Projects with Direct Inclusion Effects and other PSOD Projects  
 

Item Inclusive Projects Other Projects 
Positive development impact rating       100% 68% 
Positive ADB investment profitability rating 100% 76% 
Positive overall success rating        100% 68% 
ADB = Asian Development Bank, PSOD = Private Sector Operations Department. 
Source: Independent Evaluation Department. 
 

Table 14: Ratings for Projects with Primarily Environment Objectives and Other PSOD 
Projects  

 

Item Environment Projects Other Projects 

Positive development impact rating 100% 69% 

Positive ADB investment profitability rating 100% 74% 

Positive overall success rating 100% 69% 

ADB = Asian Development Bank, PSOD = Private Sector Operations Department.            . 
Source: Independent Evaluation Department. 
 

198. Of the evaluated projects, 43% were located in frontier countries. Although 
nonfrontier countries did slightly better in terms of their development impact than 
frontier countries, their investment profitability for ADB tended to be somewhat lower 
(Table 15). 
 

Table 15: Project Ratings by Country Type 
 

    
Item 

Projects in Frontier 
Countries 

 
Projects in Nonfrontier Countries 

Positive development impact rating 68% 76% 
Positive ADB investment profitability rating 84% 76% 
Positive overall success rating 68% 76% 

ADB = Asian Development Bank. 
Source: Independent Evaluation Department.



 

 

 CHAPTER 5 

Conclusions 

 
 
 
199. PSO have been mainly growth-focused and the question is to what extent that 
focus has been supportive of inclusive growth. Supported infrastructure investments 
generally made substantial contributions to economic development by addressing 
binding constraints to growth and indirectly poverty reduction, although only few 
projects directly promoted inclusion. In a number of frontier countries, such 
investments would not have materialized without PSOD involvement. In comparison, 
many finance sector transactions did not significantly contribute to growth, poverty 
reduction or inclusion despite a large share of SME-related operations. Overall, 
approval of Strategy 2020 has sharpened the development orientation of PSO, 
particularly with regard to the number of transactions promoting environmentally 
sustainable growth. Particularly in non-frontier countries, PSOD should seek to also 
enhance its contributions to inclusive growth, inter alia through the effective inclusion 
of the poor and other disadvantaged groups and regions in its operations.  Results 
achieved so far with regard to PSO contributions to inclusion indicate that development 
impact does not have to come at the expense of profitability.  This section presents 
lessons as well as recommendations for consideration by ADB management. 
 

A. Lessons 

200. The evaluation findings provide lessons that can be used to support ADB’s 
strategic thrust of contributing to inclusive growth in the context of PSO:  
 

(i) A trade-off is not necessary between development impact and 
investment profitability. PSO that contribute directly to inclusive 
growth can have similar commercial viability and financial returns as 
other types of investments.  

(ii) Inclusive private investments were usually the result of the following drivers: (a) the private sponsor’s business model targeting the poor, 
women, or rural populations as customers; (b) government contracts 
and policies requiring inclusion of the poor (e.g., connection targets for 
poor areas under a water concession, slum rehabilitation as a condition 
for converting parts of slum areas into high-end residential property); 
(c) complementary public sector investments (e.g., public rural 
electrification programs ensuring the inclusiveness of private power 
generation and transmission projects); and (d) the availability of 
development aid to finance community development and livelihood 
programs, outreach activities, as well as subsidies for poor consumers 
(e.g., the collaboration between a water concessionaire and GPOBA). 
Close cooperation between regional departments and PSOD can 
facilitate the presence of the last three drivers. 

(iii) Inclusive project designs often involve systematic targeting of 
underserved areas or customer groups, the provision of services and 
products that address special needs of such groups, the use of 
appropriate delivery channels, affordable pricing, or engagement of the 
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poor and other disadvantaged groups as employees, suppliers and 
distributors.  

(iv) Compared with public sector operations, ADB has had less scope to 
influence the design of PSO not only because of the very nature of 
private sector transactions, but also because PSOD has not had the 
level of resources required for more proactive project development. 
Most infrastructure projects, in particular, have usually been developed 
by the private sponsor before being presented to ADB at the financing 
stage. In such cases, PSOD’s project design inputs are generally limited 
to the financial structure, and risk-sharing and safeguard 
arrangements, although there might be some scope for affecting 
project features through the mobilization of funding for pertinent 
investment components or complementary investments.  For financial 
market transactions, ADB tends to be one of several financiers, and at 
best, a minority shareholder. Unless ADB can also provide advisory 
services, its window for influencing approaches to financial institution 
lending is small and usually limited to specific lending or investment 
allocations and ESMS specifications. Careful selection of sponsor 
proposals is therefore important to maximize the development impact 
of PSO allocations. 

(v) More PSOD involvement in project development does not necessarily 
lead to superior development impact. Some of the few finance sector 
transactions initiated by PSOD (rather than by private sector sponsors) 
in response to government requests and/or with the aim of promoting 
certain development goals, misjudged underlying private sector 
demand leading to low uptake and disappointing business 
performance. Examples include a couple of private equity funds and 
guarantees for SME lending.  

(vi) Inclusion objectives unless supported by effective project targeting and 
transmission mechanisms and impact monitoring are unlikely to be 
realized. By the same token, inclusion can happen if transmission 
channels are in place, even if not recognized by stated project 
objectives. 

(vii) SME-focused PSO are not necessarily supportive of inclusive growth. To 
design relevant transactions, the method in which SMEs contribute to 
innovation, competition, entrepreneurship, and (self-)employment 
including, among others, of the poor, women, and rural populations, 
needs to be clearly established; as well as factors identified that impede 
their potential for larger contributions.  

(viii) Lack of funding has rarely been the key binding constraint to private 
investment, but lack of a conducive investment climate and inadequate 
policy and regulatory frameworks have. Any significant nonfinancial 
impediments need to be addressed in tandem. 

(ix) Even inclusive investments usually do not reach the poorest, which is 
difficult without subsidies. Instead, targeting low-income segments at a 
higher tier of the income pyramid that have not had access to private 
sector goods or services can also be a valid approach to facilitate 
inclusion. 
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B. Issues and Recommendations 

Strengthen strategic focus in line with corporate inclusive and environmental growth 
objectives 

201. Recommendation 1: PSOD needs to update its internal business strategy to 
help operationalize inclusive and sustainable growth objectives.  Compared with some 
other multilateral development banks, ADB has provided only a little support to 
promote inclusive businesses, i.e., companies and projects that offer goods, services, 
and livelihoods to income groups at the bottom of the pyramid in financially 
sustainable and scalable ways. For example, IFC has invested more than $7 billion in 
inclusive business to more than 300 clients in over 80 countries since 2005. Most were 
seeking to facilitate access to goods and services, not necessarily for the poor, but for 
low-income groups. Global experience with impact investing shows potential for, but 
also challenges associated with, inclusive businesses, particularly those focusing on the 
poor. Despite the increasing availability of funds and interest for such types of 
investments, actual investment volume has been small for several reasons, including the 
inadequate availability of capital at the seed and venture stages in sectors where 
returns do not necessarily compensate for risk, and the limited supply of viable projects 
due to lack of experienced sponsors or policy constraints. These types of businesses, 
particularly in health and education services and water, are more likely emerge in 
nonfrontier countries where PSOD had few projects with inclusion features. A stronger 
case can generally be made for increasing inclusive investments in these countries, and 
to make PSO more developmentally relevant in such locations. ADB needs to explore 
how it can best support companies with inclusive business models. Special modalities 
might be needed to increase economies of scale and reduce risk, e.g., by taking first-
loss risk. ADB could also help through support for TA and sector reforms. PSOD is 
collaborating with the Regional and Sustainable Development Department on 
identifying viable investments in inclusive businesses. 
 

202. PSOD investments in frontier countries overall have increased in value terms, 
although investments in group A countries have remained low, and the share of 
transactions needs to increase to achieve the PSOD target of 40% in 2015. In these 
DMCs, there is a clear rationale for supporting private infrastructure projects that can 
generate high growth, and for building financial systems through direct investments in 
financial institutions, MFIs, and market infrastructure. In many frontier countries, the 
private sector would not invest on its own without the involvement of ADB. Further 
efforts are needed to identify investment opportunities in close cooperation with 
regional departments including point persons in resident missions. At the same time, 
PSO need to expand into economically disadvantaged areas of middle-income countries 
with increasing or high levels of (geographic) income inequality, which have so far 
received a very low share of PSOD support despite some viable investment potential.  
 

203. For small businesses, the poor and other disadvantaged groups in DMCs, lack 
of access to finance remains a key constraint. In addition to policy dialogue on enabling environment concerns under ADB’s public sector operations, PSOD could contribute 
more effectively to financial inclusion through investments in relevant market 
infrastructure such as credit information services, and enhanced support for qualified 
intermediaries with suitable strategies, products and capabilities. 
 

204. Although the Private Sector Development Strategy (2000) and the revised 
private sector development framework (footnote 7) emphasize the need for ADB 
enabling environment support and private sector investments to be mutually 
reinforcing, beyond the energy sector few sector reforms have stimulated PSO. Private 
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investment has been constrained by a lack of conducive investment conditions, 
particularly in (sub)sectors with direct inclusion potential such as education, health, 
water and agriculture. The share of PSO that is related to any ADB enabling 
environment support has not increased despite the improved incorporation of PSO in 
country strategies. Synergies need to be improved between enabling environment support provided by regional departments and PSO by systematically focusing ADB’s 
enabling environment support on relevant key areas of PSO in physical and social 
infrastructure, clean energy, small business operations and microfinance.  
 

205. Large demands for clean energy investments have not been met. Going 
forward, PSOD investments in renewables needs to be expanded to DMCs that have not 
had related private investments, but have adequate resource potential and conducive 
policy and regulatory frameworks. Also more energy efficiency investments are needed, 
although significant increases will be largely dependent on relevant government 
incentives. Regional departments have a crucial role in promoting relevant enabling 
environment reforms.  
 

206. PSOD investment in solar energy in conjunction with the Asia Solar Energy 
Initiative, which aims to bridge the gap between the realization of benefits from Asia and the Pacific’s massive solar power potential, high up-front capital costs, and 
unfavorable financing terms, could be demonstrative and catalytic. Despite the 
currently high costs of solar power, several reasons suggest that PSOD support needs 
to continue. First, the costs for the most important option—photovoltaics—have been 
decreasing as the market grows. By supporting investment in new capacity, ADB 
contributes to reducing the cost of solar power in the near future—both globally and in 
specific countries as supply chains are consolidated. The cost of photovoltaic systems 
has already declined much more than the World Bank expected in 2007 and this trend 
should continue. Second, solar energy has the long-term potential to be a game 
changer in many countries. It is the most abundant and widely available renewable 
resource, with a much smaller difference between regions with high-quality resources 
and merely average resources than is the case with wind. Furthermore, some of the 
areas with better resources are in countries in South Asia and parts of mainland 
Southeast Asia where other renewable resources, such as wind, biomass, and 
geothermal, are less abundant relative to future needs. Third, even before solar 
photovoltaics become fully viable in central stations producing for the grid, the 
technology should become economically competitive in off-grid situations, and more 
importantly, as distributed generation on the premises of consumers on the grid. As 
the cost of smaller rooftop systems approach $200 per MWh in some countries, these 
systems may become attractive to classes of commercial and industrial consumers 
paying above-average electricity tariffs. 
 

207. In comparison with public sector operations, PSOD transactions achieve their 
development impact through projects carried out by private sector sponsors. Sponsor 
motivation is an important factor to consider when strategizing and selecting private 
sector transactions for development impact. Most PSOD private sector clients are 
primarily motivated by commercial objectives, which can translate into significant 
contributions of PSOD projects, not only to ADB profitability, but also economic 
growth. Some profitable investments can improve inclusion. In view of PSOD’s limited 
scope for influencing project design, the origination of inclusive project proposals from 
private sponsors is crucial for enhancing the inclusiveness of PSO. PSOD needs to 
identify areas where private sponsor objectives are most likely to overlap with the ADB 
development agenda; collaborate with regional departments on the development of 
any required policy and regulatory frameworks; develop appropriate funding 
modalities, products, and risk mitigation support; and actively pursue and cooperate 
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with sponsors operating in these areas. In the less-developed frontier countries, PSOD 
may have to take on a more active project development role.  
 
208. PSOD has been favoring transactions with potential for direct contributions to 
inclusive and environmental growth that had a much higher chance of being processed 
and approval obtained than other types of transactions. However, PSOD only generated 
a few proposals with potential for direct inclusion (about 5% of proposals reviewed 
during 2010 and 2011). This has been due to a range of factors including the limited 
scope for private investment in potentially inclusive subsectors (because of enabling 
environment issues and risk or profitability considerations) and PSOD’s lack of 
operations experience outside the infrastructure or finance sectors. Apart from resource 
constraints including low staff numbers relative to transaction numbers and insufficient 
TA funds,75 it is likely that the absence of a clearly defined and visible strategic 
approach and focus has impeded a more proactive role in the origination and 
development of individual transactions. An updated internal business strategy could 
help operationalize inclusive (and environmentally sustainable) growth objectives in 
PSO. The strategy needs to consider on how to deal with the inherent riskiness of 
related proposals. Making the case for creditworthiness is difficult internally when the project’s revenue source accrues from the bottom poor, a segment of the population 
that is often perceived as having poor credit risk (because of their informal and 
extrajudicial nature, as well as vulnerabilities to fluctuations in an already low 
disposable income). In preparing the strategy, PSOD needs to review the role of SME-
related PSO in inclusive growth and poverty reduction efforts and identify any changes 
required to enhance the development effectiveness of such operations; explore options 
for increasing operations in frontier countries and regions; identify approaches for 
inclusive business support including any related institutional support and resources 
required; and explore ways of further expanding renewable and clean energy 
investments in collaboration with regional departments and RSDD. 
 

Enhance transactions in line with development objectives 
 

209. Recommendation 2: PSOD and ADB need to (i) improve their analysis of project 
contributions to inclusive growth and related transmission channels, and (ii) strengthen 
their capacity for technical and economic feasibility assessments of clean energy 
projects. Project documents did not make explicit the causal pathways, transmission 
channels, and underlying assumptions about how projects will contribute to economic 
growth and inclusion. This has been an issue for most PSOD support for financial 
institutions seeking to improve access to finance for specific groups, which despite 
stated project objectives lacked adequate definition and targeting of intended 
beneficiary groups. Moreover, in several cases, PSOD did not identify appropriate 
transmission channels, such as the selection of financial intermediaries with business 
strategies, processes, and systems conducive to this kind of lending. Appropriate 
targeting and transmission mechanisms need to be utilized to contribute to inclusive 
growth for any project seeking to improve inclusion. PSOD needs to explore the scope 
for relevant complementary measures that could increase affordability and outreach of 
supported private investments in collaboration with regional departments and other 
development partners. 
 

                                                
75 An example is the $2 million equity investment in an off-grid pay-as-you-go solar power project in rural 

India. The project will likely yield high development impact, directly benefiting low income and poor 
households, but also took about 8 person-months of staff inputs to process. This compares to average 
total annual lending allocations of about $1.5 billion since 2009 and currently 81 international staff 
positions. 
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210. In several cases, particularly renewable energy investments, resource efficiency 
was not properly assessed at the design stage. ADB review of technical and efficiency 
aspects of clean energy and energy efficiency projects could be improved, for example 
by strengthening the analysis and presentation of cost per kW and basis of capacity 
factor assumptions. In addition, ADB must begin to systematically develop indicators of 
the baseline cost of energy (the relatively high-carbon or business-as-usual alternative) 
to serve as a reference for assessing energy projects for which a key objective is the 
mitigation of GHG emissions. Moreover, the ADB assessment of environmental benefits 
(i.e., GHG emission reductions) has to be made more consistent, which should also help 
with the economic analysis of such projects.  
 

Improve the monitoring and reporting of private sector operations development 
impacts 
 
211. Recommendation 3: PSOD needs to strengthen the monitoring of PSO 
development outcomes by (i) improving the inclusion of relevant outcome statements 
and indicators in project design and monitoring frameworks, and (ii) systematically 
collecting required monitoring reports from private sponsors and fund managers. PSOD 
has significantly strengthened the quality of its DMFs, especially the tracking of project 
outputs in line with corporate results framework requirements and project impacts in 
terms of employment and GHG emissions. Further improvements could include 
capturing investment contributions to sector outcomes. For example, while DMFs for 
SME-related PSO appropriately include increased SME lending among the envisaged 
project outputs, enhanced capacity of supported financial institutions for SME 
lending—rather than improved performance of financed SMEs—usually is the stated 
project outcome. Improvements in access to goods and services for the poor, women, 
and rural populations have to be identified and quantified in pertinent projects. 
 

212. Currently, PSO project annual monitoring reports do not consistently provide 
updates on development impacts. At the very least, project outputs need to be formally 
tracked, as well as interim outcomes, as feasible. This will likely require ongoing 
monitoring and reporting by the private project sponsor or borrower. The recent 
incorporation of related development impact monitoring requirements in legal 
agreements for all PSO would help in this regard, if enforced. 
 

213. PSOD does not appear to have systematically collected or followed-up on 
annual safeguard monitoring reports from private sponsors that can alert ADB to any 
emerging compliance issues. More concerted efforts need to be made in this regard.  
 

214. Existing evaluation guidelines focus on the project impact on private sector 
development rather than other sector development or direct contribution to inclusive 
and environmentally sustainable growth. IED guidelines for evaluating nonsovereign 
operations are being revised to add these aspects to the assessment of development 
impacts. 
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