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Foreword

This annual publication showcases the results from knowledge management initiatives of the 
East Asia Department for each year. It is a compendium of abstracts from 38 strategic knowledge 
products and services (KPS) completed in 2008 and provides web links to select full reports. 

Knowledge is an important pillar in the ADB partnership program with Mongolia (MON) and 
the People’s Republic of China (PRC). ADB knowledge work in 2008 enhanced policy work support 
to MON and PRC. Knowledge products and services continued to be client driven, integral to 
country operations, and planned in close consultation with clients to complement other loan and 
technical assistance products and to meet capacity-building needs.

Strategic priority themes for research in PRC were macroeconomic management, energy 
efficiency and environmental protection, poverty reduction, and inter-provincial cooperation. In 
Mongolia, the focus was on improving institutional capacity, public service delivery, coordination 
and monitoring, and development effectiveness. 

Joint KPS programming ensures their relevance and timeliness. In the PRC, these knowledge 
products covered issues such as transition from disaster response to recovery; inclusive growth 
toward a harmonious society; climate change, energy security, and worker safety; and promoting 
environmentally sustainable transport. Other knowledge products were intended to aid policy 
making in light of rising food prices, rural safety net and development-based poverty reduction 
programs, earthquake insurance, post-disaster rehabilitation and reconstruction, and impact of 
non-sovereign lending. Other sector papers covered railways, microfinance risks, environmentally 
sustainable transport, climate change, waste water management, and HIV/AIDS. 

In MON, knowledge products were related to education sector and governance assessments, 
a financial sector evaluation, and strengthening the pension system. A policy advisory team was 
mobilized at the MON Ministry of Finance in response to Government request and economic 
policy research support is ongoing covering issues such as inflation, Mongolia economic structure, 
mining development issues, corporate governance and Mongolian trade agreements.  

EARD has enhanced the ADB’s knowledge management framework to quickly produce short 
and succinct policy notes such as the one page “Knowledge Showcase”.  In 2008, EARD prepared 
two Knowledge Showcases on smart urban transport and environmentally sustainable transport. 
Observations and Suggestions continued to be well received by the Government for their content 
and succinctness as policy notes.  

The two regional technical assistance (RETAs) promoting knowledge for PRC and MON have 
progressed well, with completed studies on the development experience of PRC and India and 
the RETA on Supporting Strategic Knowledge Products and Research Networking expanded with 
additional resources to be able to support more KPS for PRC and MON in 2009-2010.  

Overall, knowledge management will remain to be a strategic priority in EARD’s assistance to 
PRC and MON, with emphasis on value addition, quality control, and active knowledge sharing. 

Klaus Gerhaeusser
Director General
East Asia Department
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Policy Notes Series

Recommendations for Dealing with Tran-
sition from Disaster Response to  
Recovery—Observations and Suggestions

This policy note has been prepared in response to a request from the 
Ministry of Finance, Government of the People’s Republic of China (PRC) 
for Asian Development Bank (ADB) assistance following the earthquake 
in Sichuan Province on 12 May 2008. The note is directed to sound 
practices1 pertaining to the transition from disaster response to recovery, 
and offers suggestions on areas to pursue as the current disaster moves 
on from the rescue and relief phase. To put these suggestions into a 
wider disaster management context, a brief overview of disaster risk 
management issues in Asia and the Pacific is provided.

The following 12 suggestions are offered to PRC authorities as they 
move towards recovery.

• Base decisions on empirical evidence. It is essential that any 
planning and decision making is based on reliable data from 
impact assessments. This data should also include revised hazard 
assessment information and updated vulnerability assessments.

• Establish a recovery center and/or review existing arrangements 
to ensure existing recovery center procedures are adequate 
and suitable for the current circumstances. Consider the 
concept of adopting local “one-stop recovery shops” within 
which all appropriate agencies, utilities, and services that the 
local community and business enterprises need to re-establish 
themselves are located in the same location. These local centers 
should have communication links to the central recovery center 
as well as their respective functional headquarters.

• Use existing structures. Maintaining the inter-organizational 
status quo is essential for the effective execution of post-impact 
actions. Wherever possible, recovery processes and practices 
should be based on existing organizational arrangements rather 
than the creation of new ones. There are two main reasons for 
this. First, existing organizations have established procedures and 
networks that make it easier and quicker to get things done.

� In the disaster management context, a sound practice is any proven idea, 
program, technique, mechanism, method, practice, or procedure for assessing, 
managing, and reducing risk.
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POLICY NOTE 
RECOMMENDATIONS FOR DEALING WITH THE TRANSITION FROM DISASTER 

RESPONSE TO RECOVERY 
A. Purpose of the note 

1. This policy note is written in partial fulfillment of a request from the Ministry of Finance, 
Government of the People’s Republic of China (PRC) for ADB assistance following the 
earthquake in Sichuan Province on 12th May 2008. The note is directed to sound practices1

pertaining to the transition from disaster response to recovery, and offers suggestions on areas 
to pursue as the current disaster moves on from the rescue and relief phase. To put these 
suggestions into a wider disaster management context, a brief overview of disaster risk 
management issues in the Asia-Pacific region is provided. The note is in five parts, including 
this introduction (Section A). Section B highlights some generic statements pertaining to 
disaster management. Section C identifies specific issues pertaining to disaster recovery and 
reconstruction. Section D deals with the transition phase from response to recovery. Section E 
provides some specific recommendations on what practical issues the PRC could focus on as it 
moves from response toward longer-term recovery. Additional material is provided in the 
appendix including specific lessons ADB has learned from its involvement in recent disasters, 
and ADB’s strategic role in disaster risk management. 

B. Overview of natural disaster risk management2 in Asia-Pacific 

2. Mainstreaming disaster risk management (DRM) has three primary goals: (i) to reduce 
existing risks where possible so as to lessen the impacts of future disasters; (ii) to ensure that 
development does not drive risk; that is, that projects do not inadvertently create or increase risk 
to the beneficiary population; and (iii) to ensure the sustainability of an individual project, and 
thus protect the project’s investment. There is a clear and growing global momentum in favor of 
DRM, due to factors such as: (i) a series of substantial geophysical disasters that affected 
millions in the two year period between late 2003 and late 2005;3 (ii) the increased political 
commitment evident in the adoption of the Hyogo Framework of Action (HFA4) at the Second 
World Conference on Disaster Reduction in January 2005, the goals of which are outlined in 
Table 1; (iii) the growing evidence that climate change is radically altering patterns of disaster 
risk; and (iv) widespread recognition that risk-sensitive development planning can actively 
contribute to reducing disaster risk and also address persistent poverty trends. Countries 
throughout the world, including PRC, are realigning polices and strategies to respond to the 
expectations and directions of the HFA. However, recent evaluations of HFA achievements by 
the United Nations indicate that specific areas that contribute to DRM, such as social equality 
and gender equity, or better quality buildings and urban development, are not being emphasized. 

3. The main reasons for the lack of development components being factored in to disaster 
management include (i) the dominance of stand-alone response-centric disaster management 
or civil defense offices located within armed forces structures with staff who are not aware of or 
                                                
1 In the disaster management context, a sound practice is any proven idea, program, technique, mechanism, method, 

practice or procedure for assessing, managing and reducing risk.  
2 The United Nations International Strategy for Disaster Reduction (UN/ISDR) defines disaster risk management as 

the systematic process of using administrative decisions, organizations, operational skills and capacities to 
implement policies, strategies and coping capacities of a society to lessen the impacts of disasters. 

3  The main disasters were the 2003 Bam (Iran) earthquake; 2004 Indian Ocean earthquake and tsunami; and the 
2005 Kashmir (Pakistan) earthquake.  

4 The HFA is the strategic goal of the United Nations Second World Conference on Disaster Reduction to reduce 
disaster losses to be achieved from 2005-2015. One hundred sixty-eight Member States plus international 
agencies are signatories. 
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 Second, new organizations suffer from a lack of operational 
legitimacy until they have established their credentials on the 
ground, even if they have high-level political support. Any slip or 
delay by a new entity will be perceived as a sign of inadequacy 
by established organizations, which will be quick to assert 
their own legitimacy on new disaster-relevant tasks. It is more 
appropriate therefore to assign new recovery roles to existing 
organizations. An important corollary to this, however, is to 
be aware that new informal organizations will emerge at the 
local level wherever there is a perceived gap in existing formal 
arrangements or where a critical requirement is seen not to be 
met by established organizations—this is normal, and authorities 
should acknowledge the fact that these emergent organizations 
are a critical component of the local community trying to  
re-establish itself by taking control of the changed environment, 
and should be accommodated. 

• Manage debris. Disaster-caused debris is a logistical exercise in 
its own right. Specific attention needs to be given to the safe 
removal and disposal of disaster debris, which if not correctly 
dealt with may cause environmental and/or health problems 
later. Some debris will be contaminated (e.g., from industrial 
and medical waste) and will require specific treatment before it 
can be disposed safely. Some debris can be recycled, although 
strict guidelines and monitoring procedures need to be put in 
place to ensure recycled items are correctly identified.

• Be transparent. Transparency requires communication, which is the 
most important component of recovery, especially communication 
with the community. Post-impact communication is essential to 
keep everyone informed of the recovery process. For communication 
to be effective a designated public information manager needs to 
be appointed and a communication plan developed. The media 
will be an integral consideration. Transparency should be achieved 
through open processes and wide dissemination of information 
on all aspects of the recovery process. The impacted community 
should be involved in decision making.

• Include the impacted community. Keep in mind that disaster 
management, and disaster recovery in particular, is a community-
based issue. Current links with the private sector and civil 
society in the context of disaster risk management should be 
reviewed and strengthened where appropriate. Keep in mind 
that livelihood restoration is a key priority area. Take decisions 
on plans, design, and implementation at the lowest level 
possible to ensure community ownership and empowerment, 
and to make sure that solutions are locally appropriate. Sensitive 
issues such as the need for and the relocation of victims for 
transitional housing, and for eventual permanent housing, are 
best undertaken through community-level consultations. Private 
investment, both human and financial, should be mobilized and 
if necessary, the local private sector should be provided with the 
incentives and technology needed for them to participate fully in 
reconstruction.
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• Identify resource sources. Identify as early as possible what 
financial and material resources may be required, and identify 
sources, keeping in mind resources may be procured locally, 
nationally, and internationally. The identification of resources 
needs to take into account the fact that disaster recovery is 
a long-term activity that typically takes years, even decades. 
Resource identification should include alternative sources and a 
timetable for procurement. The process of resource identification 
and acquisition should be started as early as possible so as not 
to place undue pressure on existing production and supply 
schedules. Also keep in mind that transportation of supplies to 
the impacted area often becomes a bottleneck, so attention to 
delivery and distribution logistics is essential. With respect to 
the coordination of reconstruction funds from external agencies, 
the multi-donor fund, which has been used in other recent 
reconstruction programs, is one option that can be explored. 

• Identify development opportunities. Relevant development 
plans should be reviewed and recovery strategies linked directly to 
them, keeping in mind that disasters often provide opportunities 
to revise national and/or provincial development strategies. 
Also be mindful that large-scale disasters often divert much-
needed resources from needy projects elsewhere, thus having 
an unintended consequence of jeopardizing development goals 
in other parts of the country.

• Build in resilience. Avoid the creation of new disaster risk. Set 
mechanisms in place to review current construction techniques, 
building codes and regulations, land-use management and/or 
zoning plans and regulations, and amend where necessary. 
Also review national, provincial, and local disaster planning 
programs to see if they adequately incorporate risk management 
practices.

• Identify lessons learned. Establish a register to identify lessons 
learned. For example, identify (i) the specific issue (including 
whether the lesson requires amendment and/or adjustment 
to current arrangements or if the lesson is a gap in existing 
arrangements), (ii) area of responsibility and/or jurisdiction, 
(iii) relevant law and/or regulation the lessons falls within, 
etc. Also include areas for future training, exercises, resource 
replenishment, and/or new purchase, etc.

• Look after the “hidden victims.” While disasters have a direct 
impact on the affected population in the immediate impact area, 
the physical, economic, and social disruptive consequences are 
far-reaching, including likely dislocation of commercial supply 
chains, transport, and other utility feeder systems. Depending 
on the degree of connectedness and reliance these and other 
systems have to the impact area, they will also require assistance. 
In addition, relatives, friends, and colleagues of disaster victims 
may require additional psychosocial support.

• Create an exit strategy. Factor into the recovery operations an 
exit strategy. The exit strategy is a systematic plan of action to 
withdraw formal recovery assistance from the recovery center and 
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transition to business-as-usual whole allowing the community 
to continue their own recovery processes. Key participants in this 
decision making are national authorities, local politicians, the 
private sector, and civil society. 

Policy Responses to Rising Food Prices 
in the People’s Republic of China—
Observations and Suggestions

Food prices have been rising around the world, sparking protests 
especially in developing countries where the poor struggle to cope with 
higher prices for necessities. Mexico City has seen protests over the price 
of staples, which rose by 40% over the last quarter of 2007. Soybean 
prices doubled in 2007, leading to protests in Jakarta in January 2008. 
Prices of wheat, edible oils, and pulses in Bangladesh also doubled in 
2007, sparking protests near the capital Dhaka in April 2008.

Food prices have also been rising in the People’s Republic of China 
(PRC). Since July 2007, food prices in the PRC have risen by 20.6%, 
accounting for about 88% of the rise in consumer prices over that time. 
Meanwhile, nonfood consumer prices in the PRC have risen by only 
1.5%. The higher food prices are concentrated in a few food products, 
including pork prices, which have risen by about 70% since July 2007, 
and cooking oils, which have risen by about 40%. Other food prices have 
risen by only 8%–12%.

What are the impacts of rising food prices in the PRC? What are the 
Government’s options to control food prices? This policy note proposes 
three sets of mutually reinforcing interventions in the short, medium, 
and long terms.

Higher food prices hurt the poor more than other groups because 
food comprises a much larger share of the poor’s total expenditures. 
Rising food prices threaten to push some people back below the poverty 
line, and push those already poor deeper into poverty.

The most important short-term policy is to boost income support to 
help the poor cope with higher food prices. The policy note recommends 
to (i) urgently assess options for raising urban and rural minimum 
income standards; (ii) increase central Government financing of dibao2 
support, i.e., increase transfer payments to poorest areas; (iii) assess 
options for helping migrants cope with high food prices; and (iv) develop 
a mechanism for automatically adjusting minimum income standards to 
meet changes in the cost of living.

In the medium term, the Government should let markets respond to 
higher prices and bring more food to markets. In the medium-term, the 
market itself will bring down food prices if market incentives are allowed 

� In March 2007, Premier Wen Jiabao’s Government Work Report to the National 
People’s Congress announced the decision to establish a nationwide rural 
minimum living standard protection system (dibao).

OBSERVATIONS AND SUGGESTIONS 

Resident Mission in the PRC 

POLICY RESPONSES TO RISING FOOD PRICES IN THE PRC 

Abstract

Higher food prices hurt the poor more than other groups because food comprises a 
much larger share of the poor's total expenditures. Rising food prices threaten to push 
some people back below the poverty line, and push those already poor deeper into 
poverty. 

The most important short-term policy is to raise minimum living standards to help the 
poor cope with higher food prices. 

In the medium-term, the Government should let markets respond to higher prices and 
bring more food to markets. Price and export controls need to be released. 

To minimize the potential for long-term rises in food prices, the Government should 
raise investment in agricultural research, and reform agricultural extension services.  

13 June 2008
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to operate. To let the markets work better, the Government should avoid 
strict price controls and other policies that distort price signals, create 
perverse incentives that lead to resource allocation inefficiency, and 
interfere with the proper functioning of the market. Although strict price 
controls and market constraints are discouraged, the Government should 
continue efforts to establish crop insurance and supply management 
efforts that seek to reduce uncertainty and enable farmers to expand 
their production. 

The Government should avoid restrictions on food exports for 
the benefit of the PRC and the rest of the world. As a net exporter of 
food, overall, the PRC benefits from higher global food prices. Export 
restrictions, like domestic price controls, limit the market by lowering the 
price that farmers can get for their products, thus reducing incentives to 
increase production and preventing farmers from benefiting from the 
higher prices. The PRC could even help solve the current crisis in food 
prices by selling some of its reserves of rice on international markets. 

To minimize the potential for long-term rises in food prices, the 
Government should raise investment in agricultural research and reform 
agricultural extension services. The Government should continue rural 
reforms and investments to raise agricultural productivity and minimize 
future food price increases. In the long term, raising productivity should 
be a win-win solution, which raises farmer incomes while benefiting 
consumers by lowering inflationary pressures on food. The best response 
to higher prices is always to bring more goods to the market. The 
PRC’s agricultural productivity is high compared with many developing 
countries, but below best international practice. There is still potential for 
raising productivity, especially in the poorer provinces. 

The Government should continue efforts to develop markets and 
infrastructure supporting agricultural development. The Government has 
made impressive progress in rural reforms and investment, but continuing 
reforms and investment are needed to raise productivity. Reforms in land 
tenure can raise productivity by giving more efficient producers access to 
larger plots. Increasing the provision of rural credit, particularly longer-
term credit needed to finance major capital purchases, could also help 
relieve farmers’ constraints to greater production. The Government could 
support the development of market-based mechanisms to reduce the 
risks farmers face, such as crop insurance and development of forward 
contracts. Investments in irrigation infrastructure and upgrading 
technology applied in farming can raise productivity, especially in poorer 
regions. 

The Government should increase investment in agricultural research. 
The PRC’s investment in agricultural research is only 0.4% of agricultural 
gross domestic product (GDP) in 2000, below the minimum 1% 
recommended by the United Nations, and below other countries like 
Japan (3.62%), the United States (2.65%), and Brazil (1.81%). To ensure 
that investment in agricultural research produces results, there should be 
reform of agricultural research institutions. The roles of public and private 
research should be clearly defined, with public research focusing on 
public goods, and private research focusing on research with commercial 
potential. To ensure that the improved technology  and techniques 
reaches farmers and raises productivity, a major reform of agricultural 
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extension should be done, i.e., de facto privatization of grassroots-level 
extension service provision, guaranteed funding for agricultural extension 
services, better linking of extension stations to research institutions; and 
continually update skills of extension agents.

A New Era for Rural Poverty Reduction 
in the People’s Republic of China: 
Suggestions on Aligning Safety Net  
and Development-Based Poverty 
Policies—Observations and Suggestions

www.adb.org /Documents /Trans la t ions /Ch inese /de fau l t	
.asp#observation

The People’s Republic of China’s (PRC’s) achievements in poverty 
reduction, including 30 years’ accumulated experience in development-
based poverty alleviation, have been globally recognized. However, the 
size of rural poor and vulnerable populations remains massive—by some 
definitions, comprising at least 100 million persons. Carrying forward 
the PRC’s dramatic poverty reduction achievements in a new era will be a 
fundamental keystone to achieving a “harmonious society”.3

Establishment of a rural minimum living standard protection system 
(dibao) nationwide to assist the extreme poor represents a historic move, 
and sets the basis for a new approach, combining strengths from safety 
net and development-based poverty alleviation approaches.

To effectively realize this new strategy, Asian Development Bank experts 
give recommendations on improving the alignment and complementarity 
of these twin thrusts, while also enhancing the integration of poverty 
reduction into broader policies and programs linked to construction of a 
socialist new rurality.

To support this new two-pronged approach, government 
responsibilities need to be clarified, investment increased, and systemic 
innovations advanced. These include expanding the scope of development-
based poverty alleviation and strengthening mechanisms under rural 
dibao for identifying and targeting state funds to support poor and 
vulnerable groups, fund delivery, implementation and administration, 
community participation and objective monitoring, and overall service 
delivery. 

The policy note offers the following policy recommendations in 
aligning social safety net and development-based poverty alleviation 
policies:

�	 Harmonious society means balanced and people-centered development under 
the Eleventh Five-Year Plan for National Economic and Social Development 
(11th FYP, 2006–2010) for the PRC, including addressing critical gaps and 
imbalances, such as between economic and social development.

     

                 

A New Era for Rural Poverty Reduction in the PRC: Suggestions 
on Aligning Safety Net and Development-based Poverty Policies

— UNOFFICIAL translation of ADB Observations and Suggestions policy note 
—

(27 March 2008)

Abstract 
 The People's Republic of China (PRC’s) achievements in poverty reduction, including thirty years’ 

accumulated experience in development-based poverty alleviation, have been globally recognized.   
 However, the size of rural poor and vulnerable populations remains massive—by some definitions, 

comprising at least 100 million persons.  Carrying forward the PRC’s dramatic poverty reduction 
achievements in a new era will be a fundamental keystone to achieving a harmonious society.      

 Establishment of a rural minimum living standard protection system (dibao) nationwide to assist the 
extreme poor represents a historic move, and sets the basis for a new approach, combining strengths 
from safety net and development-based poverty alleviation approaches.   

 To effectively realize this new strategy, Asian Development Bank experts give recommendations on 
improving the alignment and complementarity of these twin thrusts, while also enhancing the integration 
of poverty reduction into broader policies and programs linked to construction of a socialist new rurality.   

 To support this new two-prong approach, government responsibilities need to be clarified, investment 
increased, and systemic innovations advanced.  These include expanding the scope of development-
based poverty alleviation and strengthening mechanisms under rural dibao for identifying and targeting 
state funds to support poor and vulnerable groups, fund delivery, implementation and administration, 
community participation and objective monitoring, and overall service delivery.  
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• Strengthen coordination and integration between policies, and 
draw on multiple tools to reduce rural poverty:
– align and integrate various policies, based on a clear division 

of labor and complementarity;
– address the needs of the much larger population of relatively 

poor and vulnerable with productive capacity, which should 
also be linked to initiatives like proactive labor market 
interventions and microfinance, training, non-agricultural 
employment services, aimed at enhancing labor market 
participation and increased incomes; 

– link to continuing efforts to expand and equitize rural 
development projects and access to public services, provide 
preferential tax polices and broader access to financing 
for rural microenterprises, expand employment in public 
goods areas and overall job opportunities for the poor, and 
expand insurance against various shocks and broader social 
protection; and

– special temporary assistance programs and improving rural 
education, training, and health—including infrastructure 
but also improved quality and equity of services—feeds into 
increased farmer human capital and incomes and ability to 
prevent and respond to poverty risk factors. 

• Perfect design of the rural dibao system through 
– comprehensive management mechanisms such as unified 

management of different assistance funds; 
– targeting mechanisms such as an indicator system 

appropriate for the rural PRC context to assess incomes and 
identify the true poor; 

– stable funding mechanisms such as setting guidelines 
for appropriate financing that clearly set funding-down 
responsibilities across levels of government and to 
automatically adjust assistance standards to reflect costs of 
basic commodities, living costs, etc.; 

– service delivery mechanisms through pilot testing of creating 
a post for one full-time staff to manage rural dibao and 
other social assistance, along with adequate training, etc., 
before posting and outsourcing of some subset of services 
(e.g., identification of beneficiary households), with clear 
contracts signed between social assistance management 
agencies and social organizations or private citizens 
and/or entities that clearly elaborate responsibilities for 
management and service delivery; and

– new mechanisms for monitoring and evaluation are also 
needed to improve efficacy, described in more detail below.

• Strengthen monitoring and evidence-based innovation to 
enhance the efficiency of social assistance and poverty alleviation 
funds through
– mechanisms for scientific and objective monitoring and 

evaluation, which are essential to ensure that social 
assistance and poverty alleviation funds reach their intended 
target populations and end objectives; 
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– formal external evaluation complemented by increasing 
participation by poor and vulnerable groups, to increase the 
transparency of fund use and their efficacy, efficiency, and 
equity; and

– the use of a combination of scientific, third-party monitoring 
and evaluation and public participation to systematically 
evaluate program impact and feed into further systemic 
innovations.

• Increase investment in safety nets and development-based 
poverty alleviation, to expand coverage to more poor and 
vulnerable persons.

Earthquake Insurance: Lessons from 
International Experience and Key 
Issues for Developing Earthquake 
Insurance in the People’s Republic  
of China—Observations and Suggestions

Catastrophe (including earthquake) insurance can help relieve the 
financial burden on the Government to fund relief and recovery of the 
affected population by spreading the risks and costs of disasters. 

Pricing of catastrophe insurance policies can provide proper incentives 
and thus help limit future damage from natural hazards by influencing 
investment and land development decisions.

International experience suggests key aspects for successful 
catastrophe insurance include (i) affordability to the insured, (ii) universal 
coverage, (iii) financial sustainability, and (iv) incorporation of measures 
to limit or avoid damage.

Based on international experience and country-specific issues, it is 
recommended that (i) the Government establish comprehensive and 
compulsory catastrophe insurance instead of just earthquake insurance;  
(ii) both central and local governments share contributions to a catastrophe 
fund; (iii) risk information should be developed, synchronized, and shared 
across government agencies, commercial insurers, and the general public; 
and (iv) disaster management should be incorporated into development 
planning and project approval.

OBSERVATIONS AND SUGGESTIONS 

Resident Mission in the PRC 

EARTHQUAKE INSURANCE: LESSONS FROM INTERNATIONAL EXPERIENCE AND KEY 
ISSUES FOR DEVELOPING EARTHQUAKE INSURANCE IN THE PRC 

Abstract

Catastrophe (including earthquake) insurance can help relieve the financial burden on 
the government to fund relief and recovery of the affected population by spreading the 
risks and costs of disasters.  

Pricing of catastrophe insurance policies can provide proper incentives and thus help 
limit future damage from natural hazards by influencing investment and land 
development decisions. 

International experience suggests key aspects for successful catastrophe insurance 
include (i) affordability to the insured; (ii) universal coverage; (iii) financial 
sustainability; and (iv) incorporation of measures to limit or avoid damage. 

Based on international experience and country-specific issues, we recommend that (i) 
the Government establish comprehensive and compulsory catastrophe insurance 
instead of just earthquake insurance; (ii) both central and local governments share 
contributions to a catastrophe fund; (iii) risk information should be developed, 
synchronized, and shared across government agencies, commercial insurers, and 
the general public; and (iv) disaster management should be incorporated into 
development planning and project approval. 

25 June 2008 
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International Experiences and 
Suggestions on Post-Disaster 
Rehabilitation and Reconstruction—
Observations and Suggestions

This policy note examines recent large-scale disasters in India, Indonesia, 
Japan, Turkey, and the United States and focuses on generic issues 
pertaining to urban development, rural and urban housing construction, 
infrastructure construction, livelihood rehabilitation, spatial planning 
(land use), and disaster prevention. This policy note was prepared in 
response to the People’s Republic of China’s (PRC) request for Asian 
Development Bank assistance to summarize international experiences and 
good practice in situations similar to that which PRC was experiencing 
as a result of the strong earthquake that struck Sichuan Province on 
12 May 2008.

Six main observations can be gleaned from the issues identified in 
recovery operations from the five major disasters discussed above. They 
may assist the PRC Government as it develops its overall reconstruction 
and rehabilitation program:

• Inter-governmental coordination is vital. Each level of 
government has specific responsibilities in every aspect of disaster 
management (hazard mitigation, disaster preparedness, disaster 
response, disaster recovery). The effectiveness of a nation’s 
disaster management system, however, can be measured by 
the degree to which these various components are integrated: 
without coordination there is no effective system. Nowhere is 
this more obvious than in post-disaster recovery, which relies on 
bringing together an enormous range of issues with an equally 
large number of public and private players—government’s 
responsibility is to ensure this complex array is managed in terms 
of efficiency and effectiveness.

• Timing is important. Recovery actions initiated too early or 
too late can have significant downstream implications. Hasty 
decisions that have not been carefully researched, sufficiently 
consulted on, or appropriate alternatives not investigated can 
jeopardize good intentions. Decisions on what and where to 
relocate typically fall in this category. Similarly, some decisions 
that are delayed or not enunciated in a timely manner, such 
as victim compensation measures or new building codes may 
interfere with smooth recovery procedures.

• Recovery implies physical, economic, and social integration. 
Quality and adequate infrastructure availability is a nonnegotiable 
prerequisite for any form of economic development, and is more 
so for disaster-impacted communities. However, the desire for 
rapid physical structural results must be balanced against the 
need for equitable and sustainable long-term economic and 
social solutions. Aspects such as livelihood assistance and social 
integration programs need to be dealt with concurrent with the 
reconstruction of damaged structures. 

OBSERVATIONS AND SUGGESTIONS 
INTERNATIONAL EXPERIENCES AND SUGGESTIONS ON POST-DISASTER 

REHABILITATION AND RECONSTRUCTION 

A. Purpose of the note 

1. The Government of the People’s Republic of China (PRC), through its National 
Development and Reform Commission (NDRC), has requested further ADB assistance to 
summarize international experiences and good practice in situations similar to that which PRC is 
currently experiencing as a result of a great earthquake1 that struck Sichuan Province on 12th

May 2008. This note examines recent large-scale disasters in India, Indonesia, Japan, Turkey, 
and the United States (see appendix 1 for disaster sketches) and focuses on generic issues 
pertaining to urban development, rural and urban housing construction, infrastructure 
construction, livelihood rehabilitation, spatial planning (land use), and disaster prevention.  

B. Comparative analysis of the earthquake and its relative significance 

2. It is appropriate to place the Sichuan earthquake into perspective, both within PRC and 
in a global context. In a typical year, up to 200 million people are affected by natural disasters in 
PRC, and 40 million hectares of crops are damaged. The average annual economic impact from 
disasters is about 100 billion Yuan ($14.5 billion). While PRC has experienced at least 3,200 
destructive earthquakes since BC1931, many of which have resulted in substantial death and 
destruction, it is typhoons with their heavy rain, strong winds, storm surges and concomitant 
flooding that cause more casualties and property loss overall than any other kind of natural 
hazard in PRC,2 even though earthquakes have accounted for 54% of natural disaster deaths 
since 1949.Table 1 provides a comparative analysis using the number of people affected in 
recent natural disasters in PRC.  

3. The Sichuan earthquake has been described by PRC Government officials as the most 
destructive and widespread earthquake and has posed the most difficulty since the PRC was 
founded in 1949.3 The event was an M8 earthquake (with an intensity4 of 11 at the epicenter) in 
Sichuan Province. This earthquake resulted in 69,146 known deaths, an additional 17,516 
persons still missing, and 374,131 injured. 5  The earthquake caused an estimated direct 
economic loss of 400-500 billion Yuan ($58-73 billion)6, affected an area of 100,000 square 
kilometers, displaced up to 15 million people, affected 46 million people overall), severely 
                                                
1  Earthquakes are often classified into different groups based on their size (refer footnote 4). An earthquake is 

designated ‘great’ if it has a magnitude of 8 or more. On average, the global occurrence of a great earthquake is 
one a year. 

2  On an average, the South China Sea and Taiwan Strait are hit by severe storms up to 160 days a year.  
3  People’s Daily online, 14th June, 2008. 
4  Earthquake magnitude (M) is a quantitative measure of the wave amplitude an earthquake generates, and hence is 

a measure of its size. An increase in M by 1.0 implies 10 times higher waveform amplitude and about 31 times 
higher energy released. Earthquake intensity is a qualitative measure of the actual shaking at a location during an 
earthquake, and are typically based on three features: (i) perception by people and animals; (ii) performance of 
buildings; and (iii) changes to natural surroundings. 

5  Figures cited in Updates about May 12th Earthquake and Suggestions for Cooperation. NDRC fax addressed to 
ADB PRC Resident Mission. 1 June 2008.  

6  Figures reported in the Financial Times, 18th June 2008. Despite the high figure, the overall negative impact on the 
Chinese economy is expected to be minimal. About 1% of PRC’s population live in the affected area, which 
accounts for 4% of the national GDP, with industrial output accounting for 2.5% of the national total. More likely, 
expected reconstruction projects will provide a significant economic boost that could spread beyond the damaged 
region, and could even include an upgrade of infrastructure across PRC’s economy. See also footnote 13. 
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• Process and participation is as important as the physical. 
Disaster recovery is all about rebuilding communities. 
Communities are not just bricks and mortar—they are first and 
foremost about people and their relationships. Hence, who 
decides and how decisions are arrived at with respect to physical 
recovery is of utmost importance.

• Focus on content as well as construction. Too often the onus 
is placed on the rapid physical reconstruction of structures, such 
as school, hospitals, and critical service infrastructure, without 
decisions being made to revisit content, such whether the school 
curriculum or teacher training was adequate to meet the wider 
needs of society, or if underground cabling is better for “all-
hazards” risk reduction than overhead wiring (for example in 
seismic areas also prone to high wind and/or severe storms). 

• Incorporate disaster risk reduction components. Locations 
that have had disasters in the past will have disasters in the 
future—the difference is how much damage disruption will there 
be. Rebuilding after disaster is an opportunity to get things right 
the second time around and to build back better. Every effort 
should be made to ensure that the lessons the world has learned 
about how to reduce risk from natural hazards are incorporated 
into all recovery activities. 

Policy Note on the Impact of 
Nonsovereign Lending

The People’s Republic of China (PRC) plans to invest CNY1.37 trillion in 
environmental protection during the 11th Five-Year Plan period (2006–
2010). This amount includes CNY660 billion for urban environment 
infrastructure, CNY210 billion for industrial pollution treatment, 
CNY350 billion for investment in other environment improvement 
and management projects, CNY115 billion for ecological protection,  
CNY10 billion for nuclear safety, and CNY30 billion for environment 
supervision. The planned investments are huge and reflect the 
Government’s commitment to protect the environment where urgent 
action is required.

The responsibility to invest in urban infrastructure in the PRC has to 
a large extent been delegated from the central to the local governments, 
particularly at the municipal level, but without providing the latter 
with sufficient financial resources to meet the increasing demand for 
infrastructure development. 

Financing without a government guarantee includes lending to  
(i) private sector entities that under normal circumstances do not receive 
any government backing; and (ii) state-owned enterprises (SOE) units 
where no recourse can be taken despite government owning the assets. 
This means that any loan to an SOE on a nonsovereign basis has to fulfill the 
criteria of commercial lending to satisfy lenders’ security requirements.

1
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Projects in the water and wastewater sector have potential for 
nonsovereign lending from the Asian Development Bank’s (ADB) 
ordinary capital resources. Each project can be a direct loan to an urban 
development investment corporation or SOE without any onlending 
arrangements. The maturity of a loan will be similar to that of ADB’s 
private sector loans and—depending on project needs—can be up to 
15 years including a grace period of up to 3 years. The interest rate, 
commitment fee, and front end fee will be comparable to market 
conditions in the private sector in the PRC. Since all project revenues will 
be in yuan, the proceeds of the second Panda Bond issue could be used 
to avoid a mismatch in currency. If any of the projects require importing 
specialized equipment, discussions will be needed to secure foreign 
exchange allocation.

Not many urban development investment corporations and SOEs are 
in the position to oversee the impacts of a direct, nonsovereign loan. Nor 
are they prepared to disclose the data or to ensure that project income 
is sufficient to repay the loan. They need to familiarize themselves with 
the new requirements and make appropriate institutional arrangements. 
For this they need support, and—at least for the pilot phase in the next 
5 years—project preparatory and advisory technical assistance may be 
considered for inclusion in the PRC country program.

The PRC Ministry of Finance (MOF) is taking the lead and is overseeing 
the implementation of nonsovereign financing. The following are policy 
recommendations requiring attention: 

• Set up a working group led by MOF together with the National 
Development and Reform Commission, State-owned Assets 
Supervision and Administration Commission, State Administration 
of Foreign Exchange, Ministry of Housing and Rural-Urban 
Development, and others to discuss how nonsovereign lending 
can be effectively used. It is important at this point that the 
institutional stages in all ministries and higher organizations are 
fully informed of the ongoing development and have themselves 
set up in-house specialists to provide inputs. If necessary, MOF 
should seek external assistance for defining an intergovernmental 
mandate and to build in-house capacity. Issues to be discussed 
immediately are: 
– definition of nonsovereign lending,
– commitment of all parties to support nonsovereign lending 

as a means to provide urban infrastructure,
– common understanding about the pilot stage,
– internal approval procedures up to the “letter of no 

objection,”
– communication procedures between offices concerned,
– identification of key personnel in each decision-making 

government unit, and
– a common website for all parties concerned and stakeholders 

to understand the institutional procedure.

Once a common understanding is reached, lower levels of 
government have to be informed accordingly. MOF could, for example, 
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present the results on a website dedicated to nonsovereign lending and 
thereby reach a wider range of interested parties.

• In addition to projects presently proposed by ADB, a number of 
other nonsovereign lending opportunities will be considered on 
a pilot basis. This could include different lenders and sectors. 
Importantly, each project must be closely monitored and lessons 
learned must be translated into new guidelines. MOF needs to 
establish sufficient in-house capacity for this, with private sector 
knowledge. 

• In parallel to allowing nonsovereign lending on a pilot basis, 
MOF may wish to consider working on alternative forms of 
securing municipal finance such as establishing benchmarks for 
municipalities to be rated on their political responsibility and 
financial ability to ultimately issue bonds and commercial papers. 

Reducing Poverty and Hunger in Asia: 
The Role of Agricultural and Rural 
Development

This publication provides abundant evidence that after 30 years of 
dynamic growth and substantial poverty reduction in Asia, agriculture 
and rural development still have a role to play in the region. Although 
the incidence of people living in poverty fell from more than 50% in the 
mid-1970s to 18% in 2004, and the incidence of hunger fell to 16%, 
Asia is still home to more than half of the world’s poor, most of whom 
live in rural areas. Agriculture and rural development are thus still key to 
reducing poverty and hunger in the region.

This publication explores how agriculture and rural development can 
play this vital role. The authors examine the scale and nature of poverty 
and hunger in rural Asia and explore growth and structural changes in 
Asian agriculture and rural nonfarm activities. They discuss strategies for 
economy-wide and trade policies to encourage inclusive rural growth, key 
emerging risks such as climate change, and instruments for mitigating 
and managing risks. 

Agricultural and rural development strategies are a critical 
component of an inclusive growth strategy for Asia, where poverty 
remains predominantly rural. In developing these strategies for today’s 
Asia, policy makers can learn from the region’s experiences of the past 
30 years, but trends cannot be simply projected. The challenge is to 
determine where these lessons can and cannot serve as a guide, and this 
challenge is partly country- and location-specific. 

In the context of the new realities, priority action areas for achieving 
inclusive agricultural and rural development include

• using technological innovations in new agricultural supply 
chains,

• investing in infrastructure and communications systems to 
reduce spatial disparities and foster rural–urban linkages,
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• developing ecosystem services through public–private 
cooperation to meet the challenges of water scarcity and climate 
change,

• encouraging development of finance and insurance interventions 
for the poorest, and

• providing effective safety nets and nutritional improvement in 
rural areas.

Effective and equitable implementation of these priority actions 
and other components of an inclusive rural development strategy 
require strong institutional and organizational arrangements and 
good governance. The rural poor need to participate in developing 
and implementing policies and programs. Decentralized rural political 
systems are an important instrument, as are innovations in institutions 
that ensure gender equity, inclusion of minorities, and participation of 
the poorest in markets and the provision of services. The priority action 
areas listed provide broad guidance but will have different weights in 
the different regions and countries of Asia. What is needed is a fresh 
initiative to identify the appropriate actions for inclusive agricultural and 
rural development in those regions of Asia where most of the poor live, 
and where the poorest live. 

This publication arose out of a high-level policy forum, “Agricultural 
and Rural Development for Reducing Poverty and Hunger in Asia: In Pursuit 
of Inclusive and Sustainable Growth,” organized by the International 
Food Policy Research Institute (IFPRI) and the Asian Development Bank 
(ADB) in Manila in August 2007. The forum brought together about 100 
leaders and stakeholders from the public and private sectors, academia, 
and civil society from all over Asia and around the world. This forum was 
part of a wider consultation process leading up to the IFPRI-facilitated 
conference “Taking Action for the World’s Poor and Hungry People,” 
held in Beijing in October 2007. 

Knowledge Showcase #�: The Urgent 
Need for “Smart Urban Transport” to 
Combat Climate Change in the People’s 
Republic of China 

www.adb.org/Documents/Information/Knowledge-Showcase/smart 
-urban-transport-climate-change-prc.pdf

Knowledge Showcase is a knowledge product that highlights innovative 
ideas from the Asian Development Bank technical assistance and other 
knowledge products to promote further discussion. 

The Asian Development Bank recently supported technical assistance 
on resource optimization in the road sector in the People’s Republic 
of China (PRC), where a methodology on measuring carbon dioxide 
emissions for road projects and a handbook on awareness of climate 
change and eco-transport were developed. A key conclusion is the urgent 
need for “smart urban transport.” Key findings are 

• Increased transport and associated CO2
emissions contribute to climate change

•  Cities are a primary emissions source
• Enhanced planning, use of technology, and 

incentives are “smart transport” options

The Asian Development Bank recently supported technical assis-
tance on resource optimization in the road sector in the People’s 
Republic of China (PRC) where a methodology on measuring 
CO2 emissions for road projects and a handbook on awareness 
of climate change and eco-transport were developed. A key con-
clusion is the urgent need for “smart urban transport.”

Transport and climate change are linked. CO2 emissions are 
surging in the PRC, which has become the world’s second larg-
est oil consumer after the United States. Vehicles account for 
about 30% of total oil consumption and this amount is projected 
to reach 57% by 2020 in the PRC. Transport accounts for 14% 
of CO2 emissions in the world. Energy consumption related 
to transportation is growing at an annual rate of 6–9%, and the 
CO2 emissions are expected to grow in lockstep with energy 
consumption over the next 40 years (see figure). 

The transport–climate link is becoming more urban. Urban 
areas have been transformed by migration from rural areas. 
Over 300 million people have moved from the PRC’s country-
side to cities, increasing urban dwellers from 26% to 40% of 
the population between 1990 and 2005. This shift has rapidly 
increased the demand for public transport. Current preference 
for private cars in the PRC is causing public transport services 
to deteriorate. Due to the high demand of transport and conges-
tion, urban areas are a major source of CO2 emissions. 

“Smart urban transport” is needed. Strategic planning and 
use of information technology (such as transport demand man-
agement) help increase the capacity of existing infrastructure by 
managing traffic flow. The “smart” approach in urban transport 
helps combat global and social issues, such as climate change 
and urban poverty.

For example, the use of congestion charges has proven to be 
feasible and successful in Singapore since 1973; and London 
and Stockholm have recently adopted the same approach with 
great success (20% reduction in CO2 emissions in London, and 

Knowledge Showcase

The Urgent Need for “Smart Urban Transport” to Combat 
Climate Change in the People’s Republic of China
By Toshiyuki Yokota and David S. Sobel

Projection of transport energy

Source: IPCC Working Group III, The Fourth Assessment Report “Climate Change 

2007 – Mitigation of Climate Change” (2007).
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Contact Toshiyuki Yokota, Transport Specialist  (tyokota@adb.org) and David S. Sobel, Senior Results Management Specialist (dsobel@adb.org), Asian Development Bank.

TA4877-PRC Resource Optimization in the Road Sector
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Asian Development Bank is dedicated to reducing 
poverty in the Asia and Pacific region.
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ideas from ADB technical assistance and other 
knowledge products to promote further discussion 
and research. 

The views expressed in this publication are those of 
the author(s) and do not necessarily reflect the views 
and policies of ADB or its Board of Governors or the 
governments they represent. 

joules

13% in Stockholm). Public transport is another key to combat 
climate change since the average CO2 emission/person from a 
bus (25 g/person-km) is less than one fifth that of a private car 
(150 g/person-km). 

Incentives can encourage “smart urban transport.” These 
include:

Improved Planning. Plans should squarely address energy 
consumption and emissions. The Kyoto Protocol supports the 
Clean Development Mechanism, which can be an incentive to 
promote public transport in the PRC and sell emission credits to 
developed countries. 

Upgraded Technology and Awareness Raising. Switching to 
hybrid vehicles (combined with vehicle taxes, congestion charg-
es, and promotion of alternative fuels) can reduce fuel consump-
tion and the CO2 emissions by about 30%. Eco-driving, with 
awareness raising among drivers, freight transport operators, and 
other stakeholders, can reduce it by 10–20% or even more. This 
will inevitably result in increased awareness among stakeholders 
about climate change and reduction of CO2 emissions.
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• Transport and climate change are linked; 
• The transport-climate link is becoming more urban; 
• “Smart urban transport” is needed; and 
• Incentives can encourage “smart urban transport,” including 

improved planning.

Knowledge Showcase #�: Using Economic 
Instruments to Promote Environmentally 
Sustainable Transportation in the 
People’s Republic of China

www.adb.org/Documents/Information/Knowledge-Showcase/
Economic-Instruments-for-Sustainable-Transport.pdf

The Asian Development Bank emphasizes the growing importance of 
environmentally sustainable transport (EST) that focuses on vehicle and 
fuel technology, infrastructure, and changes in transport activity and 
management. Recently supported research in the People’s Republic of 
China (PRC) show that

• Growing energy consumption in transport is unsustainable,
• Current carbon dioxide emission levels need to be better 

controlled, and
• Economic instruments can promote EST.

The following economic instruments can be used to promote EST:

Implement fuel tax system. The fuel tax reflects the “user-pays” 
principle and curbs excessive vehicle use. All revenues derived from the 
fuel tax should be used to fund maintenance, research, and costs to 
exercise macroeconomic control over transportation development. Fuel 
tax legislation is already enacted, implementation should be sped up.

Set up a National Transportation Fund. Set up a fund to be financed 
by revenues from transportation taxes, the proposed fuel tax, and a 
share of revenue from the proposed increase in the value-added land 
tax. It should prioritize those areas of greatest need, such as urban 
public transportation, rural road construction and maintenance, the 
development of sustainable transportation technology, transportation 
for the disadvantaged, and safer bicycle and pedestrian ways.

Strategically use incentives and taxes. Appropriate subsidies and 
incentive policies should be granted to sustainable transportation modes 
such as railways, waterways, and urban public transportation. Taxes 
should be levied on cars according to the costs that they impose on the 
environment in terms of energy use, traffic congestion, pollution, and 
traffic accidents.

Knowledge Showcase January 2009 | 5
East Asia | Transport

Using Economic Instruments to Promote Environmentally Sustainable 
Transportation in the PeopleÊs Republic of China
By Manmohan Parkash and David S. Sobel

• Growing energy consumption in transport 
is unsustainable

• Current carbon dioxide emission levels need 
to be better controlled

• Economic instruments can promote 
environmentally sustainable transport

The Asian Development Bank recently supported research em-
phasizing the growing importance of environmentally sustainable 
transport, which focuses on vehicle and fuel technology, infra-
structure, and changes in transport activity and management. 

Energy consumption is growing. The PeopleÊs Republic of 
China (PRC) is the worldÊs second largest energy consumer, 
accounting for 10.8% of the worldÊs annual production. This 
level of demand has resulted in the PRC becoming a net energy 
importer. It needs to double its electricity-generating capacity 
every decade to keep up with the rate of economic growth.

The transport sector accounts for much energy consump-
tion. With its rapidly expanding transportation sector, the PRC 
is the worldÊs fastest-growing oil consumer. The International 
Energy Agency states that road transport accounts for 35% of 
the PRCÊs crude oil consumption. Energy consumption in the 
transport sector is expected to continue to grow (see Figure).

Carbon emissions are on the increase and need to be con-
tained. Reliance on coal for 70% of total energy consumption 
and a rapid increase in the number of vehicles is intensifying 
air pollution and greenhouse gas emissions. In 2005, the PRCÊs 
total emissions of carbon dioxide ranked second in the world. 
By 2020, carbon dioxide emissions are estimated to be 
2.32 times the current level. 

Environmentally sustainable transport can help address 
these issues. A new, target-oriented approach is needed that 
places energy efficiency and the environment at the top of 
the policy agenda for transport at all levels. Environmentally 
sustainable transport calls for a much greater emphasis on 
transport-demand management policies. Such transport involves 
the use of environmentally sound transport modes, changing 
mobility patterns and driving behaviors, and education about 
the efficient use of transport.

Economic instruments can be used to promote environmen-
tally sustainable transport

Implement a fuel tax system. The fuel tax reflects the „user-
pays‰ principle and curbs excessive vehicle use. All revenues 
derived from the fuel tax should be used to fund maintenance 
and macro-control costs and research. Fuel-tax legislation is 
already enacted; implementation should be sped up.

Set up a national transportation fund. The fund would be 
financed by revenues from transportation taxes, the proposed 
fuel tax, and a share of revenue from the proposed increase in the 
value-added land tax. It should prioritize those areas of greatest 
need, such as urban public transportation, rural road construction 
and maintenance, development of sustainable transportation tech-
nology, transportation for the disadvantaged, and safer bicycle 
and pedestrian ways.

Strategically use incentives and taxes. Appropriate subsidies 
and incentive policies should be granted to sustainable trans-
portation modes such as railways, waterways, and urban public 
transportation. Taxes should be levied on cars according to the 
costs that they impose on the environment in terms of energy use, 
traffic congestion, pollution, and traffic accidents.

For further information 
Contact Manmohan Parkash, Principal Transport Specialist (mparkash@adb.org), and David S. Sobel, Senior Results Management Specialist (dsobel@adb.org), 
Asian Development Bank.

Climate Change and Transport: Promoting Environmentally Sustainable Transport in the People’s Republic of China
http://adbweb/Documents/Papers/Sustainable-Transport-PRC/default.asp
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governments they represent. 
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Good Practice Series

Clean Energy: Addressing Climate 
Change, Energy Security, and Worker 
Safety—Use of Fugitive Methane from 
Coal Mines

Coal mines in the People’s Republic of China (PRC) vent about 13–15 billion 
cubic meters of methane annually into the atmosphere. This volume is 
expected to increase as coal mining operations go deeper underground. 
Many coal mines have high methane content, and inefficient coal mine 
methane (CMM) drainage is the main cause of underground explosions 
that cause about 5,000 fatalities a year. PRC has more coal mine-related 
fatalities than developed countries with large coal mining operations, 
mainly because of differences in mine management, safety standards, 
and miners’ working hours.

The Asian Development Bank provided a $117.4 million loan (about 
50% of the total project cost) for implementation of the Coal Mine 
Methane Development Project (the Project), which consists of two main 
components: construction of a 120 MW CMM power plant and coal 
bed methane (CBM) surface development, and CMM transmission and 
distribution.

Social benefits will accrue to the residents of Jincheng, Shanxi Province 
and adjacent areas in terms of providing clean energy at affordable cost 
and improving their quality of life through new jobs, reduced air pollution, 
and related health impacts, and improved occupational safety for miners. 
The Project will directly benefit about 410,000 people in urban Jincheng, 
where about 13% live under the local urban poverty line.

The Project will improve air quality and reduce acid precipitation by 
replacing coal, fuel wood, synthetic waste gas, and petroleum-based 
fuels with CMM and CBM equivalent to about 265 million m� of methane 
a year. No reasonable alternatives to the Project would achieve similar 
objectives and benefits. Natural gas reserves have not been discovered in 
the project area, and there are no plans to deliver piped gas to the project 
area from external gas fields. The Project will save about 429,310 tons 
of coal per year, approximately two thirds from clean power generation 
and one third from fuel switching by industrial and municipal supply 
customers. Increased use of CMM will allow a gradual decrease in the 
use of raw coal and briquettes for cooking and heating, and thus reduce 
in- and outdoor air pollution that cause serious environmental and health 
impacts (respiratory diseases). Global benefits will result from methane 
capture and carbon dioxide reductions generated by fuel switching.

Based on current and projected gas production and use rates, a 
minimum of 4.4 million tons (about 3 million tons from the power plant) 
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of carbon dioxide equivalent (CO2e) emission reductions a year will be 
achieved upon the Project’s full operation, thereby generating substantial 
additional revenues from the Clean Development Mechanism under the 
Kyoto Protocol.

CMM and CBM resources are abundant in PRC, and tremendous 
opportunities for development remain. The huge potential to tap these 
resources as a clean energy source, when adequately harnessed, will 
address the lingering issues on climate change, energy security, and mine 
worker safety.

Building Railways in the People’s 
Republic of China: Changing Lives

www.adb.org/Documents/Reports/Railways-Changing-lives/

Economic reforms that began in the People’s Republic of China (PRC) in 
1978 have resulted in rapid development, but they have also resulted in 
widening regional disparities. The 9% annual gross domestic product (GDP) 
growth is unprecedented, but growth has been spread unevenly with some 
segments of the population left behind in relative and even absolute terms 
and with coastal provinces achieving growth rates far higher than those 
in the central and western provinces. The lack of adequate infrastructure, 
particularly in year-round transport links with the central and western 
regions, is the most important reason for this disparity. A key feature of 
the Government’s Eleventh Five-Year Plan is therefore railway development 
because rail transport is energy efficient, environmentally friendly, 
affordable, reliable, and comfortable. Given technological advances, 
railway construction is no longer difficult in remote and inaccessible areas. 
It is cheaper and uses less land than roads.

In recognition of the role of railway development in promoting 
economic growth and reducing poverty, the Asian Development Bank 
(ADB) has provided 14 loans in the sector since 1989 covering 15 provinces 
for a total of about $3.0 billion. Of these projects, eight are complete, 
two are operating commercially and four are under construction. These 
projects have had positive impacts in terms of increasing personal 
incomes, creating jobs, industrializing rural areas, generating local 
government revenue, developing tourism, improving housing, protecting 
the environment, and increasing the participation of women and ethnic 
minorities in economic activities. In addition, railway construction units 
provide local communities with access roads, electrification, water 
supply systems, and basic infrastructure. Railways support development 
of economic growth corridors and micro-urbanization; provide greater 
mobility and better access to markets; and have enabled local governments 
to set up industrial zones and product bases to develop their secondary 
and tertiary industrial sectors. Increased revenues are used to provide 
better primary education, health services, agricultural development, and 
physical infrastructure.

Building Railways in the 
People’s Republic of China

Changing Lives
Manmohan Parkash
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ADB has developed a number of key initiatives for managing railway 
development including setting up effective institutional structures, 
consulting and involving stakeholders and local government agencies, 
and developing an effective project performance management system 
that closely monitors indicators. These measures have been developed 
over time and refined based on experience with other railways projects.

Best Practices of Land Degradation 
Control in Dryland Areas of the 
People’s Republic of China

The People’s Republic of China (PRC) has a wide distribution of dryland 
and land degradation is severe. Land degradation has become the 
key factor restraining sustainable economic and social development in 
dryland areas. To improve the ecological conditions in dryland areas, the 
PRC Government has taken many measures to improve and protect the 
ecology and has made tremendous achievements in land degradation 
prevention and control, obtaining a series of applicable experiences and 
techniques that have greatly contributed to ecological improvement and 
land degradation control in dryland areas. 

In 2002, the PRC established a strategic partnership with the 
Global Environment Facility (GEF) in land degradation control, the PRC-
GEF Partnership on Land Degradation in Dryland Ecosystems, the first 
partnership of GEF with a government on ecological fields.  

This publication is a compendium of summaries of successful 
experiences of land degradation control in the PRC. These practices are 
the achievements of farmers from the PRC who have struggled against 
land degradation for a long time. 

The piloting of new technologies has permitted the PRC Government 
to disseminate this publication Best Practices of Land Degradation 
Control in Dryland Areas in China, documenting 50 best practices as 
part of a database of the World Overview of Conservation Approaches 
and Technologies (WOCAT). WOCAT is a global network that aims to 
collect, compare, disseminate, and utilize information on soil and water 
conservation. WOCAT operates in a decentralized manner through regional 
and national initiatives. With support from the WOCAT representatives 
in the PRC and the National Bureau to Combat Desertification, the PRC-
GEF Partnership has documented the 50 technologies in English and the 
local language and provided extensive training to national, provincial, 
and local government staff. 
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Promoting Environmentally Sustainable 
Transport in the People’s Republic  
of China

http://adbweb/Documents/Papers/Sustainable-Transport-PRC/
default.asp

The Government of the People’s Republic of China (PRC) has recognized 
the extreme importance transportation plays in economic development 
and has promoted the rapid growth of all modes. The challenge is to 
decouple social progress and economic growth from unsustainable 
resource depletion and adverse environmental impacts. 

The transport system is a major source of greenhouse gas emissions 
especially in the road and aviation sectors, which are also very energy 
intensive. Currently, 35% of the PRC’s crude oil consumption is for 
transport. The highway system has increased nearly 300% in 26 years, 
and the proportion of private passenger vehicles to total vehicles 
increased from 6.8% in 1980 to 78.2% in 2006. In terms of kilometers 
(km) traveled, air passenger traffic tripled from 68 billion passenger-km 
in 1995 to 237 billion in 2006. Air cargo almost quadrupled in the same 
period. In the past 2 years, the PRC alone accounted for more than 30% 
of the world’s incremental consumption of liquid fuels, and its strong 
growth in consumption has helped support high oil prices. Consumption 
is projected to grow 3.5 times over the next 30 years.

Numerous initiatives have been undertaken or proposed to 
reduce the negative environmental and health impacts of the current 
transport system. Gains have been significant with respect to specific 
pollutants, notably carbon monoxide and lead, thanks to regulations 
controlling vehicle emissions and fuel quality. Nevertheless, genuine 
energy conservation has become an urgent task. The revised Energy 
Conservation Law includes measures to conserve energy in the transport 
sector by developing and using clean, alternative fuels and by giving 
incentives for the development, production, and use of alcohol, hybrid, 
electrical, and compressed natural gas vehicles. The Eleventh Five-Year 
Plan also prioritizes the development of public transportation with mass 
rapid transit as a key mode in megacities.

In addition to these measures, a new, target-oriented approach is 
needed that places energy efficiency, environment, and health at the top 
of the policy agenda. Environmentally sustainable transport (EST) focuses 
on vehicle and fuel technology and on infrastructure on the one hand, 
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and on changes in transport activity and management including land 
use patterns on the other. The latter involves favoring a higher share and 
use of environmentally sound, healthy modes; increasing vehicle loading 
and occupancy; reducing the need for motorized transport; changing 
mobility patterns and driving behaviors; and providing information and 
education about the efficient use of transport. EST calls for a much 
greater emphasis on policies to manage transport demand than was 
necessary in the past.

To realize EST, six broad policy measures with specific activities 
are recommended: implement administrative reforms, use economic 
instruments to promote sustainable transport, integrate planning and 
optimize transportation structure, promote transport equity, promote 
public transportation and implement mobility management, and conserve 
resources and promote environmentally friendly transportation.

Results-based Funding Mechanism:  
A Recommended Approach to Improving 
Wastewater Management in the People’s 
Republic of China

Results-based funding mechanism advocates a different approach in 
public financing. The government or the funding agencies concerned 
are not expected to release the fund for a project based on its feasibility 
study. They will not release the fund until the promised development 
results have actually been achieved. Under the results-based funding 
mechanism, the review and approval of the feasibility study report for 
each particular project will follow the existing procedure. But instead of 
providing financing support for a project at the time when the project 
is approved or being implemented, the government or the funding 
agencies concerned will hold the public fund until the development 
results envisaged and promised by the project proponent in the feasibility 
study have actually been delivered and achieved. Compared with the 
input-based funding mechanism from the government or the funding 
agencies’ perspective, the results-based funding mechanism can be 
summarized as the “buying result approach”. 

The results-based funding mechanism is proposed as an innovative 
financing mechanism to help the government achieve, in a more effective 
and efficient manner, one important environmental management 
performance target set in the 11th Five Year Program to reduce chemical 
oxygen demand (COD) discharge by 10%. The proposal advocates a shift 
in public financing mechanism from the “buying promise approach” to 
the “buying result approach” by linking the allocation and disbursement of 
the national government financial support with the actual achievements 
materialized under the intervention projects. This will encourage or force 
the subnational entities to focus their effort on achieving the targeted 
results, instead of preparing project proposals. 

Inspired by the experiences under clean development mechanism of 
Kyoto Protocol, this paper proposes that “certified discharge reduction” 

Result-based Funding Mechanism 
A Recommended Approach to Improving Wastewater Management in PRC 

Fei Yue, EASS 
(Draft for Discussion) 

A. Introduction 

1. In evaluating the performance of the 10th Five Year Plan (2001-2005), the government of 
the People’s Republic of China (PRC) recognized that, despite billions of dollars invested for 
environmental improvement, it failed to achieve certain very important environmental targets. In 
the field of combating water pollution, the representative performance target set by the 
government for the five year period was 10% reduction in the overall discharge of chemical 
oxygen demand (COD) in the water systems across the country. It was noted, however, that the 
actual discharge of COD had increased. Many major COD dischargers (e.g. small and medium-
sized pulp and paper mills) resumed their polluting operation soon after the temporary closure 
imposed under the administrative and political pressures from the central authorities. A large 
number of wastewater treatment facilities constructed across the country are being operated at 
less than 30% of their designed capacity. Some of these wastewater treatment facilities have 
been kept idle since completion of construction. The 11th Five Year Program (2006-2010) has 
once again set 10% reduction in COD discharge as one mandatory performance target for 
improving environmental management. For this purpose, the government has committed again 
billions of dollars public funds to address the water pollution concerns. In addition to the 
continued political will and enormous financial resources committed by the government, the 
lessons learned from the 10th Five Year Plan have highlighted the need and urgency to explore 
new yet more effective public intervention approaches to ensure that the performance target 
would actually be achieved.

2. In this connection, many proposals are under discussion on how to improve the 
efficiency and effectiveness of public interventions in improving water pollution management in 
PRC. These include various recommendations for improved technology, enhanced financial 
support, strengthened participation, etc. Further to these ongoing discussions, this paper will 
concentrate on one particular aspect of public intervention---the financing mechanism applied 
for such interventions. This paper argues that the result-based funding mechanism is a suitable 
and more effective public financing mechanism to address the water pollution concern in PRC 
that warrants serious consideration by the government.  

B. Result-based Funding versus Input-based Funding 

3. Most of the development projects have been financed based on an approved feasibility 
study report, which sets out the goal and performance target of the intervention; identifies and 
establishes the cause and effect relation between inputs, outputs, and development goals of the 
project; and analyzes and evaluates the financial needs of the project in terms of input cost 
estimates and economic and financial returns in terms of the envisaged outputs and benefits 
from the project. This is the conventional input-based funding mechanism used by most of the 
governments and the public funding agencies. Under this mechanism, the government or the 
concerned public funding agencies disburse the public funding resources, either prior to project 
implementation commencement or in proportion to project implementation progress, in 
accordance with the approved feasibility study with a belief that the envisaged development 
results shall and will come true upon project completion. From the government or the funding 
agencies’ perspective, the nature of the input-based funding mechanism can be summarized as 
the “buying promise approach”, that is, to provide funding support in return for certain results 
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(CDR) be introduced both as a measurement of result-achieved in COD 
discharge reduction, and as a medium of exchange between the public 
funding resources and the expected discharge reduction results. This 
paper also discusses how an independent monitoring system might be 
established and operated. The results-based funding mechanism would 
not substitute the input-based funding mechanism. Instead, the results-
based funding mechanism would need more effective interaction between 
the subnational entities, the project proponent or investors for intervention 
projects, and the financial institutions in resource mobilization. The public 
fund would be provided as incentives for those projects that have been 
proven to deliver the expected results. The proposed mechanism also 
indicates the possibility and potential to develop a specialized market 
for more sophisticated transaction of CDRs to lower the overall COD 
discharge reduction cost. It should be further noted that the results-
based funding mechanism discussed in this paper may also be used 
for environmental management in other areas, where an objective and 
measurable performance target can be defined and established such as 
forest rehabilitation and protection, desertification, etc. 

The proposed results-based funding mechanism can provide a good 
opportunity for enhancing the joint effort between the PRC and the 
Asian Development Bank (ADB) to combat water pollution in the PRC. 
As a regional development bank, ADB provides its developing member 
countries with combined assistance package including both technical 
assistance grant and lending support. The technical assistance is provided 
to support policy study and capacity building assistance, which can be 
tapped for development of the piloting operation. The long-term ADB 
loan could be tapped to facilitate the establishment of a revolving fund 
to support the proposed piloting operation. 

Combating Climate Change in  
the People’s Republic of China:  
An Overview of Recent Policies  
and Efforts

The swift economic development and integration into international 
trade and finance systems in the past two decades have converted the 
People’s Republic of China (PRC) into one of the largest greenhouse 
gas (GHG) emitters in the world (accounting for about one sixth of the 
global total). Starting with a small cumulative volume and a low per-
capita level, the PRC has suffered from substantial incremental emissions 
in recent years. Its carbon dioxide (CO2) discharge had been more than 
doubled from 2.4 billion tons in 1990 to 5.0 billion tons in 2004, mainly 
because the PRC had powered its growth engine predominately with 
coal, the most CO2-intensive fossil fuel (amounting to 2.7 billion tons in 
2008—more than 40% of the world total). Pollution caused by high coal 
usage is aggravated by the economy’s relatively low energy efficiency, 
which requires much more energy per unit of economic output than the 
world average. The steady income expansion and the present low energy 
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consumption per capita indicate potential for strong growth in energy 
demand for many years to come. If current trends of pollution emissions 
are not effectively curtailed, GHG emissions will continue to increase 
rapidly, which will exacerbate global warming and inflict heavy social, 
economic, and environmental damage. 

Widespread and verified evidences have demonstrated the severity 
and urgency to combat climate change in the PRC. Global warming is 
causing glaciers to melt, sea levels to rise, deserts to expand, weather to 
become more extreme, natural disasters to occur more frequently and 
harshly, and the ecological environment to deteriorate in many other 
ways. If not handled properly, it could cause serious adverse effects 
on energy security, ecosystem integrity, water and food supply, health, 
community safety, public finance, and social stability. The poor would 
suffer first and foremost, and remain the most vulnerable.

It is clearer now than ever before that the current growth trajectory 
dominated by fossil fuels is neither environmentally sustainable nor 
economically desirable. The gigantic size, fast growth, and low current 
efficiency for energy consumption in the PRC nevertheless beget great 
potential for emission reduction in both the short and long term. The 
PRC Government has made strong commitments, and articulated 
a clear vision as reflected in its goal of quadrupling the per-capita 
gross domestic product while only doubling energy uses in the period  
2000–2020, requiring the energy elasticity be maintained about 0.3 over 
the next 12 years. The Government has also established mandatory targets 
and adopted incentive-based policies to conserve resources, pursuing 
technological progress, improve energy efficiency, diversify the energy 
supply mix into renewable sources, and reduce pollution emissions.

In fact, the PRC is the first developing country that had announced 
and adopted a comprehensive National Climate Change Program (NCCP), 
which became effective in 2007. The NCCP has delineated policies and 
measures for mitigating the effects of climate change, ensuring adapting 
to climate change an integral aspect in policy making, reinforcing 
scientific and technological research to gain better understanding, raising 
public awareness, promoting behavior changes, and strengthening 
international cooperation. In the NCCP, the PRC pledged to speed up 
economic restructuring, to diversify energy production, to promote 
technology that uses clean energy, and to upgrade the capacities of 
central and local institutions. Measures are spelled out for using energy 
more efficiently, conserving energy and resources, developing renewable 
energy, preserving and rehabilitating ecosystems, and enlarging the CO2 
sinks by tree planting and afforestation.

The PRC has played a constructive role in abating the negative effects 
of global warming under the United Nations Framework Convention on 
Climate Change. Currently, the PRC holds the largest source of certified 
emission reductions under the Clean Development Mechanism. As a 
non-Annex I country in the Kyoto Protocol, the PRC is not obliged to 
committing itself to binding quantitative targets for emission reduction. 
However, to demonstrate its international responsibilities and to maximize 
its contribution to the global efforts in mitigating GHG emissions, the 
PRC has highlighted in the NCCP the following mandatory quantified 
targets for 2010, which were also emphasized by the 11th Five-year Plan 
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on Economic and Social Development and other relevant specialized 
plans:

• reducing the consumption of energy for every 10,000-yuan 
of GDP from 1.22 tons of standard coal equivalent in 2005 to 
below one ton—a reduction by 20%;

• raising the share of renewable energy in primary energy supply 
to 10% from 7% in 2005;

• extracting 10 billion m� of coal-bed methane;
• capping nitrous oxide emissions from industrial processes at the 

2005 level;
• increasing the forest coverage rate to 20%; and
• increasing the carbon sink by 50 million tons over the 2005 

level.

Besides the NCCP, the PRC has enacted a series of laws on energy 
conservation, renewable energy development, pollution control, and 
disaster management. In its medium- and long-term renewable energy 
development program promulgated in August 2007, the Government 
set the goal of producing 15% of primary energy from renewable sources 
by 2020, up from 7% in 2005. Development plans have been formulated 
to raise the share of electricity production from renewable sources, 
mainly by constructing capacity for 30 gigawatts (GW) of wind power (a 
five-fold increase from 6.1 GW in 2007), 20 GW of biomass and biogas 
power, and 300 GW of hydropower. In the Integrated Working Plan on 
Energy Conservation and Emission Reductions adopted in early 2007 and 
its implementing policies, efforts to offset climate change impacts were 
significantly intensified. Concrete measures include

• reduction of energy consumption in top 1,000 energy-using 
enterprises,

• retirement of inefficient power-generation stations and industrial 
plants,

• establishment of power generation dispatch scheduling based 
on energy efficiency,

• improvement of demand-side energy efficiency management,
• development  of the clean coal initiative,
• scaling up of the use of coal-bed methane and waste coal,
• stimulation of wider adaptation of green lighting,
• promotion of high energy efficiency and environmental standards 

in transportation,
• improvement of urban and rural environment management,
• energy-efficient labeling and certification,
• injection of funds for research on energy conservation and 

emission reduction, and
• penalties for missing pollution control targets and subsidies for 

generating positive environmental externalities.

The challenges of fighting climate change are both regional and 
global. The next 10–15 years will be most critical. The cost and impact 
of inaction or slow action by the PRC will be profound and eventually 
shared by all. A win-win solution for smoothly moving to a more secure 
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and lower carbon world is urgently needed. Without active actions of the 
PRC, the global goal of stabilizing atmospheric GHG concentrations to 
safe levels cannot be attained.

This paper has presented the background, national strategies, 
policies, incentives, and recent efforts by the PRC to deal with climate 
change mitigation and adaptation. 

Reviving Lakes and Wetlands:  
Lessons Learned from the People’s 
Republic of China

www.adb.org/Documents/Books/PRC-Reviving-Lakes/PRC-Reviving 
-Lakes.pdf

Lakes and wetlands in the People’s Republic of China (PRC), particularly in 
eastern parts of the country, are in very poor condition. The Government 
has long been aware of these growing problems and, over the last 10 to 
15 years, has invested substantially to reverse these problems in particular 
areas, such as some of the lakes (West Lake, Tai and Dianchi Lakes) and 
wetlands (Sanjiang Plain, Baiyangdian, and Yancheng Wetlands). 

Overall, these efforts have not been as successful as planned. 
Nevertheless, there have been a number of encouraging successes, 
such as the West Lake in Hangzhou Municipality, Zhejiang Province. The 
West Lake experience—although it has certain unique characteristics—
shows clearly that aquatic ecosystems deteriorate for many complex and 
interrelated reasons and that a rehabilitation strategy, to be successful, 
needs to address all elements of the problem within the framework of the 
total ecosystem. The successful approach takes into account not only the 
water resource and uses but the land as well, and makes greater efforts 
to strengthen coordination between sectors and between jurisdictions. 

Other cases, particularly Tai Lake, show that the Government is 
capable of mobilizing all the necessary resources to tackle complex 
problems, but success is frequently compromised by the failure to apply 
a comprehensive, integrative framework.

This study assesses some recent experiences with lake and wetland 
restoration in the PRC and provides lessons learned. These lessons show 
that the following four key elements are required if success is to be 
realized in aquatic ecosystem rehabilitation programs: 

• Strong and consistent leadership and action. To create the 
conditions for successful aquatic rehabilitation, projects need 
the commitment of political leaders who understand the 
seriousness of the problems and have the ability to encourage 
and, if necessary, require cooperation for cross-sectoral and 
cross-jurisdictional coordination. 

• Integrated planning and analysis. Aquatic ecosystems usually 
collapse gradually from multiple factors—all of which need to be 

�
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addressed in project designs to prevent the reemergence of the 
same issues that led to the ecosystem’s crisis in the first place. 
Planning needs better integration of many sectors, especially 
land use sectors, and serves as a development strategy agreed 
to by all stakeholders. 

• Effective management structure. This can be complicated by 
the fact that catchment boundaries are rarely, if ever, the same 
as jurisdictional boundaries. Effective management structures 
ensure coordination across administrative boundaries—this has 
been the most consistent failure of large-scale rehabilitation 
programs in recent years. 

• Effective financial engineering. Too many programs have failed 
because of the inability of lower level governments to raise 
counterpart funds, or have been distorted because of the need 
for local governments to focus spending only on activities that 
create short- and medium-term revenue-raising possibilities. 
Given the major externalities associated with aquatic ecosystem 
rehabilitation programs, the Government needs to take on more 
of the financial burden.

Financial Sector in Mongolia—
Transition to a Market Economy Built 
on Successful Financial Reforms

www.adb.org/Documents/Evaluation/CAPES/MON/CAPE-MON 
-Financial-Sector.pdf

This sector assistance program evaluation report presents an independent 
evaluation of Asian Development Bank (ADB) assistance to the financial 
sector in Mongolia. The report identifies lessons from past ADB strategies 
and programs in the sector and is intended to provide inputs for 
preparation of the country assistance program evaluation of Mongolia 
and for formulation of the next country partnership strategy.

Country context. Mongolia is a landlocked, low-middle income country 
with a population of about 2.6 million and a per capita gross domestic 
product (GDP) of about $1,490 in 2007. Its economy faced many 
challenges during the transformation, beginning in the early 1990s, 
from a centrally-planned to a market-oriented economy. With support 
from ADB, the Government of Mongolia initiated many reforms in key 
areas that reduced inflation and improved growth. The Government was 
committed to increasing the pace of reforms by addressing the urgent 
economic problems facing the economy and providing a more sustainable 
basis for growth. It placed high priority on financial sector reform and 
restructuring of the banking system.

The banking system is now capable of responding to market signals 
and helping in the efficient operation of a market-based economy. The 
private sector has benefited most from this transformation. The loans 

Evaluation Study

 Operations Evaluation Department 
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given by the banking system have been predominantly for private sector 
development, and these accounted for 97% of total loans outstanding 
over 2002–2006. Accordingly, the private sector’s contribution to GDP 
increased from merely 3.3% of GDP in 1989 to 70.3% of GDP in 1999, 
reaching about 77.8% of GDP in 2006. This helped accelerate the process 
of overall economic growth in the country, with the GDP growth rate 
increasing from 3.2% in 1999 to 9.9% in 2007. 

Government’s sector strategies. In the 1990s, the Government 
adopted a strategy that included macroeconomic stabilization to address 
immediate problems, sustainable economic growth, and implementation 
of reforms considered necessary for a successful transition to a market 
economy, as well as a central role for commercial banks. The main 
objective of the reform program was to promote the establishment of 
a competitive, autonomous, market-based, and sound financial system 
that could regain public confidence and efficiently mobilize and allocate 
resources for economic growth. The financial sector reform program 
was therefore expected to (i) strengthen financial intermediaries,  
(ii) strengthen the legal and regulatory framework for the financial sector, 
and (iii) establish a market-based financial intermediation process.

In 2000, the Government formulated a Medium-Term Strategy for 
Financial Sector Development (covering 2000–2005), based on lessons 
from efforts to reform the financial sector during the previous decade. It 
also addressed the liquidity and solvency problems faced by commercial 
banks as a result of the 1999 financial crisis, which was caused by a 
severe drop in the prices of major commodity exports.

In 2003, the Government prepared the National Action Plan for 
2004–2008. That plan highlighted the importance of continued financial 
sector reforms to achieve a GDP growth rate of about 6% over the 
medium term. Accordingly, the plan is set out to (i) consolidate financial 
sector stabilization, (ii) strengthen the stock exchange to mobilize savings 
for productive investments, and (iii) develop a broader range of financial 
services and instruments.

Bottom-up evaluation. The overall rating of ADB’s assistance  
performance in the financial sector was “successful.” The banking 
subsector is performing well while the capital markets subsector is lagging 
behind. The financial sector assistance program for the evaluation period 
was considered “relevant,” “effective,” “efficient,” and its sustainability 
“likely.” The assessment covered three program loans, two project 
loans, one technical assistance (TA) loan, four project preparatory TA 
projects, and 21 advisory TA projects. Two completed financial sector 
program loans have been rated “successful” although there were some 
inefficiencies with respect to the 2-year delay in the completion of the 
second program (including the unsuccessful privatization of the stock 
exchange) and the cancellation of the rural finance loan. The ongoing 
third program loan is being implemented satisfactorily. Of the 21 advisory 
TA projects, 18 have been completed with 14 rated “generally successful” 
and four rated “partly satisfactory.” The other three advisory TA projects 
are ongoing and based on the outcomes achieved so far, they have been 
rated “successful.”
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Top-down evaluation. The overall positioning of the financial sector 
strategies for the evaluation period was assessed “satisfactory.” ADB’s 
strategies for the financial sector remained relevant and consistent 
with those of the Government throughout the strategy and program 
formulation, evaluation, and implementation stages. Likewise, ADB’s 
overall performance in the sector was satisfactory. A considerable amount 
of effort and funds were spent in researching, analyzing, formulating, and 
prescribing policy reforms that were efficient and effective in facilitating 
the transformation process. However, ADB had some shortfalls in its 
engagement in the sector. While dealing with very complex financial sector 
programs, it lacked consistent, sufficient level of supervision to ensure 
their effective implementation. Either the provided staff deployment or the 
level delegation to the resident mission for the program implementation 
supervision and portfolio management remained weak and inconsistent. 
The program delivery in the capital markets subsector in particular has 
sometimes been sketchy and ineffective, leaving the key issues such as 
the privatization of the Mongolia Stock Exchange and the expansion of 
the stock market operations still unresolved.

The overall rating, based on the bottom-up and top-down evaluation 
of ADB assistance in the financial sector, is “successful” with scope for 
improvement in ADB’s future engagement in the sector.

Lessons Identified
The key lesson identified and worthy of replication in future ADB 
operations in similar situations was that the success of the financial sector 
strategies and programs was a result of (i) the continued Government 
commitment and ownership of the programs and the way the programs 
were formulated and implemented through a combined effort of the 
Government and the key donors, with ADB playing the lead role; and 
(ii) the emphasis placed on bank privatization, which allowed a more 
efficient and effective financial intermediation system to be put in place 
than would have been possible had they been restructured under the 
same government ownership.

Another key lesson identified was that ADB should not overestimate 
the capacity of the Government and the political will present to formulate 
and implement reforms and new laws, and/or amend existing ones. New 
reforms, laws and/or amendments to existing laws should have been 
better sequenced, phased, and presented in a more convincing manner 
through greater research, analysis, and consultation.

With regard to ADB’s engagement in the sector, dealing effectively 
with complex financial sector program loans and ensuring effective 
sector involvement—particularly for those loans involving policy reforms, 
new laws and/or amendment of existing laws, and human resource 
and institutional development goals—requires enhanced supervision 
budgets and staff skills and incentives, so as to enable sustained program 
supervision on the part of ADB.

It is difficult to develop capital markets in small economies like 
Mongolia. The issue could be viewed from subregional economic 
cooperation perspective. 
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As in the case of the rural finance loan that was canceled during 
its implementation, ADB’s project performance monitoring mechanisms 
should have been strengthened to watch for early warnings signaling 
that projects were running into difficulty, so that proactive steps could be 
taken to resolve impending problems before they actually occurred. 

Recommendations for the Commercial Banking Sector
• Assist further banking sector reforms. To maintain the stability 

of the banking system, the regulatory, supervisory, governance, 
internal control, and accounting and/or auditing frameworks 
need to be strengthened. ADB may consider supporting further 
reforms in the banking sector using its suitable modalities to 
meet the challenges and opportunities the sector faces.

• Consider equity and loan investments by private sector 
operations. ADB needs to consider equity and loan investments 
in some selected banks to help strengthen their operational 
capacity and systems and induce best international practices. 
Another opportunity will likely emerge with the Government’s 
present proposal to open the banking system to undertake 
nonbank and capital market activities (e.g., fund placement, 
initial public offerings, and underwriting). ADB may look into 
helping introduce these new products to the banking system.

• Examine the prospects for introducing longer-term deposit 
and loan instruments and products for small and medium 
enterprise promotion. ADB may investigate the possibility of 
using commercial banks for channeling a credit line to meet the 
gap in the supply of rural finance in the country.

• Support the rural finance. ADB may investigate the possibility 
of using successful banks to channel a credit line to meet the 
country’s rural finance supply gap.

• Support development of the housing finance market. In 
consultation with other aid agencies involved in this area, ADB 
may examine the possibilities of providing assistance to the new 
secondary mortgage product through strengthening the legal 
and regulatory framework, and perhaps providing equity and 
loan support for the mortgage corporation.

Recommendations for the Nonbank and Capital Market Sectors
• Support development of nonbank and capital market sectors. 

ADB needs to examine suitable modalities to support policy 
reform and capacity enhancement in terms of human resource 
and institutional development, covering both the nonbank 
activities to be undertaken by commercial banks and the work 
that Financial Regulatory Commission needs to undertake 
for further development of the nonbank and capital market 
sectors.
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Risk Assessments and Risk Management 
Plans for National Systems and the 
Education and Infrastructure Sectors 
in Mongolia

Mongolia’s transition to market-based economy started in early 
1990s, followed by major structural reforms aimed at establishing and 
developing basic institutional infrastructure of democratic governance. 
Mongolia has observed numerous positive developments in the course 
of reforms. However, its legal, policy, and institutional framework 
remain inadequate to mitigate risks in national and sectoral systems. 
The Asian Development Bank (ADB) can remove or reduce some of these 
risks through careful project design and engaged implementation, but 
concerted complementary government action and resolute political 
commitment will be necessary.

In accordance with the Second Governance and Anti-Corruption 
Action Plan (GACAP II), the Sector Risk Assessment (SRA) for the Country 
Partnership Strategy (CPS) 2009–2013 has been finalized with full support 
of the Government of Mongolia. Within this framework, the prime minister 
held a High Level Anti-Corruption Seminar in March 2008, which was 
attended by the state secretaries and senior-ranking line agency officials 
of all ministries. The outcome of the seminar was the formulation of 
the 2008 Cooperation Action Plan for Corruption Prevention and Public 
Education Activities and consequently, the development and adoption 
of Ministerial Anti-Corruption Action Plan 2008–2009 (MACAP) by all 
ministries and line agencies.  

According to the SRA, significant vulnerabilities and risk in public 
financial management stem from the Government’s limited capacity 
to implement development policies and reform, and to ensure that all 
elements, notably budget formulation, allocation, and execution are 
consistent with policy priorities. Evidence shows that interventionist 
central planning and political interference introduces additional 
vulnerability and risk that must be mitigated. 

Procurement risks include a lack of capacity, knowledge, and 
adequate training to equip professional procurement officers to dispatch 
their duties and responsibilities fairly and transparently. 

Efforts to promote governance and accountability, and to combat 
corruption are accelerating in Mongolia. Passage of key enabling 
legislation in 2006 and 2007, and the creation of independent institutions 
to combat corruption are among the testaments of government will in 
this area. Investigations of senior, mid-ranking, and junior officials have 
led to convictions, and public confidence and intolerance are growing. 
Nevertheless, additional support to the Government of Mongolia, and to 
the Independent Authority Against Corruption is required to strengthen 
institutional capacity and effectiveness. 

From the perspective of public financial management and 
procurement, national systems are not presently well-equipped to 
administer, manage, or implement large-scale projects without the 
risk of impairing development effectiveness or impact. The nature and 
magnitude of the risks inherent in national systems are profound, and 
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attempts to mitigate sectoral risks without first addressing national risks, 
or absent a unified approach, will prove ineffective.

Over the medium term, nascent national systems will be strengthened, 
and institutional and staff capacity will be built in subnational systems, 
and could potentially protect the fiduciary and development interests  
of ADB. 

Mongolia Education Sector Assessment

Mongolia ranks high among comparator countries in terms of education 
expenditures, enrollment, and completion. However, despite progress 
made in the education sector, Mongolia continues to face challenges 
in the provision of quality and access to education from preschool 
to higher education levels. The key issues in the current Mongolian 
education system are the need to (i) improve planning, management, 
and donor coordination in education; (ii) further increase equity in access 
and improving quality of basic and secondary education; (iii) increase 
access to early childhood education (ECE), and (iv) develop vocational 
and higher education. 

• Improving planning, management, and donor coordination. 
The Education Sector Master Plan (ESMP) was developed and 
endorsed by the Government and key development partners in 
2005. However, linkages between the different tiers of education 
are weak and requisite facilities and the resources needed to 
operate the facilities are mismatched. While development of a 
sector-wide approach (SWAp) is a key platform of the ESMP, 
and some progress in developing a SWAp in the education 
sector has been achieved, harmonization of donor activities is 
relatively low. Finally, monitoring and evaluation mechanisms 
focus on collection of information rather than on underlying 
policy issues, and the monitoring of outcomes needs substantial 
strengthening. 

• Basic education. Increasing equity in access and participation 
remains a problem at all levels of education, from primary to 
higher education. Poverty has a significant impact on school 
attendance and on school quality and a significant proportion 
of children in rural areas still do not attend primary or secondary 
school.4 With regard to gender, unlike most developing countries, 
girls are not disadvantaged in the educational system, and 60% of 
all students enrolled in higher education in Mongolia are female 
although male equity is increasing. Achieving gender parity in 
literacy to meet the Millennium Development Goal target will 
require intensification of efforts to improve male literacy. 

� MDG Second National Report, 2008.

 1

MONGOLIA SECTOR ASSESSMENT 

Introduction  Current Educational Structure in Mongolia 

Until 2004 Mongolia used to have a 10-year school system comprising primary, general 
secondary and high school. In 2005 an 11-year system was introduced. According to 
Clause 7.2 of the Law on Education, from school year 2008–2009, there will be a further 
shift to a 12-year system, and the school entry age will be lowered from 7 to 6 years. 
Approximately 42,000 6-year olds are expected to join the formal education system in 
2008.

Primary and secondary (basic) education is compulsory. Under the 12-year system, 
primary education will comprise grades 1–6, secondary education will comprise grades 
7–10 and high school (upper secondary) education will be provided in grades 11–12. 
The Constitution stipulates free basic education to all children. Ethnic minorities are 
entitled to receive their education in their own language. 

In 2007–08 academic year, there were 754 general education schools in Mongolia with a 
total of 542,505 students. Of these, approximately 20% of the schools were private 
schools although students educated in private schools amounted to only around 3% of 
total enrolments. According to the Ministry of Education, Culture, and Science (MECS) 
statistics there were 23,778 teachers employed in general education schools, of which 
22,891 were full time teachers. The average teacher/student ratio is only 22.8. The total 
shortage of teachers in 2006/07 academic year was 479 with the highest number of 
vacancies in Ulaanbaatar schools. Of 754 general education schools in school year 
2007/08, 210 were located in Ulaanbaatar and the remaining schools were located in the 
aimags. Of the total, 71 schools were primary only (mostly bagh schools), 167 were 
basic schools (grades 1–10), and 516 were complete secondary schools. The large 
majority of schools taught in the Mongolian language. In Bayan-Ulgii, most schools offer 
instruction in the Kazakh language, the language of the largest ethnic minority group in 
Mongolia comprising 4.3% of the Mongolian population but over 5% of children enrolled 
in school. The total ethnic minority population composed of some 15 different ethnic 
groups amounts to around 6% of the total population. 

495 schools provided boarding facilities in the form of dormitories, which enrolled 44,037 
students in 2007/08 academic year, of which 38,255 were herders’ children. Overall, 
51,118 students were living in dormitories, although demand exceeded supply and many 
students were forced to live in rented accommodation or with relatives in order to attend 
school. 

A normal school week for children in grade 1 consists of 20–22 hours (35-minute 
lessons). The number of hours is 26–28 hours per week (40-minute lessons) up to 
Grade 8 and 30–32 hours (40 minute lessons) in grades 9 and above. The school week 
is 5 days, although weekends and evenings may be utilised in preparation for 
examinations and there is considerable after hours private tutoring, particularly in exam 
grades. 
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• Shift in Mongolian Education System toward international 
standards. The Mongolian education system is currently 
undergoing a major shift, from the current 11-year school system 
to a 12-year system, and the school entry age will be lowered 
from 7 to 6 years. The shift will increase total enrolments by about 
9% and will place increased demands on school and classroom 
capacity, teaching skills, and the provision of a range of teaching 
and learning materials. There will also be an impact on related 
recurrent costs, budgeting, and management requirements.

• Increasing access to early childhood education. Currently, 
only half of Mongolia’s children have access to ECE. Mongolia 
has notable rural-urban disparities in ECE enrolment. Improving 
children’s well-being at the earliest age must be an integral 
and systematic component of education and poverty reduction 
policies.

• Developing vocational and higher education standards. At 
the tertiary level, the gross enrolment and/or participation rate is 
at 34%. It is estimated that 80% of secondary school graduates 
continue into postsecondary education. Enrolment in private 
higher education institutions has more than doubled over the 
past 4 years. In 1993, the Government began requiring public 
higher education institutions to begin charging tuition at levels 
sufficient to cover the entire cost of academic staff salaries, thus 
generating a large reduction in the government higher education 
budget. However, the outcome of this policy reform has been a 
proliferation of providers and a decline in the standard of higher 
education.5

• Higher education is undermined by ineffective policy, 
regulations, and governance, leading to declining quality 
standards. The state provides insufficient support that includes 
grants and loans for students enrolling in accredited institutions. 
Comprehensive reforms in financing, institutional autonomy, 
standards, and quality assurance in higher education require a 
coordinated effort by the government and other development 
partners. Similarly, the technical and vocational education and 
training (TVET) system is in need of comprehensive reform. 
Reforming the current system is a development priority of the 
Government to provide employable skills to students who do 
not advance to higher education to enhance their employment 
and income-earning opportunities and contribute to economic 
growth. 

� ADB. 1996. Report and Recommendation of the President to the Board of 
Directors on Proposed Loans and a Technical Assistance Grant to Mongolia for 
the Education Sector Development Program. Manila. (Loans 1507-MON[SF] 
and 1508-MON[SF], for a total of $15.5 million, approved on 19 December 
1996); and ADB. 2007. Project Performance Evaluation Report on the Education 
Sector Development Program. Manila.
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Capacity Building to Combat Land 
Degradation Project: PRC-GEF Partneship  
on Land Degradation in Dryland 
Ecosystems

This publication provides an overview of achievements under the Capacity 
Building to Combat Land Degradation Project (Project). The Project, which 
began in late 2004 and will continue through 2009, has been the main 
vehicle under the PRC-GEF Partnership on Land Degradation in Dryland 
Ecosystems (PRC-GEF Partnership). 

The PRC-GEF Partnership is a cooperation between national 
and international organizations to support integrated ecosystem 
management (IEM) approaches to combat land degradation by providing 
land degradation abatement-related capacity building, local institutional 
development support, advice on reform of policy laws, regulations and 
institutions, pilot demonstrations of IEM approaches, and interventions 
in six northwestern provinces and autonomous regions (AR) (Gansu 
Province, Inner Mongolia AR, Ningxia Hui AR, Qinghai Province, Shaanxi 
Province, and Xinjiang Uygur AR).

The Project has focused its activities mostly at the provinces, providing 
financial and technical support for training workshops, technical review 
meetings, guided hands-on learning by doing exercises, as well as study 
tours to projects and programs in the PRC, with proven success. The 
pilot sites have built local capacity and enabled trialing of small scale 
IEM interventions and approaches. Involvement of experts from the PRC 
in leading groups to evaluate past investments, weigh up the merits of 
various approaches and to discuss the ways to improve future programs 
has been essential. All the Partnership’s demonstration investment 
projects of ADB, International Fund for Agricultural Development, and 
the World Bank include capacity building training as a key component. 

Green Transport: Resource Optimization 
in the Road Sector in the People’s 
Republic of China

www.adb.org/Documents/Books/Green-Transport/default.asp

This publication, prepared under technical assistance, examines how 
the development of the road system in the People’s Republic of China 
affects the use of land and energy, the quality of the environment, and 
whether more efficient management of the transportation system could 
limit or reduce those impacts. The outcome of the study is a series of 
recommended policies and guidelines and a handbook to help better 
balance the needs of economic growth with the valid concerns about the 
use of energy and scarce resources and the environmental impacts.

Green transport is a new concept: an initiative to support sustainable 
economic development without sacrificing the local and global 
environment. It aims to provide society with a transport system that leaves 

Executive Summary

in the Road Sector in the People’s Republic of China

GREEN TRANSPORT

Resource Optimization

Asian Development Bank and 
Ministry of Transport, People’s Republic of China

Collaborative Project
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a smaller physical footprint, uses less energy, and produces less carbon 
dioxide and other harmful pollutants. Careful planning and design are 
key elements in achieving this. They make it possible to decrease land 
use, especially farm land; increase energy efficiency through operational 
improvements; reduce harmful pollutants by appropriate energy pricing; 
and develop a socially responsible assessment of alternatives that includes 
environmental impacts in its economic analysis.

Rural Finance in Poor Areas in  
the People’s Republic of China: 
Balance between Government and Market

Progress has been made in financial reform in the People’s Republic of 
China. However, rural financial reform has been lagging—with outstanding 
issues such as the  establishment of the Agricultural Development Bank 
of China, separation of the Agricultural Bank of China and rural credit 
cooperatives (RCC), and promotion of RCC reform. Rural financial 
policies, especially those targeting poverty-stricken areas, are still in the 
exploration stage.  Many constraints need to be addressed, such as urban 
finance guiding rural finance formal finance replacing informal finance, 
RCCs dominating in rural areas, difficulties in rural financial innovations, 
sustainability of rural financial institutions, and the moral hazard of local 
government intervening in rural financial institutions.

A wealth of research findings are cited in this report to analyze the 
current status and main issues of rural finance in poor areas and put 
forward principles and related policies and measures concerning the 
reform of rural finance in poor areas. The report covers (i) economic and 
financial conditions of the poor regions, (ii) financial policies and rural 
financial development, and (iii) rural financial services in poor areas.

Strengthening the Pension System

The report, prepared under technical assistance,6 provides recom-
mendations on structural changes to the pension system in Mongolia, 
with consequent implications for the recognition of liabilities and 
investment, and those on improving the existing system.

Four major recommendations are put forward: (i) structural 
changes to the national pension system, (ii) financing and funding 
the Government’s liability, (iii) investing and investment structure, and  
(iv) strengthening the existing system.

Proposed structural changes to the national pension system include 
(i) introducing a multi-pillar system; (ii) encouraging the development 
of non-contributory universal pension; (iii) adapting mandatory 

� TA 4910-MON: Strengthening the Pension System.

Technical Assistance Report

Project Number: 40608 
December 2006 

Mongolia: Strengthening the Pension System 
(Cofinanced by the Government of Luxembourg) 

Prepared by [Author(s)] 

[Firm]

[Address]

Prepared for [Executing Agency] 
  [Implementing Agency] 
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contribution system for all employees born after 1960; (iv) maintaining 
old and interim schemes; (v) encouraging voluntary contributions for 
all groups-employers, employees, self-employed, and unemployed; and  
(vi) extending  the definition of pensionable wage ceiling to apply equally 
to employer and employee contributions.

On financing and funding the Government’s liability, Government 
should recognize the liabilities of the old, interim, and current schemes. The 
Law on Social Insurance should be amended to define all future changes 
to factors of implicit pensions debt (IPD) model, require IPD increase 
assessment, and identification of financing to pay for increase in IPD.

For the area of investing and investment structure, recommendations 
include (i) implementation of structured plan to finance Government’s 
pension liabilities under the current scheme; (ii) issuance of gross 
domestic product-linked and/or Government debt as means of financing 
pension liabilities; (iii) creation of Pension Investment Fund from 
contributions of the national pension system, whose assets are to be 
managed by an independent investment board; and (iv) exclusion of 
health care, occupational injury and disease insurance (OIDI), and other 
social insurance contributions from pension assets.

Proposed measures to strengthen the existing system are (i) create 
parity between civil and labor contracts; (ii) ensure full compliance 
with Social Insurance Law by reducing private sector employer evasion; 
(iii) remove incentives for private sector employees to underreport 
wages; (iv) review benefit payment structure; (v) improve effectiveness 
of Social Insurance National Council; (vi) recognize the need, develop, 
and implement public awareness campaigns of national pension system; 
(vii) determine and publish the life expectancy factor for current scheme 
benefits; (viii) improve, streamline, and make more cost effective the 
workflow of the State Social Insurance General Office and central pension 
recordkeeping; and (ix) improve national identification system under 
working group chaired by the prime minister.

National Strategies for Environmental 
Management and Energy Conservation in 
the People’s Republic of China

The People’s Republic of China’s (PRC) rapid development from a closed 
agricultural economy to the world’s third largest has been accompanied 
by widespread environmental degradation. Water quality throughout the 
country has fallen, air quality in the urban areas has declined, and many 
of the rural areas have been deforested or degraded. For this reason, 
the PRC has embarked upon the development of a long-term Macro-
Environmental Strategy for the consideration of the appropriate targets 
for growth and development. Under ADB’s technical assistance to PRC,7 
a group of leading experts in environmental management from the PRC 

� TA 4987-PRC: National Strategies for Environment Management and Energy 
Conservation.

Technical Assistance Report

Project Number: 41589
November 2007 

People’s Republic of China: National Strategies for 
Environmental Management and Energy Conservation 
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was brought together with a group of the world’s leading academics 
on growth and environment to inform the development of the Macro-
Environmental Strategy by reference to international experiences. The TA 
project consisted of four parts.  

Part I comprises a summary of PRC’s increasingly difficult problems of 
environmental management with regard to water, air, and biodiversity. It 
shows that only 28% of lakes meet quality standards, while 59% of rivers 
are below standard, and 76 of 118 (64%) of large cities have serious 
groundwater contamination. Furthermore, the level of air pollutants 
(particulates and SOx) in some of PRC’s urban areas are four to six times 
those of developed countries. In rural areas, the pressure for increased 
agricultural production has resulted in severely degraded forests as 
well as highly contaminated waters. PRC’s economic development has 
generated increasingly difficult environmental management problems.

Part II examines the general relationship between economic growth 
and environmental management. This is demonstrated by reference to 
the experiences of both PRC and other countries, charting the various 
phases of industrial development and the relationship with environmental 
quality. This general relationship between growth and environment 
is often inverted U-shaped, indicating that a period of increased 
degradation is often followed one of increasing quality. This results from 
an increasing emphasis on environmental management. States change 
their approach to environmental management as they progress through 
the various stages of economic development—initially the focus is on 
economic growth and environmental clean-up but with development, 
the focus is on balanced growth and proactive regulation.

Part III illustrates this by setting out some examples of best practices 
in environmental management in developed countries. These examples 
demonstrate how increased management is able to generate marked 
quality improvements in regard to air, water, and biodiversity. The PRC 
and international experts have worked together to select specific case 
studies, such as the European Union systems for regulating energy-based 
emissions, the Australian systems for water trading, and the US systems 
of biodiversity offsets for wetland protection. These are then examined to 
identify concrete examples of the types of regulatory systems that might 
be targeted by PRC.

Part IV focuses on the role of institutional reform in PRC’s management 
of its environmental quality.  Institutional development in PRC is charted, 
and the important cross-cutting problems in environmental management 
are identified by referring to the studies undertaken in the project. 
The international experiences are used to demonstrate how PRC’s 
environmental institutions can be developed over the coming years to 
meet its current and future environmental challenges.
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Institutional Development Project 
of the Ministry of Environmental 
Protection’s Regional Environmental 
Supervision and Investigation 
Institution

The report, prepared under technical assistance,8 analyzes the experience 
of international and domestic regional agencies on environmental 
management. The report proposes the strategic development plan for the 
People’s Republic of China’s (PRC) Regional Environmental Supervision and 
Investigation Institution (RESII), and defines RESII’s function orientation, 
responsibilities, operational mechanism, legal guarantee, environmental 
emergency response, and information management, as well as capacity 
guarantee and enhancement of staff capability in conducting regional 
environmental supervision.  

The establishment and improvement of RESII is the important aspect 
for the realization of historic transition of environmental protection and 
the environmental supervision enhancement in the PRC.

The report’s major findings are

• The necessity of establishing RESII and its nature as the local 
agency of national environmental protection department;  

• RESII’s full functions include guidance, supervision, information, 
coordination, emergency response, management, and 
enforcement;

• RESII’s core function is information management;
• RESII’s organic law and other special regulations need to be 

formulated and its legal position defined. Financial guarantee 
needs to be provided, an award and punishment system needs 
to be established, and the mechanism of public participation 
improved;

• RESII should establish an effective system of information 
management and emergency response management;  

• RESII capacity building to be undertaken in different phases; 
and

• RESII development road map and implementation plan, i.e., 
RESII to be developed as regional bureau similar to the US 
Regional Office of Federal Environmental Protection Agency with 
the functions of supervision, investigation, and management in 
pollution prevention and ecological conservation.

� TA 4741-PRC: Institutional Development of SEPA’s Regional Supervision 
Centers.
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People’s Republic of China:  
Employment Services for Migrant Workers

From the 200 million farmer-laborers in the People’s Republic of China 
(PRC), about 130 million are migrant laborers working across different 
areas. These workers form a vital part of the industrial workforce in 
PRC and play an increasingly important role in the country’s economic 
construction and social development. Because of the urban-rural dual 
social system, rural migrant workers face many problems relating to 
employment, training, and safeguarding their rights, such as the problems 
caused by separate employment policies covering urban and rural areas, 
a different labor and social security system as well as issues relating to 
the infringement of legal rights. There is a lack of comprehensive and 
detailed information about the job needs of these surplus rural workers 
and the employment service goals needed to actively and speedily help 
them have not been properly determined. These problems make it more 
difficult for these workers to find work quickly and affect progress on the 
integration taking place between town and country as well as the rate of 
overall national economic development and social harmony.

The PRC Government has given high priority to the problems facing 
rural migrant workers and in recent years it has introduced a number of 
bills and measures to standardize rural migrant workers’ employment, 
social security system provisions, and access to training. In implementing 
these measures, the Government has carried out research on the needs 
of rural migrant workers to determine what effective and specific services 
should be provided. 

The study was prepared under ADB technical assistance to PRC.9  
The study covers the research and analysis undertaken and contains a 
range of recommendations to improve public employment services (PES) 
operations. The study aims to increase service efficiency to satisfy the 
employment needs of rural migrant workers seeking work in urban areas. 
At the macro level, the report examines the key issues relating to surplus 
rural labor and provides recommendations on policy setting, service 
platform construction, work-team capacity building, and information-
sharing mechanisms. At the micro level, it examines the different needs 
of migrant workers during their various stages of transition i.e., from 
the first germination of the idea to move, the pre-departure stage, the 
travel and transition to urban employment, and finally the employment 
stage. This approach provides both the theoretical and practical basis 
for identifying the necessary assistance and support mechanisms for a 
comprehensive PES system to be put in place.

The main report has four chapters and provides a comprehensive 
exploration of the basic needs for employment services for rural migrant 
workers, the current status of the PES, and the major problems it faces 
and recommendations for improvements. The main findings are the 
following:

• Firstly, countermeasures and solutions have been based on the 
needs of rural workers themselves and not simply from traditional 

� TA 4858-PRC: Employment Services for Migrant Workers.
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academic discussions. At the beginning of the report, the various 
needs for employment services are examined from four different 
perspectives, namely, national level, areas, enterprises, and the 
rural migrant workers. The report examines in detail the problems 
and needs of rural workers and undertakes a systematic analysis 
of existing PES services;

• Secondly, it proposes a “five point and four stage model,” which 
provides a theoretical basis for analyzing the issue of surplus 
rural workers and for identifying their various needs at different 
points during their transition;

• Thirdly, it identifies typical methods currently being used to 
help rural workers into employment but which also have wider 
significance and relevance in other current situations in the PRC; 
and 

• Fourthly, it provides recommendations on how PES can improve 
their services to rural migrant workers, covering policies, 
methods, and measures that will be important points during 
future efforts to improve PES delivery.

People’s Republic of China:  
Urban Poverty Strategy II

Prepared under technical assistance,10 the study provides analysis on 
rural migration in the People’s Republic of China (PRC) and identifies 
policy implications.

The historical overview on rural migration begins in 1958 when 
stringent control on rural-to-urban migration was instituted, keeping the 
share of the urban population constant for 20 years. This was intended 
to ensure the survival of grain rationing, i.e., where the “agricultural” 
population would be self-sufficient in grain and the “non-agricultural” 
population would be entitled to a ration of grain. The turning point came 
in 1984 when a government circular allowed rural laborers to move to 
cities on the condition that they are not entitled to grain ration. This 
signaled a complete departure from the previous requirement of rural 
workers seeking official permission to leave for cities and compelling 
employers to seek official permission before employing rural workers.

The 1984 reform initiated a sequence of changes over the next two 
decades that completely overturned the regime of controlled migration. 
Between the mid-1980s and the turn of the 21st century, the policy 
vacillated between loosening in response to growing demand for manual 
labor and tightening controls on migration as and when there was a 
surge in migration.

Since 2002, the policy stance towards migration has been radically 
transformed, shifting policy toward removal of laws and regulations that 
discriminate against migrants and upgrading the skill level of migrants. 
The past assumption that the PRC could avoid large-scale urbanization 

�0 TA 4964-PRC: Support for Economic Policy Management.

Technical Assistance Report
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through a diversification of the rural economy has been set aside 
and migration is accepted as an inevitable component of economic 
development.

The scale of migration is huge, with more than a quarter of the 
517 million strong rural labor force involved in the migration process. 
Certain policy implications follow from the scale of migration and its 
ramifications: 

• a concerted combination of policies backed by ample resources 
to solve problems associated with migration as well as institutions 
functioning on a continuing basis; 

• sharing of resources required to deal with the problems of 
migration among horizontal and vertical tiers of government 
rather than leaving it to localities to finance policies; 

• more effective rural employment services to facilitate access to 
employment and social services for rural migrants; 

• principal concern of policies should be the problems, i.e., low 
educational attainment, low participation in social insurance 
schemes, and medical insurance coverage of migrants, rather 
than on a particular group; 

• strengthened implementation of laws through improved 
monitoring and stronger penalties; 

• establishment of channels of communication with migrant 
workers; 

• equal treatment in the education of migrant children; 
• improvement in living conditions of dormitories and temporary 

shelter of migrants; 
• improvement in supply of rental housing; and 
• health care of migrant population should be integrated with 

health care of the population of the locality.

Preventing HIV/AIDS on Road Project in 
Yunnan Province “Baolong Healthy and 
Safe Action”

The final report of the Preventing HIV/AIDS on Road Project in Yunnan 
Province11 (rebranded Baolong Healthy and Safe Action [BHSA] 
Project) summarizes the strategy, philosophy, structure, processes, 
implementation, tools and resources, monitoring and evaluation systems, 
and lessons learnt on the BHSA from 2005 to 2008. 

The goal of the BHSA is to prevent an increase in poverty by reducing 
potential negative social impacts associated with the construction of the 
Western Yunnan Roads Development Project in an HIV/AIDS prevalent 
area. The BHSA was implemented using a “settings approach” by creating 
supportive environment rather than focusing on narrowly defined “risk 

�� TA 4142-PRC: Preventing HIV/AIDS on Road Projects in Yunnan Province.

Final Report
March 2005 to March 2008 

Preventing HIV/AIDS on Road Project 
in Yunnan Province: 

‘Baolong Healthy & Safe Action’ 
(ADB: TA4142-PRC) 

financed by  
the Poverty Reduction Cooperation Fund  

Submitted by
Marie Stopes International Australia/China in 
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Committee Office & Baoshan Government

April 2008 
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groups”. The project worked in five settings of (i) construction  worksites, 
(ii) entertainment settings, (iii) community, (iv) transport corridors, and 
(v) health services.  

The findings on monitoring and evaluation (which included a control 
road) indicated the strong performance of the BHSA. The study reported 
the following: (i) exposure to the BHSA intervention had a significant 
positive impact on knowledge and behavioral change by comparison 
to the control site, (ii) degree of exposure to the BHSA also correlated 
significantly with knowledge and behavioral change, and (iii) the most 
significant behavioral change was identified in the higher risk populations 
of foreman. 

Two knowledge product outputs were developed by the Project to 
support evidence-based planning for future infrastructure projects and 
experience sharing. The first product is a document that includes policy 
recommendations for central and provincial Governments for mitigating 
the spread of HIV/AIDS associated with infrastructure projects in the 
PRC. This knowledge product is currently being refined in the Asian 
Development Bank-funded technical assistance along roads constructed 
in Yunnan province and Guangxi autonomous region.12 The second 
product is a manual titled More Safety—An Action Tool for Managers: 
A Resource Manual for Health and Safety in Infrastructure that includes 
practical recommendations on how to institutionalize HIV/AIDS prevention 
activities within construction companies.

A sustainability strategy was developed by the Government to 
continue HIV/AIDS prevention in the post-construction phase particularly 
focusing on continuing to support peer education networks in the 
community, health services, and condom social marketing. The project 
team and government recommend that future HIV prevention on 
highways consider a more comprehensive technical support package for 
the post-construction phase.

Key lessons learned from the experiences of the BHSA include:

• Conducting HIV/AIDS interventions that can influence real 
behavioral change is extremely complex in the context of 
infrastructure projects and requires a strategic and holistic 
approach. One-off communication campaigns for construction 
workers will not work;

• An integrated package of interventions covering the health 
sector, behavior change, condom social marketing, advocacy, 
community mobilization, and policy and organizational change 
is needed; and 

• In designing clinical packages for sexually transmitted diseases, 
similar projects in the future should pay more attention to 
cultural dimensions and the degree to which the local health 
system can effectively respond to the need of the workers.

�� RETA 6321: Subproject 7- PRC: HIV/AIDS Prevention in Transport Sector in 
Yunnan & Guangxi.



DAILY PICK-UP OF POUCH
A.M.

8:15–8:35
P.M.

1:10–1:30
For urgent delivery and pick-up service, pls. call Benny Santoyo (local 4255) 

or Reymund Navarro (loc. 4259)

DAILY PICK-UP OF POUCH
A.M.

8:15–8:35
P.M.

1:10–1:30
For urgent delivery and pick-up service, pls. call Benny Santoyo (local 4255) 

or Reymund Navarro (loc. 4259)

DAILY PICK-UP OF POUCH
A.M.

8:15–8:35
P.M.

1:10–1:30
For urgent delivery and pick-up service, pls. call Benny Santoyo (local 4255) 

or Reymund Navarro (loc. 4259)

DAILY PICK-UP OF POUCH
A.M.

8:15–8:35
P.M.

1:10–1:30
For urgent delivery and pick-up service, pls. call Benny Santoyo (local 4255) 

or Reymund Navarro (loc. 4259)

East Asia Department Knowledge Management Initiatives

�0

Key recommendations are as follows: 

• to integrate HIV/AIDS into infrastructure workplace practices will 
require working with relevant occupational health and safety 
authorities at provincial and central level to mainstream HIV 
prevention; 

• to strengthen sustainability, local governments in partnership 
with construction companies should be the primary implementers 
of HIV/AIDS prevention in infrastructure projects, and cost of 
activities should be integrated into infrastructure project cost; 

• to scale-up and replicate HIV/AIDS prevention in infrastructure 
projects, more capacity should be built at the provincial level in 
the form of specialized technical units; and 

• future projects should put efforts in clarifying the role of 
the Department of Communications and local government 
authorities in terms of roles and responsibilities. 

Coal Mine Safety Study

This study, prepared under technical assistance, 13 provides an analysis of 
coal mine regulations, accidents, environmental, and social impact in the 
People’s Republic of China (PRC), including barriers to coal mine safety. 
It also presents a review and analysis of international experience on 
regulatory actions and investigation methodologies for development of 
coal mine safety. The study provides a technical coal mine safety strategy, 
coal mine safety action plan to 2020, and candidate projects.

The PRC is the world’s largest producer and consumer of coal (now 
approaching 2.3 billion tons per year), with internal domestic and 
industrial demand continuing to rise.  Together with high prevailing coal 
prices, this has resulted in increasing production pressures on all mines 
associated, in small and illegal mines, with poor safety standards and 
consequentially unacceptably high accident rates.

Compared to prevailing industry best practice in developed countries, 
fatal accident rates in the PRC underground coal mining industry remain 
unacceptably high at about two orders of magnitude higher on a per 
metric ton per year (MTpy) basis.  The Government recognizes the need 
for improvement and is actively seeking appropriate solutions to various 
technical and safety problems. Coal mine safety regulations are available 
for reference and enforcement and are generally consistent with those in 
more developed countries.  However, a number of operational, cultural, 
geographical, and geological problems need to be addressed, i.e., 
dissemination of information or introduction of improved regulations and 
standards is hindered by the geographic scale and available communication 
pathways; commensurate economic or punitive incentives have not been 
applied or available to assist mines to develop more safety; nationwide 

�� TA 4849-PRC: Coal Mine Safety Study.

Technical Assistance Report

The views expressed herein are those of the consultant and do not necessarily represent those of ADB’s 
members, Board of Directors, Management, or staff, and may be preliminary in nature.  

Project Number: 39657 
October 2006

People’s Republic of China: Coal Mine Safety Study 
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prescription of standards does not appear to have promoted the use of 
site-specific or task-specific risk assessment as coal mine hazards vary 
significantly across regions; no testing required for coal gas content 
threshold before mining as is required in, for example, Australian mines 
prone to outbursting.

The study offers recommendations covering (i) consolidation of 
regulations and standards, together with the introduction of additional 
technology and management strategies that have proven successful 
elsewhere; and (ii) prioritization of consolidation work should be 
structured with identified goals and milestones and focus on key areas 
such as

• introduction and optimization of underground directional 
drilling for pre-drainage, outburst mitigation, and post-goal 
drainage;

• thorough review of standards for the control of dust explosions, 
gas and coal outbursts, spontaneous combustion, ground 
support, and use of explosives; 

• introduction and application of an appropriate risk assessment 
process throughout the mining industry, i.e., from face workers 
to mine managers to chief executive officers;

• increased use of modern training and education techniques with 
delivery facilitated by experienced, possibly retiring, miners; and 

• review of institutional arrangements necessary to improve 
enforcement of coal mine regulations and operating standards.

The study proposes a coal mine safety strategy, coal mine safety 
action plan to 2020, and candidate projects.
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Technical Notes Series

People’s Republic of China Toll Roads 
Corporatization Strategy  Toward 
Better Governance

This technical note reviews corporatization and privatization policy 
as it applies to toll roads in the People’s Republic of China (PRC), and 
discusses the appropriateness of this policy as a vehicle for funding the 
construction, maintenance, and management of the PRC’s toll road 
network. The report further focuses on the policy’s ability to generate 
investment by the private sector and ensure positive financial returns 
(value-for-money) while guaranteeing transparency, accountability, and 
good governance.

Research involved extensive discussions with the communications 
departments in Gansu, Shanxi, Heilongjiang, Hunan, and Sichuan 
provinces, and interviews with representatives of the PRC’s Ministry of 
Finance, Ministry of Communication, the National Development and 
Reform Commission, and the World Bank. A review of the experience 
of other countries— Australia, Italy, Japan, New Zealand, South Africa, 
Sweden, and the United Kingdom—provided invaluable information on 
concession design.

Ultimately, the authors sought to answer whether corporatization 
and privatization can (i) provide adequate value-for-money; (ii) attract 
adequate participation by the private sector and close the current 
funding gap between need and public resources availability; and  
(iii) operate transparently, provide accountability, and also build strong 
management procedures and good governance.

The PRC’s toll road network has already experienced phenomenal 
growth—(from 522 km in 1990 to 41,000 km in 2006), and the 
Ministry of Communications expects it to reach 85,000 kilometers by 
2020. Initially construction was mainly in the busy urban corridors of 
the PRC’s eastern areas, the investments were financed either from 
government budgets or loans from domestic banks and international 
financial organizations, including the Asian Development Bank. However, 
the Western Region Development Strategy introduced since 2001 shifted 
government attention to less well-developed areas in the central and 
western regions, where traffic levels (and financial returns on investment) 
are lower and construction costs are higher. Increased public investment 
in infrastructure has meant a need to give more attention to various 
methods for tolling policy (such as shadow tolling) and establishing rates 
that yield acceptable economic and financial returns on investment. 
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Further expansion of the toll road network will mean spending about 
CNY2 trillion (about $250 billion) between 2006 and 2020. Designed 
to encourage larger private sector participation in toll road projects, the 
PRC expects that its corporatization and privatization policy will lead to 
greater diversification of financing resources as well as more efficient and 
better-constructed roads. 

Public–private partnerships can create a climate of success that 
encourages further investment by private investors. Increased investor 
confidence results from well-designed programs that provide open and 
transparent bidding and guarantee returns on investment (value-for-
money). Such programs build win/win situations for both government 
and investors through open competition, consistent policies and planning 
instruments, and allocation of risk to the parties best able to absorb and 
manage risk. However, different projects require different criteria and 
structure.

The research provides detailed descriptions and analysis of several 
corporatization models including (i) one-company/one project model, 
(ii) one-company/several projects model, (iii) cooperative joint venture 
model, and (iv) build-operate-transfer model.

Finally, the authors discuss areas of concern that arise from fitting 
these business models to the PRC’s economy. Drawing on international 
experience, they make recommendations for addressing these concerns, 
such as the following: (i) contract-based relationships benefit from 
separation of owner and service-provider functions, placing the burden of 
accountability on the service provider; (ii) competition enhances efficiency, 
quality, and economy for outsourced fee-for-service tasks as well as project 
financing, delivery, and operation; (iii) the preparation process benefits 
immeasurably from comparing value-for-money for all facets of a planned 
project, including technical, management, and financing options for 
both the public sector and its private partners; (iv) strong contracts that 
define the roles, obligations, and performance of all partners and also 
identify risks and limit renegotiations ensure clear understanding of each 
project; and (v) a transparent planning and procurement process can 
largely remove the possibility of misunderstandings and disagreement.
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Inclusive Growth Toward a Harmonious 
Society in the People’s Republic of 
China

www.adb.org/Documents/Periodicals/ADR/ADR-Vol��-�-�-Lin.pdf 

www.adb.org/Documents/Translations/Chinese/Studies/Inclusive 
-Growth-cn.pdf

How to build a “harmonious society”  is the most important development 
issue the People’s Republic of China (PRC) faces at present and in the 
coming years. This special publication brings together results of and 
findings from a number of studies undertaken by prominent economists 
and experts in the PRC and by the Asian Development Bank staff members, 
with a view to generating more debate and discussions and leading to 
more extensive analysis and in-depth research.

The main conclusion of these studies is that a development strategy 
anchored on inclusive growth provides an effective route to building a 
harmonious society in the PRC. On one hand, building a harmonious 
society requires high, efficient, and sustainable economic growth; only 
through such growth can large amounts of employment opportunities be 
created. On the other hand, building a harmonious society also requires 
the elimination of various inequalities in access to opportunities, so as 
to improve the inclusiveness of growth. To sustain efficient and high 
growth, the PRC needs to promote the development of labor-intensive 
industries and labor-intensive segments of capital-intensive industries, 
thereby achieving efficiency and equity simultaneously in the primary 
income distribution stage. To promote equal access to opportunities, the 
PRC needs to ensure adequate investment in education, health care, and 
other basic social services; establish an effective and unified social security 
system for both urban and rural populations; and further strengthen 
governance and institutions, promote economic and social justice, level 
playing fields, and prevent corruption.

Finally, for future policy choices, it is important for the PRC to avoid 
two tendencies: one, to only focus on economic growth while ignoring the 
inclusiveness of growth; two, to rely excessively on redistributive policies 
to achieve equalization of incomes. International experiences show that 
these two policies are not conducive to efficient and sustainable social 
and economic development.
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Income Inequality in the People’s 
Republic of China and its 
Decomposition: ���0�00�

www.adb.org/Documents/Periodicals/ADR/ADR-Vol��-�-�-Yarcia.pdf

This paper estimates the national, regional, and provincial income 
inequality in the People’s Republic of China using extrapolated unit-
level household income data covering urban and rural populations of 
23 provinces during 1990–2004. The estimates indicate that income 
inequality increased significantly during the last two decades, but the 
extent of the increases was lower than reported in most sources by about 
20% when regional differences in cost of living are adjusted. The major 
sources of the increases in inequality were found to be within-urban 
inequality, increasing from 15.7% in 1990 to 34% in 2004; and between 
urban-and-rural inequality, increasing from 12% in 1990 to 30.4% in 
2004. The interregional inequality accounted for 3.8%, while the inter-
provincial inequality accounted for 11.2% in 2004.

People’s Republic of China’s Income 
Inequality at the Provincial Level: 
Trends, Drivers, and Impacts

Although a large body of literature exists on income inequality in the 
People’s Republic of China (PRC), the picture remains incomplete, largely 
because of the lack of unit level household income and expenditure data 
covering the entire population. This paper uses the grouped household 
income data during 1990–2005, covering 23 provinces and autonomous 
regions and about 85% of the population in the PRC, to extrapolate unit 
level data and, on the basis of these, to examine a number of issues 
related to income inequality in the PRC.  

First, the paper finds that the PRC’s overall Gini coefficient 
increased from 0.345 in 1990 to 0.457 in 2005 in nominal terms and 
from 0.287 to 0.388 after adjusting for cost-of-living differences. Gini 
coefficients measured using nominal income varied across provinces, 
from 0.33 (Beijing) to 0.47 (Qinghai), with 14 provinces greater than 
0.4, in 2005. Across provinces, within-urban and between-urban-and-
rural inequalities have always been the major sources of rising inequality 
in the PRC. 

Second, the paper also examines the underlying factors that have 
driven PRC’s income inequality. At the provincial level, Kuznets curve is 
observed, mostly driven by the between-urban-and-rural inequality. As 
far as structural factors are concerned, positive correlation is observed, 
at the provincial level, between income inequality and industrialization, 
urbanization, trade openness, privatization, and higher education 
attainment.

Lastly, the paper looks at the poverty impact of the rising income 
inequality in the PRC. It is shown that rising inequality during the past 
15 years slowed down the pace of poverty reduction in the PRC. But the 
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inequality effect has been declining, with growth becoming more and 
more pro-poor. This is evident at the national level and in the rural areas, 
but not in the urban areas. This is also true at the provincial level, with an 
increasing number of provinces experiencing pro-poor growth.

Soaring Food Prices:  
Response to the Crisis

www.adb.org/Documents/Papers/soaring-food-prices/soaring-food 
-prices.pdf

Soaring food prices have hit the poor hard. Along with record-high energy 
prices, these have seriously eroded the purchasing power of over a billion 
poor in Asia, increasing their food deprivation. These are threatening 
to undermine the global fight against poverty. These have also stoked 
inflation and squeezed the fiscal space in many countries, increasing the 
risks of higher interest rates and a slowdown in economic growth across 
Asia and the Pacific. The downside risks to macroeconomic stability have 
increased in a region otherwise characterized by prudent macroeconomic 
management for nearly a decade. The food crisis calls for immediate 
response of governments and the international community.

The Asian Development Bank’s (ADB) short-term response will include 
targeted interventions to protect the food entitlements of the most 
vulnerable groups and income and livelihood programs for the poor to 
mitigate the immediate impacts of the crisis. ADB will also consider budget 
support to hardest-hit countries to alleviate the fiscal pressures and assist 
imports of food grains and agricultural inputs. In the medium to long 
term, ADB’s assistance to the agriculture and natural resources sector 
would seek to (i) enhance productivity growth; (ii) promote bio-security;  
(iii) improve access to information and communication technology;  
(iv) improve market access and income diversification; (v) encourage 
better risk management; (vi) continue the dialogue to deepen and widen 
policy reform; and (vii) strengthen institutions, enhance capacity and skills, 
and promote good governance. Such assistance would be considered in 
the broader framework of agriculture’s linkages to the rural and wider 
national economy.

Soaring Food Prices
Response to the Crisis
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Environmental Kuznets Curves in 
China: Turning Points and Regional 
Differences

The paper explores the relationship between environmental sustainability 
and economic growth in the People’s Republic of China (PRC) using 
provincial panel data from 1985 to 2005. 

The paper estimates two versions of Environmental Kuznets Curve 
(EKC) models for four types of industrial wastes (waste gas from fuel 
burning, waste gas from production, wastewater, and solid waste): one 
with isomorphic EKC for all regions and the other allowing the three 
regions (coastal, central, and western), substantially unequal in their 
economic development, to have their own EKCs. For waste gas emissions 
from fuel burning and wastewater discharge, we obtain an inverted-U 
shaped EKC for the country and for each region. For waste gas emissions 
from production, the curve turns out to be U-shaped. Models fail to 
produce statistically significant results for solid wastes. 

The EKCs of the more developed coastal region have flatter rising 
portions and are characterized by turning points declining on higher 
income level as opposed to those of the less developed central and 
western regions. This finding suggests that technology diffusion and 
institution imitation may take effect and finally outweigh industrial 
transfer in the less developed regions although initial growth may have 
attracted additional polluting industries and generated more waste gas 
and industrial waste water.

Managing Microfinance Risks:  
Some Observations and Suggestions

www.adb.org/Documents/Papers/Managing-Microfinance-Risks/
Managing-Microfinance-Risks.pdf

Risk is an integral part of financial intermediation. Hence, risk management 
must be at the heart of finance. However, systematic risk management is 
still not as widespread as it should be in the microfinance industry. Except 
for a few flagship microfinance institutions (MFIs), which constitute 
the core of the industry, most MFIs do not pay adequate attention to 
systematic risk management.

The microfinance industry has grown rapidly during the last decade 
in breadth, depth, and scope of outreach. The rapid growth seems to 
continue, given the massive unserved and underserved market. The 
growth of the industry has changed the risk profile of MFIs. Yet many MFIs 
seem to continue to seek growth without much attention to attendant 
risks. Surprisingly, many MFIs appear to neglect even the basic credit risk 
management that helped MFIs achieve high growth rates historically. 

The growing interest of many MFIs in agricultural microfinance must be 
seen in the broader context of risk management in the industry. Financing 
agriculture is more risky than financing trade or industry; it is also more 

Managing
Microfinance
Risks
Some Observations 
and Suggestions

Nimal A. Fernando
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risky than financing nonagricultural microenterprises. However, MFIs 
interested in agricultural microfinance should be more concerned about 
their internal structures and capabilities rather than the widely discussed, 
and often cited, pervasive risks in agriculture and their ramifications for 
the MFIs’ pursuit of growth in agricultural microfinance.

MFIs should recognize the inherent risks in agriculture. However, if 
they build their institutional capacity to effectively deal with risks generally 
associated with financial services for poor and low-income households, 
their prospects for success in agricultural microfinance would certainly 
be much brighter. In addition, no amount of sophisticated and modern 
technical tools and analysis can help achieve effective risk management in 
respect of nonagricultural or agricultural microfinance if risk management 
is not embedded into the institutional culture and its value is not shared 
by all employees. Achieving this goal remains one of the most challenging 
tasks in risk management that MFIs need to address. To help in this effort, 
we need to bring into the discussion the institutional cultural issues and 
issues related to cognitive biases in executive decision-making behavior, 
which is now dominated by issues related to introducing sophisticated 
systems and technical tools of risk management.

�00� MIX Asia �00:  
Ranking of Microfinance Institutions

www.adb.org/Documents/Reports/�00�-Mix-Asia-�00/�00�-Mix 
-Asia-�00.pdf

The modern microfinance industry, which began in the 1970s with a 
number of pilot microcredit programs providing small loans to poor and 
low-income households, has seen a remarkable growth in the Asia and 
Pacific region in the last three decades. The rate of growth in the industry 
has been spectacular particularly in the last decade. The current status of 
the industry clearly suggests that the growth trends may continue in the 
future or even gather further momentum. The past growth has taken place 
along many different dimensions: outreach of credit, outreach of deposit 
services, services to poorer households, and the efficiency with which the 
services are provided. Despite these positive trends, the industry has not 
even scratched the surface when compared with the market potential. 
Hence, an enormous gap between the demand for, and the supply of, 
microfinance services remains and a large number of people in the region 
are still unserved or underserved. If we are to harness the potential of 
microfinance to reduce poverty and promote inclusive development, this 
gap must be effectively and efficiently narrowed as much, and as early, 
as possible. This is the challenge faced by all stakeholders in microfinance 
development—be they funding agencies such as the Asian Development 
Bank, governments, retail institutions, or other stakeholders such as 
private investors in the industry.

MIX Asia 100
Ranking of Microfinance Institutions

2007
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This situation, however, presents a formidable challenge for the 
stakeholders. Reliable, accurate, and timely data and information play 
a critical role in facilitating the ways in which industry players can face 
this challenge. Financial service is an information-intensive industry and 
the supply of better quality data and information undoubtedly underpins 
its growth. This report provides reliable and timely information on 
almost 400 leading microfinance institutions in Asia and uses rankings 
for key variables to indicate where they stand in relation to their peers. 
The report also provides useful insights not only to those institutions 
covered therein but also to others who are active in the industry and have 
not yet become regular providers of information to the Microfinance 
Information eXchange. The report will also be valuable for microfinance 
sector investors. 

The Railways of the People’s Republic 
of China: An Agenda for Action

www.adb.org/Documents/Papers/Railways-Agenda-Action/Railways 
-Agenda-Action.pdf

This paper presents a detailed analysis of the strengths, weaknesses, 
opportunities, and threats of the People’s Republic of China (PRC) railways. 
Railroads are facing growing competition for long-distance passenger and 
freight traffic; the current sellers’ market will become a buyers’ market 
in the near future. PRC railways must become business- and customer-
oriented and adopt a strong market orientation that vigorously seeks to 
attract multimodal traffic. It must also obtain sustainable financing for 
the sector to grow while it is transforming to compete in the transport 
market.

Additional capacity has to be created rapidly on the main trunk 
routes to overcome limitations and to facilitate economic development. 
In 2003, the Ministry of Railways (MOR), which controls PRC railways, 
prepared the Mid- and Long-term Railway Network Plan (MLRNP) to 
identify investment needs through 2020. The sheer scale of the MLRNP 
and the rail sector’s ability to service loans and investments require 
diversifying sources of external financing. To do so, MOR will have to 
separate its regulatory functions from its administrative functions, allow 
greater tariff flexibility, and create a more investor-friendly environment. 
High priority is given to physically expanding the system, but to make the 
process sustainable, structural changes are also required. This is widely 
known in MOR.

There are several international examples of good practices and 
approaches to separating railway executive functions from ministry 
functions, yet no single example may suit the PRC entirely. Establishing 
new institutions while sustaining ongoing operations is a complex 
process that should be addressed by a working unit whose members are 
not responsible for the day-to-day functions of the railway.

The Railways of the People’s Republic of China:  

An Agenda for Action
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Additional recommendations for PRC railways are the following:

• Compensate PRC railways for the noncommercial public service 
obligations the Government requires it to undertake;

• Enhance freight-carrying capacity by eliminating carload 
operations, concentrate on point-to-point trains, and reduce 
speed differentials;

• Study optimal maximum axle loads, train speeds, train lengths, 
stacking containers, and freight car design to formulate standards 
and configurations that will reduce freight traffic cost effectively 
over the next 30 years;

• Establish both marketing and managing customer relations as 
core enterprise functions for freight and passenger services;

• Delegate pricing to appropriate staff in a framework of enterprise 
norms as a marketing tool to encourage loads in empty directions 
and to garner additional traffic;

• Establish a quality assurance system for passenger services;
• Vigorously pursue rejuvenating branchlines with private sector 

participation to enhance mainline traffic and profitability and to 
establish branch-line operators;

• Finance rolling stock replacement and purchases with private 
sector participation; encourage shippers to buy rolling stock and 
leasing companies to operate in the PRC; and

• Diversify funding sources and provide risk analyses to reduce 
risks in large investment projects.
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