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Schoolchildren in Nepal
excitedly crowd around a new
water tap at their school.
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and improved sanitation
practices through the Fourth
Rural Water Supply and
Sanitation Project.    Page 10
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ADB Review is pleased to launch in this issue a new department
called Viewpoint. Prepared by a senior journalist, academic, or
analyst, we hope these articles will provide you with fresh
perspectives and stimulate debate on important development
issues.

Our first article, by Oxford Analytica Field Editor Anthony
Rowley, examines the untapped potential of Northeast Asia and
raises the issue of whether this subregion needs its own devel-
opment bank (see story, page 34). n

Look for the Asian Develop-
ment Outlook 2001
Update on www.adb.org on
16 October for the latest
economic updates for 14 countries

New Views
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Nurturing World Peace
By Motilal Sharma
Senior Education Specialist

While the 21st century has been
heralded as a time for peace, we
are today living in a world thriv-

ing in a culture of violence. The headline
news reflects this frenzy: in Tokyo, a crazed
man slashes out at students and teachers;
in Dhaka, a bomb blast kills dozens of people
in a public rally; and most recently in the
United States, horrific terrorist attacks kill
thousands of innocent people.

A direct relationship exists between
peace and development, particularly if we
factor in huge military expenditures. In the
mid-1990s, the known military expenditure
was US$800 billion each year—or US$145
per person. Had there been global peace,
the accumulated total in savings by 2000
could have been US$1,491 billion. This
money could have been used to reduce pov-
erty or promote human development on a
massive scale never imagined before.

How do we make a transition from a
culture of violence to a culture of peace in a
world that has no foundation to do this?

Peace Education: An Old Concept
Poverty and violence are never far apart, al-
though they are triggered by different rea-
sons. It is clear that the process of transi-
tion toward democracy is one of the impor-
tant factors conducive to constructing a
culture of peace, understood as the creation
of peaceful, nonviolent behavioral patterns
and skills based on such key notions as jus-
tice, human rights, democracy, develop-
ment, nonviolence, and peaceful resolution
of conflicts.

Peace development education is the
process of strengthening social cohesion so
that all people—irrespective of religion,
ethnicity, and gender—respect one another.

To ensure this, we need an education
and training program anchored on a peace
education curriculum. It must be conceived
as a program, starting in kindergarten and
going through university, and the curricu-
lum should teach the positive and nonvio-
lent resolution of conflict. No matter what
level the student reaches, he/she carries the
value of peace culture throughout life.

The peace education curriculum should
teach, in an experiential and participatory
manner using a variety of examples and
community-based projects, the positive and
nonviolent resolution of conflict. Curricu-
lum development should reflect the values
of society and envision a desired future.
Love, respect, vision, shared values, and en-
trepreneurial skills are the foundation for a
culture of peace and for peace education
curriculum.

A peace education curriculum should
teach about different levels of conflicts and
crises, including at the personal, interper-
sonal, family, community, national, and in-
ternational levels. It should first focus on
behavioral modification on the part of the
individual to equip him/her with positive
attitudes and authentic character.

Toys, games, and leisure products should
move away from themes of war, violence, and
conflict, and instead these mental and leisure
exercises should focus on social cohesion, peace-
ful behavior, conflict resolution, and promotion
of peace development. Community-based
peace development circles should be devel-
oped for students to directly interact with
the community and serve as bridges between
groups or sectors in conflict.

Policy Development
In any country, the schooling system should
be the starting point. However, the pro-
grams of peace development education can-
not operate in a vacuum. We know that doz-
ens of peace resolu-
tions have been passed
around the world and
have had little effect.
Why? Because they are
framed in interna-
tional forums—not on
the ground with, by,
and for the people. Only from the people
can national policies emerge, which must
come before a world resolution.

Each government needs to adopt a
national peace policy; and parallel with this,
a national peace policy for youth at the grass
roots. This can be achieved by setting up in-
stitutional infrastructures such as youth
peace development forums in schools and
village peace development circles.

What Donors Should—and Can—Do
The multilateral financial institutions
(MFIs) could individually implement the
policy of linking concessional assistance
with military expenditures, and there should
be a covenant in all forms of assistance that
any increase in military expenditure will
result in reduced or canceled assistance.
This should be rigorously monitored and
evaluated every year and its results dis-
closed to the public.

The MFIs may also consider contribut-
ing a small amount of their annual profits

to setting up regional
peace development
and conflict resolu-
tion funds, which can
be used, for example,
to bring stability to
governments and reha-
bilitate victims.

There should also be multidonor interven-
tions at the regional level to help establish
mechanisms, such as Asian peace institute,
that can facilitate the efforts of national
governments.

We all have a common future. The need
is great for education systems around the
globe to nurture behavior rich in compas-
sion and authentic character—the founda-
tions for world peace. n
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BREAKING THE CYCLE Peace development
education must target young people like
this victim of the 1999 violence in East Timor.

Peace development education advocated as a means to resolve global violence and conflict

Peace development
education is the process
of strengthening social
cohesion so that all people
respect one another

OPINION
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By Carolyn Dedolph
External Relations Officer

For as far as the eye can see,  beds
of a lanky green seaweed called
kelp dot the sea in tidy rows
outside the village of An Kai on
the Huangqi Peninsula in

southeastern People’s Republic of China
(PRC). For ages, farmers here have pulled
kelp from the water in April and May and
set it out in the sun to dry. Then they would
hope it wouldn’t rain. With mildew and rot
typically claiming 20–30 percent of every
harvest, producers must sell the kelp as
quickly as possible, typically at very low prices.

The village seems untouched by time,
with many traditional low stone houses and
few modern conveniences or appliances.

Fisher Li Shao Xiong says he wishes for
better times for the people of An Kai: “If we
had a kelp processing plant here, we’d get
better prices and more women would have
jobs.”

A Village with a Difference
Down the road about 50 kilometers is the
village of Guan Wu, which has exactly what
Mr. Li dreams of. Up until a few years ago,
nearly half of Guan Wu’s 3,375 people lived
below the poverty line, similar to An Kai’s
circumstances. But a cold storage facility
for kelp has dramatically changed life in
Guan Wu.

When Lin Zhe Long returned to his home
village in 1984 after serving in the army, he
saw Guan Wu’s situation all too clearly. “We
were using very old techniques for kelp cul-

ture. We needed new technologies—
otherwise our incomes would never increase,”
says Mr. Lin, who is now General Manager of
Guan Wu Seafoods Development Co. (Ltd).

It took some time, but in 1995 the Guan
Wu village committee built a simple salted
kelp processing plant and established the
community-owned Guan Wu Seafoods. In
1997, the company received a 7.3 million
yuan (Y) loan from the Asian Development
Bank (ADB) through the Fujian Soil Con-
servation and Rural Development Project
(see story, p. 7). (The current exchange rate
is Y8.3/dollar.) Within a year, the commu-
nity had used the loan to build a cold stor-
age facility that allows year-round kelp
processing—meaning more employment
opportunities and better market prices.

Now worth Y19 million, the company

Cold storage brings more jobs for women, better prices for seaweed
A CHILLING TALE

SEAWEED
SORTERS
A cold storage
facility in Guan
Wu allows
seaweed to be
processed year-
round, creating
hundreds of
jobs for women
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produced 6,000 tons of salted kelp prod-
ucts in 2000. About Y10 million worth of
products was sold domestically and Y3 mil-
lion was exported, mainly to Japan, Repub-
lic of Korea, and United States. The net
profit was Y1.5 million.

The company has established a nursery
to produce kelp seedlings for the sea farm-
ers, who now have a strong, reliable market
for their produce. Hatcheries have been
built for high-value seafood such as abalone,
sea urchin, grouper, flounder, and other rare
fish, which command premium prices in
the market. Flounder, for example, sells for
Y370 (US$45) per kilogram.

More than 900 households in Guan Wu
and adjacent villages are benefiting from

PRICEY SHELLFISH
General Manager Lin
displays abalone “seeds” in a
Guan Wu Seafoods hatchery.

   “There is a Chinese saying,
‘Leave no one behind.’
We want everyone in our
village to prosper”

Lin Zhe Long

General Manager, Guan Wu Seafoods

With the Y20/day she
earns sorting kelp,
Lin Li Qing has helped
her family buy a television,
telephone, and motorcycle—
and her own cellular phone.

the facility. Nearly all the households sell
kelp, now at prices 25–30 percent more
than before. In the peak season, the
facility provides 700–800 jobs, mainly for
women. Even in the off season, the fac-
tory provides 150–200 employment
opportunities. The average per capita
income of Guan Wu was Y5,200 in 2000,
up from only Y1,450 a few years ago.

“Life is much better now than before,”
says Mr. Lin proudly.

Increased Consumerism
Evidence of increasing prosperity is every-
where in Guan Wu: new houses, color tele-
visions, telephones, household appliances,
motorcycles—and even cellular phones.
Only a few years ago, the residents had none

Fujian Province,
People’s Republic of
China

of these things. Lin Zhe Li and Lin En are
typical of many in Guan Wu. Both work at
the plant: he in processing and she in sort-
ing. Proudly showing their new three-story
home, they note its stark contrast with their
former one-floor stone house. Their three
children all go to school, with daughter Shu
Mei saying she wants to be an astronomer
when she grows up. The Lins have opened
a small grocery store; established an orchard
business; and bought furniture, a sewing
machine, and a chest freezer. “When I
earn more money, I’ll buy more things,”
Mrs. Lin says.

Another woman, Lin Li Qing, shares her
story. With the Y20/day she earns sorting
kelp, she has helped her family buy a tele-
vision, telephone, and motorcycle—and her
own cellular phone. The 22-year-old says
she wants to continue working at the plant,
and is in no hurry to get married.

In the past few years, the village com-
mittee used more than Y1.5 million from
the company’s profits to improve public
welfare by constructing roads, building
sewage treatment facilities, and plant-
ing trees. The community has also es-
tablished a foundation that sponsors
scholarships for young people to pursue
advanced studies: Y3,000 for men and
Y5,000 for women—an incentive to en-

THE HOUSE THAT KELP BUILT Lin Zhe Li and
Lin En have used their earnings from kelp
work to open a small grocery store and
build a three-story house.
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courage more women to pursue higher edu-
cation. About 30 students are enrolled.
Some are even studying aquaculture.

“There is a Chinese saying, ‘Leave no
one behind.’ We want everyone in our vil-
lage to prosper,” says General Manager Lin.
His vision seems to be coming true. n
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Until a few years ago, private
blood collectors in the People’s
Republic of China (PRC)
would go from one rural village

to another—and poor farmers would roll up
their sleeves. The blood collectors, however,
spread more than money around the coun-
tryside during the 1980s and 1990s. Be-
cause of their lax sanitary procedures, un-
suspecting donors were sometimes infected
with hepatitis, syphilis, HIV/AIDS, and
other diseases. When blood selling was
banned in 1997, many farmers were again
left with few livelihood options.

Tu Xing was one of these blood-selling
villages. Of the 1,300 people who live there,
100 or so used to sell blood to supplement
their meager farm income of about 500 yuan
(Y) per household in 1990. Tu Xing’s land
was so severely eroded that farmers could
barely cultivate sweet potato, a crop re-
nowned for its ability to grow in poor soils.

Farmer Chen Zong Yu used to sell his
blood twice a month to pay for his children’s
education. The going price then was Y200
for 400 cc. Fortunately, those days are gone
forever. “Trees are a better way to earn a
living,” he says, referring to his small plot
of longan trees, which produce a small pulpy
fruit similar to litchis.

Longan Orchard Established
In 1991, 40 farm households were encour-
aged to develop Heliukang Orchard by
planting longan and other fruit trees on
about 10 hectares of hilly, denuded land.
But it was a struggle. Four years later, the
farmers’ incomes were still low.

“The lack of adequate medium- and
long-term credit hindered farmers from be-
ing able to invest in improving the land and
developing cash crops,” says Bradford
Philips, Manager of ADB’s Agriculture and
Rural Development Division (East). Tech-
niques to cultivate cash crops on sloping
lands were not available. In 1996, the fruit
farm was provided with a US$410,505 loan
through the Fujian Soil Conservation and
Rural Development Project, which has the
goal of promoting sustainable economic
growth for the poorer members of the

Fruit trees are helping
Fujian farmers increase
their incomes and halt
soil erosion

Ca
ro

ly
n 

D
ed

ol
phA NEW LIFELINEA NEW LIFELINE



ADB REVIEW, October–December 2001   7

province’s rural community. The loan was
used to support the Fujian Soil and Water
Conservation Center in its work to dissemi-
nate appropriate technologies.

With the infusion of capital and new
technology, things took off quickly. An ex-
perienced fruit farm manager was elected
to run the orchard, fast-growing longan va-
rieties were planted, and scientific prin-
ciples implemented—such as applying
green manure for fertilizer. Farmers also got
individual loans.

Training the farmers on production and
management technologies has been empha-
sized, with experts giving lectures on fruit
farming and soil conservation techniques.
Importantly, the farmers say the local Agri-
culture Bureau has fully supported the
efforts.

With full production starting this year,
the 2,400 trees in Heliukang Orchard will
yield an estimated 34 tons of longan with a
value of Y202,2500. Half the income goes
to the farmers, and the rest is spent on oper-
ating the farm. With the trees now produc-
ing fruit, the farmers will start repaying their
individual loans, typically at an annual rate
of about Y500.

Outside the Heliukang Orchard, many
of the hillsides around Tu Xing are also cov-
ered with longan orchards—evidence that
other farmers see the benefit.

Budding Prosperity
Although Chen Guo Hua never resorted to
selling his blood, he is pleased with his larger
income from the orchard and his other enter-
prises: rice, watermelon, and pigs. “Before
this was wasteland,” he says as he cuts grass
to make organic manure. “The soil would
wash down the hills and hurt the rice land.”

Thanks to the orchard, the
village is beginning to flour-
ish. New houses are being
built, and farmers have been
diversifying into other crops
and livestock. By raising funds
through farmers’ donations to
match government funds, a
paved road is being laid to the
village from the highway. It
will give residents year-round,
all-weather access to the main
roads—and markets for their
fruit and other produce. Most
importantly, farmers have
found a means to earn a living
without having to sell their
blood. n

Why the Fujian Project Works

From any perspective, the Fujian Soil
Conservation and Rural Develop-
ment Project is a success and a use-

ful model for other rural development
projects. The project’s main objective has
been to promote sustainable growth in
the rural economy in ways that benefit
the poorer members of the community.
The project has had real impact on ef-
fectively controlling severe soil erosion
and helping lessen rural poverty.

Funded with a loan of US$65 mil-
lion from ADB in 1995 and prepared
with a US$406,000 grant from the Ja-
pan Special Fund, the project will be
completed at the end of 2001. But its
effects on raising very poor farmers out
of poverty will last for many years—and
are being multiplied many times over.

The accomplishments are impres-
sive. According to PRC official estimates,
since 1998 the soil conservation and
agriculture development component of
orchards, tea gardens, and bamboo
plantations has produced 40,000 tons
of fruit, 8,000 tons of tea, and 50,000
tons of bamboo shoots worth a total of
Y1,120 million.

About 5,800 hectares (ha) of new
orchards have been developed and
11,573 ha of existing orchards rehabili-
tated. More than 50,000 rural house-
holds—nearly 220,000 people—have
benefited from the project. In the
aquaculture component, about 90,000
tons of aquatic products have been pro-
duced worth Y1,200 million.

Seven agroprocessing facilities gen-
erated more than Y80 million in sales
revenues and have provided about 700
permanent and some 30,000 seasonal
employment opportunities, which have
promoted local economic development.

More than 19,000 training courses
on subjects such as contour terracing,
fruit variety selection, soil conservation,
and orchard management have been
conducted for farmers and technicians,
totaling nearly 1.3 million person-days.

“In the PRC, whenever the concept
of poverty reduction is raised, it seems
to be connected to the idea of subsidy
or welfare. The Fujian Project shows we
can have real impact on poverty using
investments that are both economically
and financially viable,” says Bradford
Philips, Manager of ADB’s Agriculture
and Rural Development Division (East).

According to Fujian Vice-Governor
Qiu Guang Zhong and provincial offi-
cials, the Fujian Project has been suc-
cessful because it has had strong
commitment from the Government to
make it work and leadership from the
top to ensure the agriculture, finance,
and planning agencies worked together
at all levels. The project was driven by
the Agriculture Bureau, which had the
staff and technical expertise to deliver
new technologies and to follow up with
the farmers.

“Our goal is to serve the people and
alleviate poverty among our farmers,”
says Lin Kai Wang, Project Director and
Senior Agronomist.

Building on skills that were already
available, the officials looked closely at
the markets and capacity to repay the
loan. They also made sure that the in-
vestments were appropriately sized—
not large sums for completely new
activities.

The soil and water conservation in-
terventions focused on income-earning
activities for the farmers, because it was
determined that activities with no link-
age to farm income would not succeed.
And a range of potential activities were
discussed with the farmers to allow
them to select the one best for their situ-
ation—not a one-size-fits-all, top-down
approach. nCa
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“I don't have
to sell my blood
anymore so
my children
can go to
school”

Chen Zong Yu

Farmer, Tu Xing Village

RURAL PRC
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Every time it rained,
the farmers of Shi Gu
Town in Yongchun
County would watch

the sandy soil—and their live-
lihoods—wash down the de-
nuded hillsides. Although they
did not resort to selling their
blood like the people in Tu
Xing, they had difficulty ek-
ing a living out of their slop-
ing fields, which had suffered
from years of poor cropping practices.
In 1996 the average annual household in-
come in the village was 1,800 yuan (Y), with
a third of the households earning less than
Y1,000.

A fast-growing variety of bamboo has
changed their lives for the better. Known for
its bountiful shoot production, Ma bamboo
has nearly stopped the severe soil erosion and
more than doubled farmers’ incomes.

Ma bamboo, which grows to about
13 meters, has many uses: its young shoots
can be eaten fresh or be canned, its stems

are processed into incense sticks and bam-
boo baskets, and its leaves are used as wrap-
pers. By the third year, 15–20 kilograms (kg)
of young shoots and 30 kg of poles may be
harvested from every clump.

“Bamboo is more profitable than other
crops,” farmer Gao Wen Xi says as he cuts
grass for green manure. Within two years of
planting the bamboo, he was selling the
shoots to a nearby canning facility and the
stems (poles) to a local pulp mill.

He has invested some of his earnings
from the bamboo into rice, pigs, and an or-
ange orchard, increasing his family’s total
income by Y7,000–8,000 a year. He and his
wife have also used the money to build a
house and pay for their two children’s edu-
cation.

Mr. Gao is not alone. Many other farm-
ers report that their incomes have increased

dramatically because of Ma bamboo and
their diversification into orchard crops and
livestock. In the local schools, teachers say
they have noticed that students now have
more money to buy paper and supplies and—
even more significantly—many are pursuing
education beyond the compulsory level.

A few years ago the Rural Economic Co-
operation organized farmers from 119 poor
rural households to plant 50 hectares of the
denuded hillsides to Ma bamboo, which was
determined to be the most appropriate crop
for the conditions. The land was divided
into small plots and farmers were trained
in soil stewardship.

In 1996 only a third of the hillsides had
vegetation—now about 85 percent is cov-
ered. According to project officials, annual
soil erosion has significantly decreased from
4,235 tons/square kilometer (km2) to 436

Soil
Saver,
Income
Raiser

What started as a small
area only a few years ago
now covers 2,866 hectares—
and is a major industry

RURAL PRC
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“The Fujian Project shows
we can have real impact on
poverty using investments
that are both economically
and financially viable”

Bradford Philips
Manager, Agriculture and

Rural Development Division (East)

For more information on the Fujian Soil Conserva-
tion Project, go to http://www.adb.org/documents/
profiles/loan/prc004.asp

There is an unfortunate perception
that agriculture and rural develop-
ment projects don’t work or that

soft funds are needed to have an impact
on poverty. Both perceptions are wrong
and, in fact, are obstacles to attacking
the root causes of rural poverty.

The Fujian Project is a case in point.
Farmers are fully paying back the loan
and interest according to a schedule that
takes into consideration the time needed
to establish orchards, bamboo planta-
tions, and agroprocessing facilities and
begin production. There are no subsidies.

Although local interest rates are
lower, farmers and agroprocessors still
like the ADB loan because they do not
have access through local banks to the
longer term financing offered by ADB or
the ADB grace period. For investments
such as orchards, bamboo, or some
agroprocessing activities where the in-
come stream takes a few years to de-
velop, the grace period is very important.

The real issue in rural credit is access
and grace periods, not the difference in
a few percentage points of the interest
rates, even in poor areas.

ADB can provide the longer-term
financing and grace period necessary to
get these activities moving. Until the
commercial finance sector can cover the
cost of their rural operations, it will not
be able to fill this need on a sustainable
basis. This means many rural people will
continue to have difficulty. n

By Bradford Philips
Manager, Agriculture and Rural Development
Division (East)

Interest: It’s
Access, Not Rates

tons/km2. The Ma bamboo project has cre-
ated 290 jobs and has been the foundation
for developing the Ma bamboo industry in
Yongchun County. What started as a small
area only a few years ago has spread to 2,866
hectares, with Ma bamboo now considered
one of the county’s six major industries.
Farmers are intercropping the bamboo with
fruit trees, shrubs, and grasses to effectively

control erosion and generate more income.
As a part of the project, four kilometers of
road were laid and a water tank and ma-
nure pit built. The total investment
amounts to Y435,800, including an ADB
loan as part of the Fujian Soil Conserva-
tion and Rural Development Project (see
story, p. 7).

Farmers are paying back the loan ac-
cording to a production-oriented sched-
ule. The ADB funding was used to set up
the nursery, construct civil works and the
plantation, and introduce new technolo-
gies. As of February 2001, the total in-
come generated from the project had
reached Y213,000. n

LISTENING TO THE FARMERS
Project officials meeting with
a longan farmer.

FAST GROWER Within two
years of planting Ma bamboo
on denuded hillsides, farmers
can begin to sell the shoots
and stems.

FAST GROWER Within two
years of planting Ma bamboo
on denuded hillsides, farmers
can begin to sell the shoots
and stems.
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By Omana Nair
External Relations Officer

A n estimated 880 million
people in South Asia are
deprived of proper sanita-
tion facilities, including 18
million in Nepal. Low lit-

eracy rates and severe poverty have contrib-
uted to a lack of proper sanitation prac-
tices. As a result, waterborne diseases are
widespread and are the major cause of
child morbidity and mortality in rural
areas.

A campaign to educate rural people
about the importance of clean water and
improved sanitation is part of the commu-

nity education program under the Fourth
Rural Water Supply and Sanitation Project
funded by the Asian Development Bank.
The project aims to expand the access to
clean water and low-cost sanitation of rural
communities, including those in the
country's far-western development regions,
which are among Nepal’s most economi-
cally deprived, remote, and geographically
disadvantaged areas.

But old habits can be hard to break.
Even for a well-educated person like

engineer N. R. Sherstha, it was a difficult
task to convince family members to use la-
trines rather than the fields: “I worked on
my mother to change her mind at every op-
portunity and tried to educate her on good

hygienic habits.”
He says that lack of safe drinking water

supplies and sanitation facilities has resulted
in worsening public health conditions, de-
teriorating quality of life, and increasing
economic costs in remote areas in Nepal.

Communities Take Charge
“We are dramatically changing the lives of
hundreds of poor people for the better and
we are also having a beneficial impact on
reducing poverty,” said Project Manager
B.H. Bhatta as we drove along a bumpy
road in Kailali District off the east-west
highway, heading for the village of
Kauwpur.

The 1,250-member community wel-

for Better Health
Community water taps and latrines are improving life in rural Nepal
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WATER ON TAP Many village
schools now have their own
toilets and piped water.

WATER ON TAP Many village
schools now have their own
toilets and piped water.
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comed us with cockscomb garlands and
shouts of namastee (the traditional greet-
ing), which became a regular feature in ev-
ery village we visited.

A group had convened in front of a house,
and the residents listened attentively to the
briefing of the water users committee chair-
man. “We are happy to have a clean water
supply, and latrines are fast becoming a
common feature in this village,” the chair-
man said. He pointed out that 20 commu-
nity taps and 118 latrines had been con-
structed for the 279 households.

Before community taps were intro-
duced, distant springs, wells, and streams
were the main sources of drinking water for
this village. In many of the hill and moun-
tainous areas, women and girls often must
fetch water from distant sources. It is not
unusual for women and girls to spend up to
seven hours a day fetching water, often to
the detriment of the children’s health and
education.

“Women are now spared from fetching
water from far away streams and carrying
jugs on their heads,” he said.

Through the project, the local commu-
nity members were also trained to manage
their own water and sanitation facilities.
“This community-oriented approach has
improved dramatically the level of
sustainability of the project,” said
Mr. Bhatta.

Improved Sanitation and Privacy
Volunteer Santhia Tapa says that even af-
ter the official campaign has ended, she
will continue the campaign to cultivate
the habit of using latrines and educate
people on the importance of good hy-
gienic practices. "I’ve built my own la-
trine, which is very convenient,” she says,
adding that she sometimes allows her
neighbors to use it.

For student Rekhapun, a latrine by her
home means no longer needing to go out to
the fields. Spending 2,500 rupees (US$30)
to construct a latrine at home has benefited
her in terms of security and improved health
conditions. “Now I don’t have to feel scared
anymore going out in the dark alone, and I
also have privacy,” she says.

It is not unusual for
women and girls to
spend up to seven
hours a day fetching
water, often to the
detriment of children’s
health and education

     In developing Asia and the Pacific, 830 million people
do not have access to safe drinking water, and 2 billion
do not have access to sanitation

small villages through time savings and
other income-earning opportunities.
Reducing the time and energy spent on
collecting water from distant springs
and streams is improving the quality
of life and health of women and girls,
who are often undernourished.

At Polkhari Village near Mahen-
dranager, Chairman Jangraj Josh seems
to have had little trouble in coaxing
the residents to change their water us-
age and sanitation habits, but much
more needs to be done. The 31 com-
munity taps provided for the village so
far are insufficient to serve the entire
population of 1,480 he says, adding
that the community members are will-
ing to cooperate and provide labor to
have access to better water and sanita-
tion facilities.

Homemaker Laxmidewi Joshi says
that accessibility to clean water and bet-
ter sanitation have reduced the incidence
of diseases such as cholera and diarrhea.

“I’m happy to see that my children
are healthier,” she said, adding that even
the village schools now have toilets and
piped water. n

Reduced Disease Incidence
When the project is completed at the end
of 2001, some 1,500 rural communities that
have suffered from distant, inadequate, and
poor water quality will have benefited from
the project. By expanding access to safe wa-
ter supplies and improved sanitation con-
ditions, the project is boosting the qual-
ity of life of low-income farmers in

For these and other publications, contact the
Asian Development Bank, Publications Unit

P.O. Box 789, 0980 Manila, Philippines
Fax: (632) 636-2648/Email: adbpub@adb.org
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NEW PUBLICATIONS ON
PACIFIC STUDIES SERIES

Tuna: A Key Economic
Resource in the Pacific
ISBN 971-561-335-7
Price: US$10

This report highlights the importance of
tuna in the economies
of the Pacific coun-
tries.  Considering the
limited exploitable
resources of these
countries, it may be
argued that for people
of the Pacific, tuna is
not only a key resource
but often the key
resource. The future
food security and
economic development of the Pacific
region will undoubtedly be linked to the
responsible and sustainable management
of its tuna resources.  This report provides
valuable insights into how such resource
management can be achieved.

Vanuatu Agriculture and
Fisheries Sector Review 2000
ISBN 971-561-350-0
Price: US$10 (paperback)

Vanuatu is rich in natural resources and
has the potential to develop its agriculture
and fisheries sectors to
competitive levels.
This report reviews the
performance of the
agriculture and
fisheries sectors over
the last 20 years and
analyzes the develop-
ment opportunities
and constraints, and
the institutional
capacity constraints.
The review proposes appropriate sector
strategies based on Vanuatu’s comparative
advantages.
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Environmental degradation in the
Asian and Pacific region is perva-
sive, accelerating, and unabated,
putting at risk people’s health and

livelihood and hampering the economic
growth needed to reduce the level of pov-
erty in the region.

This is the scenario depicted by the
Asian Environment Outlook 2001 (AEO),
released in mid-2001 by the Asian Devel-
opment Bank (ADB). AEO provides in-
depth analyses of the environmental issues
facing the region, as well as a workable
framework to improve the environment and
reduce poverty.

According to AEO, Asia’s economic de-
velopment over the past few decades has
come at a high environmental cost.
• By 2020, more than half of Asia’s popu-

lation is likely to live in cities, with the
urban population tripling to more than
a billion in 2020 from 360 million in
1990, further straining an already inad-
equate infrastructure for water supply,
housing, and sanitation.

• The region has already lost up to 90 per-
cent of its original wildlife habitat to
agriculture, infrastructure, deforesta-
tion, and land degradation.

• One in three Asians lacks access to safe
drinking water within 200 meters of
home, with South and Southeast Asia
suffering the most.

• The region is expected to
replace the Organisation
for Economic Co-opera-
tion and Development
countries as the world’s
largest source of green-
house gas emissions by
2015.

• Air pollution is a major cause of respira-
tory ailments and premature death in
several Asian cities.
The poor, particularly children and

women, suffer most from the accelerat-
ing urban and rural environmental deg-
radation. Asia is home to two thirds of
the world’s poor. “The poor are often most
directly dependent upon forests, fisher-

ies, and other natural resources threat-
ened by depletion and degradation,” says
Rolf Zelius, Chief of ADB’s Office of En-
vironment and Social Development.
“The poor are especially vulnerable to
lack of access to clean water and inad-
equate sanitation systems.”

Declining environmental quality and
continued dependence
on natural resources are
constraining the eco-
nomic growth that is
needed to reduce pov-
erty in the region over
the next 20 years, the
report says.

With only a few exceptions, Asia’s “grow
now, clean up later approach” has resulted
in a long list of institutional, policy, and
governance failures, says AEO. The separa-
tion of economic growth from environmen-
tal concerns has led to
• excessive reliance on centralized, top-

down approaches;
• inadequate participation of civil soci-

New approaches are needed to halt Asia's rapid environmental decline.
Will countries muster the political will to change before time runs out?

SAVING ASIA’SSAVING ASIA’S

Environmental and
development policies
must be integrated
at national and
regional levels
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ety in environmental management;
• weak enforcement;
• corruption;
• market distortions; and
• limited funding for environmental man-

agement.
Yet, as AEO points out, economic pro-

ductivity and environmental improvement
are not mutually exclusive, but can go hand
in hand, with significant improvements
achievable at low cost. The costs of rem-
edying policy failures can be relatively low,
and can simultaneously produce major en-
vironmental benefits.

The report identifies three core ele-
ments of a new approach to meet ADB’s
vision of a region where consumption is
based on services rather than ownership or
assets; ecosystems and biodiversity are val-
ued and protected; and environmental
management is decentralized, participa-
tory, and effective.

Environmental and development poli-
cies must be integrated at national and re-
gional levels. Currently, a stand-alone
agency is usually responsible for environ-
mental protection but often lacks the au-
thority to put environmental concerns high
on policy agendas.

Development by design should guide sus-
tainable development. This means guiding
urban and industrial development according
to publicly accepted and integrated environ-
mental and economic development plans.

A strong political will is essential to
translate environmental rhetoric into ac-
tions. This means a minimum level of en-
vironmental compliance, adequate budget
and human resources, access to information
and public participation, as well as elimi-
nating subsidies that aggravate resource
degradation.

“As the region’s capacity to support hu-
man activity becomes increasingly stressed,
policymakers and leaders will discover that
integrated solutions that transcend tradi-
tional disciplines and approaches are clearly
more effective than parochial solutions that
divide regions, institutions, infrastructure,
and technology,” AEO concludes.

AEO 2001 is the first in a biennial series.
It will be followed by background reports on
various environmental themes and reports on
issues facing individual countries. n

For more on the Asian Environment Outlook and
the Philippines country report, go to http://
www.adb.org/environment/AEO

Overexploitation of natural re-
sources, poor management,
and unchecked industrial ex-

pansion and urbanization imperil much
of the Philippines’ environment. In turn,
a rapidly degrading environment in-
creases pollution, threatens food secu-
rity, and widens the gap between rich
and poor. This is the scenario painted in
a Philippines country report that was is-
sued with ADB’s  Asian Environment Out-
look 2001 (AEO), which provides
in-depth analyses of environmental is-
sues facing the region and a framework
to improve the environment and reduce
poverty.

The Philippines country report iden-
tifies four main areas for policy improve-

ments: institutional
performance—the
need to modernize
environmental or-
ganizations, line
agencies, and local
government units;
natural resources
management, par-
ticularly forests and
coastal resources;
industrial perfor-

mance and efficiency of energy use; and
urban development. The Philippines re-
port provides examples of programs that
could strengthen each of these areas, de-
tailing the costs, time frame, and impacts.
They range from institutional moderniza-
tion and improved environmental perfor-
mance to managing coastal resources,
forests,  and watersheds, and revitalizing
urban hot spots. n

Governance and
Regulation
Key to Saving
Philippines’
Environment

DISAPPEARING
MANGROVES

Less than 10% of house-
holds in Metro Manila are
connected to a central
sewer collection system
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NEW PUBLICATIONS ON
ENVIRONMENT

Asian Environment Outlook
ISBN: 971-561-290-3
US$10 for shipping/handling

The people of Asia and
the Pacific are paying a
heavy toll for the region’s
environmental degrada-
tion—in human health
and economic terms.
But the environmental
decline can be stopped.
The Asian Economic Outlook 2001
provides the blueprint.

Bangladesh: Toward an
Environment Strategy
By Michael Mastaller,
Roger D. Montgomery, and
Joseph A. Weinstock
ISBN 971-561-322-5
Price: US$10 (paperback)

Bangladesh:  Toward an
Environment Strategy
takes stock of the new
and continuing environ-
mental issues facing the
country.

Fire, Smoke, and Haze
The ASEAN Response Strategy
Edited by S. Tahir Qadri
ISBN 971-561-338-1
Price: US$10 for shipping/handling

This publication, a joint
effort of ADB and the
Association of Southeast
Asian Nations (ASEAN),
brings together the current
knowledge about land and
forest fires, examines their
causes and impacts with
particular reference to
Southeast Asia, and
suggests what could happen in the future.

For these and other publications, contact the
Asian Development Bank, Publications Unit

P.O. Box 789, 0980 Manila, Philippines
Fax: (632) 636-2648/Email: adbpub@adb.org

http://www.adb.org
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By Marcia R. Samson
Editorial Coordinator

Like many developing countries,
Cambodia requires physical infra-
structure. But Cambodia’s legacy
of civil strife makes this need far

greater than that of most. Requiring every-
thing from improved waterworks to elec-
tricity to irrigation canals, Cambodia faces
a colossal challenge.

In the city of Phnom Penh, the peren-
nial flooding is a reminder of the neglect of
physical infrastructure. Floodwaters—
rising to waist level in some areas—dam-
age roads, cause health problems, and dis-
rupt economic activities.

“The drainage canals haven’t been main-
tained for several years and are now blocked
by sewerage waste and mud,” says Ean
Narin, Deputy Director of the Phnom Penh
Municipality’s Department of Public Works
and Transport (DPWT).

The ongoing rehabilitation of the drain-
age system, under the Asian Development
Bank (ADB)’s US$20 million Phnom Penh
Water Supply and Drainage Project, aims to
mitigate floods. Unfortunately, the heavy
rains in 2000 caused the worst floods in
40 years—and came before the project was
finished.

In the context of rehabilitating the
drainage system, the project had to resettle
30 families.  According to Moeung Sophan,
DPWT Deputy Manager, the 30 families
living along the canals were relocated to a
7.5-hectare resettlement community in
Toul Sambo, 22 kilometers south of Phnom
Penh. Thirteen other families around the
Boeng Trabek pumping station have also
been relocated. The displaced families have
received compensation from the Govern-
ment, been enrolled in the Urban Poor De-
velopment Fund through which they will
have access to  credit (up to $400 per fam-
ily), and been given the opportunity to own
the  piece of land they have settled on after
10 years.

Kiev Sophy and her family from the East
Tonle Canal have lived in Toul Sambo since
October 1999. She says that they like it
there. “We don’t smell the canal that makes
my children sick. I even have a small gar-

BUILDING
CAMBODIA

Long neglected infrastructure
is being rehabilitated to meet
the country’s needs

WATERWORKS
The perennial
flooding in
Phnom Penh will
hopefully stop
with new
infrastructure.
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den,” she says. One complaint, however, is
that her husband, a construction worker,
must commute to Phnom Penh for employ-
ment. “There are still no jobs here,” she says.

Pouk Peuh, chief of the 200-family Toul
Sambo community, shares Ms. Sophy’s wish
that livelihood activities—such as livestock
raising—and microcredit be provided for
residents. But Mr. Peuh does not regret be-
ing resettled because “we will no longer be
squatters but landowners.”

Lighting the Country
The lively carnival near the Independence
Monument and the neon lights on the
façade of restaurants along the Mekong
River give a semblance that Phnom Penh’s
power supply is adequate. But according to
the Business and Investment Handbook
2000 of the Ministry of Economy and
Finance, there are only about 50,000 elec-
tricity consumers among Phnom Penh’s one
million people and up to 25,000 privately
owned diesel generators are being used.
Nationwide, only 15 percent of the popula-
tion has access to electricity. Lead-acid
batteries are commonly used in rural areas.

ADB’s Power Rehabilitation Project, for
which a US$28.2 million loan was approved
in 1994, was completed in 2000. The
project is designed to rehabilitate and ex-
pand the dilapidated power generation and
supply infrastructure in Phnom Penh and
Sihanoukville and Siem Reap provinces to
meet the increasing demand for electricity.
The project also provided technical and ad-
ministrative training to the state-owned
Electricité du Cambodge to operate and
maintain the rehabilitated power systems.
A second Power Rehabilitation Project for
Cambodia, planned to upgrade the power
supply in key provincial towns and promote
geographically balanced development, was
approved in December 2000.

Irrigation Canals for Food Security
Cambodia’s rural areas are home to most of
the country’s poor, who face underdevel-
oped infrastructure and limited access to
services. Many of the existing irrigation ca-
nals have long been dysfunctional, making
farmland vulnerable not only to drought but
also to frequent flooding.

But infrastructure without proper main-
tenance doesn’t last long.

In Takeo Province, south of Phnom Penh,
the irrigation system provided under the
multicomponent Special Rehabilitation

Assistance loan—ADB’s
first loan after resuming
operations in Cambodia in
1992—has been suffering
from neglect. The valves
to open the gates of the
irrigation system have not
been used for many
months and have rusted.

Pointing to the col-
lapsed banks of the shal-
low irrigation canals, a
farmer says, “We prefer to
get water from the well.
We don’t want to main-
tain the irrigation ca-
nals—the government
agencies should look after them.”

In the Doun Kaev Commune, the rice
yield has increased from 1.3 tons in 1994 to
2.5 tons per hectare in 2000. Each farmer
gives 10–15 kilograms of rice as payment
to the lead farmer for maintaining the ca-
nals. The increase in yield is attributed not
only to irrigation but also to improved vari-
eties, more fertilizer, land improvement,
and integrated pest management.

Improved Air Links Boost Tourism
Cambodia is capitalizing on tourism as an
increasingly important economic activity.
The world-famous Angkor Wat in Siem
Reap Province is still the country’s major
draw despite the newer—and grimmer—
tourist attractions of the Choeung Ek Kill-
ing Fields and the Tuol Sleng Genocide
Prison.

To facilitate access to the northern prov-
ince, ADB is assisting with developing the

Only 15% of Cambodians
have access to electricity

Cambodia

facilities of the Siem Reap Airport to cater
to the expected increase in tourists visiting
Angkor Wat. It is the second busiest of the
country’s eight airports, after Pochentong
Airport in Phnom Penh.

The US$15 million Siem Reap Air-
port Improvement Project, approved in
1996, has upgraded navigational aids,
aeronautical communications, and air
traffic equipment to improve airport
safety. The terminal’s operational build-
ings are being  upgraded and a new staff
housing has been constructed. The air-
port improvement, upon completion in
2003, is expected to help increase the
country’s foreign exchange earnings and
create livelihood activities.

The Government is making plans with
private concessionaires to further expand
the Siem Reap Airport to accommodate the
anticipated increase in air traffic.

ADB’s Presence
According to Pen Thirong, Chief, ADB
Division of Cambodia’s Ministry of
Economy and Finance, ADB’s loan portfo-
lio of US$0.5 billion has brought physical
and intangible assets to the country.

ADB, which was the first international
development finance institution to assist
Cambodia after the fall of the Pol Pot re-
gime, has earned a positive reputation
among the people.  While ADB’s presence
in Cambodia’s social and physical infra-
structure sectors has increasingly become
evident, ADB is now also placing greater
focus on governance and economic policy
reforms, including the areas of public ad-
ministration, public finance and audit, and
the financial sector, to ensure a sustained
impact on poverty reduction. n

MUSIC TO THE ECONOMY
Angkor Wat is
Cambodia's leading
tourism attraction,
contributing to the
country's foreign
exchange earnings.

MUSIC TO THE ECONOMY
Angkor Wat is
Cambodia's leading
tourism attraction,
contributing to the
country's foreign
exchange earnings.
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By Cedric Saldanha
Senior Manager, Strategy and Policy Department

After a year of intensive work and try-
ing “birth pains,” Japan Fund for
Poverty Reduction (JFPR) projects

are beginning to have a lasting, positive im-
pact on the very real problems facing the
region’s poor. As of 15 September 2001,
12 projects totaling US$29.17 million had
been approved by the Government of Japan,
of which 10 had also been approved by the
Asian Development Bank (ADB). In addi-
tion, 53 projects amounting to US$107.88
million are being prepared.

JFPR is also having an important im-
pact on ADB itself by encouraging staff to
interact more widely with nongovernment

The Japan Fund for Poverty Reduction is helping ADB retool its procedures and projects
organizations (NGOs) and civil society
groups in an effort to make ADB more re-
sponsive to a broad range of poverty symp-
toms and causes in its developing member
countries.

With the adoption of its Poverty Reduc-
tion Strategy in November 1999, ADB
needs to develop new tools and approaches
for addressing poverty reduction.

“We want to make a visible difference,
so more innovative mechanisms need to be
found and promoted within ADB's other-
wise quite conventional undertakings,”says
Shoji Nishimoto, Director of ADB’s Strat-
egy and Policy Department. “Spending
US$155 million in JFPR grants may sound
easy, he adds, but using this funding for di-
rect and sustainable poverty reduction

projects with conceptual links to ADB
loans—and applying flexible implementa-
tion and processing procedures—has been
a major challenge for our institution.”

“We are serious in our efforts to strive for
sustainable poverty reduction in the re-
gion,” Mr. Nishimoto emphasizes. “With
the injection of JFPR funds, these efforts
will be mainstreamed and strengthened.”

Overcoming Challenges
The Japan Government’s creation of JFPR
provided ADB with a unique opportunity
to pilot test innovative poverty reduction
approaches that can be used on a larger scale
in future ADB loans. JFPR also provides rich
opportunities to work directly with civil
society, such as NGOs and community-

LASTING IMPACT

LANDSLIDE RELIEF Philippine
President Gloria Macapagal-
Arroyo and ADB President
Tadao Chino (standing third
and fourth from left) attended
the signing ceremony for a JFPR
project that will help more than
500 poor families in Payatas
(see box).
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Landslide Tragedy
Gives Rise to Model
Community Project

On 10 July 2001, one year after a
landslide of garbage killed
more than 200 waste pickers

at the Payatas Estate, Quezon City, Phil-
ippines, an agreement was signed at the
site for a model project to help the ur-
ban poor. Philippine President Gloria
Macapagal-Arroyo and Asian Develop-
ment Bank (ADB) President Tadao Chino
attended the ceremony to mark a
US$1.32 million project that will help
more than 500 poor families, including
100 directly affected by the tragedy.

The project—for which a US$1 mil-
lion grant will come from ADB's Japan
Fund for Poverty Reduction (JFPR)—is a
pilot scheme based on a self-help, par-
ticipatory approach. It will provide
bridge financing to help the community
acquire land under the Government's
Community Mortgage Program, and
fund basic services such as water sup-
ply, sanitation, and roads. The project
also includes loans for housing,
microfinance, and a community-based
health insurance program.

Signatories to the agreement were
ADB Vice-President Joseph Eichenberger,
Secretary Corazon Soliman of the Depart-
ment of Social Welfare and Develop-
ment, Finance Secretary Jose Isidro
Camacho, and Father Renato Ruelos,
President of the Vincentian Missionaries
Social Development Foundation, Inc.,
which will manage the community re-
volving funds.

The landslide on 10 July 2000 killed
more than 200 people—many bodies
were never recovered. It also buried be-
tween 100 and 300 homes. More than
80 percent of Payatas’ population of
more than 300,000 are informal settlers.
In December 2000, officials stated that
the dump site was “permanently
closed.” However, with Metro Manila try-
ing to cope with a garbage crisis, dump-
ing at Payatas has resumed.

Aside from the JFPR grant, the Phil-
ippine Government's Presidential Sup-
port Fund will provide US$332,487. The
Department of Social Welfare and Devel-
opment will be the executing agency. n

A vibrant group of project officers—we call
them the “JFPR champions”—has
emerged. These people are committed to
using JFPR for innovative project interven-
tions, capitalizing on the unique character-
istics of JFPR: a grant funding facility to
channel funds directly to the poor, and use
of civil society groups as implementing
agencies. Country teams of such staff meet
regularly to vet and prioritize project pro-
posals, and help refine those project propos-
als that go forward for concept clearance.
This teamwork approach encourages and in-
creases ownership of these project propos-

als among the poverty
specialists and project
officers and contributes
substantially to enhanc-
ing quality.

“We now have a lot of
JFPR champions in
ADB,” says JFPR coordi-
nator Armin Bauer as he
runs down a long list of
poverty experts as well

as projects and programs officers. “It is great
seeing the changes they facilitate in the
Bank's approaches to project design and
implementation arrangements,  both for
their JFPR projects as well as regular loans—
sometimes despite many obstacles.”

“As an outsider who only recently came
to ADB from the NGO and bilateral devel-
opment sector, I am positively surprised to
see so much substantial change in the
behavior of ADB staff—so are many NGO
representatives who initially were skepti-
cal toward ADB and have now changed their
views,” says Bert van Ommen, JFPR con-
sultant.

While JFPR grant projects are modest
in financing—they range from US$1 mil-
lion to US$5 million each—their potential
to positively influence ADB-financed pov-
erty reduction projects remains one of their
distinct advantages. In addition, they al-
low ADB as a development institution to
reach out to the poorest in a very direct
way, while working in parallel to help
address the more systemic causes of pov-
erty. We look forward to the Government
of Japan continuing its support for this
powerful development tool, keeping in
mind its increasing influence on ADB’s work
in the region. n

For more information on JFPR, visit its web site at
http://www.adb.org/jfpr

Shoji Nishimoto
Director

ADB Strategy and Policy Department

based organizations, and with communities
themselves.

It took time to convince ADB’s partner
governments and staff of the merits and op-
portunities JFPR has to offer. Many ob-
stacles and misconceptions had to be over-
come at the start.

Some of the project proposals were basi-
cally ideas for technical assistance where
most of the money would go to consultants
and not to the poor. Other proposals were
simply extensions of activities that ADB
could do under a poverty-focused loan.
Compared with loans, JFPR projects are
relatively small; however,
they require a lot of energy
to implement. Some gov-
ernments initially saw
JFPR projects as an easy
means to receive grant
funds for normal govern-
ment expenditures or to
soften loan terms. Some
ADB staff members saw
JFPR as a substitute for
technical assistance grants.

JFPR, however, was set up to do some-
thing different; namely, to pilot innovative
stand-alone poverty reduction projects with
conceptual links to ADB loans. JFPR
projects directly target poor people; they
do not replace government or other ADB
finance, they have sustainable cost recov-
ery mechanisms, and they are implemented
primarily by civil society while the govern-
ment serves as an overseeing agency.

Champions of JFPR
JFPR projects help to directly address the
needs of diverse groups of poor people in a
number of our developing member coun-
tries. Target beneficiaries range from street
children to poor farmers, child laborers to
flood-affected victims, undernourished chil-
dren and mothers, to drought- and earth-
quake-affected people. JFPR projects in
process are in five countries in Central Asia,
Greater Mekong Subregion countries,
Bangladesh, Indonesia, Nepal, Papua New
Guinea, and Philippines.

JFPR concept papers—where project
ideas are rationalized—are carefully re-
viewed and compared against tight criteria
early on. Project concepts are then cleared
based on their merit and their contribution
to the eligibility criteria—not on country
quotas. Only then is a full project proposal
developed.

“We want to make a
visible difference...
within ADB’s otherwise
quite conventional
undertakings”

JAPAN FUND
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By Regional Economic
Monitoring Unit Staff

T he sharp export downturn be-
ing experienced by the region
has merited lead articles in
various economic dailies and
weeklies recently. The down-

turn, which began in the electronics sector,
is now spreading to other sectors and is hold-
ing back the region’s rapid recovery from
the financial crisis of 1997.

But there is another cloud on East
Asia’s economic horizon: the net outflow
of private capital. According to the lat-
est data from the Institute of Interna-
tional Finance (IIF), net private capital
flows to the East Asia 5 (Indonesia,
Republic of Korea, Malaysia, Philippines,
and Thailand) are likely to turn nega-
tive this year. The International Mon-
etary Fund’s May 2001 World Economic
Outlook also predicts a deterioration in
capital flows to these countries, although
its estimate of the absolute level differs
from that of IIF.

Net Outflows a Cause for Concern
Private capital flows were at the heart of
the 1997 Asian financial crisis. The large
and abrupt flight of capital led to a down-
ward economic spiral in several countries
as financial contagion swept across the re-
gion. After slowing considerably in the af-
termath of the financial crisis, private
capital flows to the East Asia 5 turned posi-
tive in 2000, according to IIF estimates.

The turnaround arose mainly because
of large amounts of private equity capi-
tal received by the Republic of Korea and,
to a lesser extent, Malaysia. However,
other countries, especially Indonesia and
Thailand, continued to experience net
outflows of private capital as political and
other domestic concerns took their toll.

Now there are fears that the global eco-
nomic slowdown, aggravated by domestic

WHERE’S THE
MONEY GOING?

concerns, could once again cause a decel-
eration of private capital inflows in emerg-
ing markets and thereby magnify the
economic downturn. In fact, IIF has fore-
cast that US$3.5 billion of private capital
will flow out of the East Asia 5 this year—
in contrast to the net inflow of about
US$5 billion in 2000. The May 2001 World
Economic Outlook, meanwhile, sees the net
outflow increasing from US$10 billion in
2000 to US$16.8 billion in 2001.

The deterioration is in part related to
the global supply network, created by the
outflow of foreign direct investment (FDI)
from industrialized economies. As a result
of global restructuring, a significant
amount of production in
industrialized countries
has been outsourced to
emerging markets. And as
growth slows sharply
among the industrialized
countries this year, the
East Asia 5 face reduced
investment flows that are intended to sup-
port the outsourced industries.

IIF has forecast that the FDI in the
East Asia 5 will fall by about US$4 bil-
lion this year to US$8.7 billion. The fall is
expected across the board, even in the
Republic of Korea, which, as most agree,
has been moving fastest in terms of reforms
among the East Asia 5. Portfolio investment
is expected to fall even more sharply than
the FDI, aggravated in part by the antici-
pated fallout from the economic difficul-
ties of Argentina and Turkey.

Among the East Asia 5, the Republic
of Korea is expected to experience the
sharpest drop in portfolio investment,
partly because of investor concern over
the slow pace of corporate restructuring.
Its equity market also has the largest
share of information technology stocks,
making it vulnerable to the recent vola-
tility of the NASDAQ. Other countries
will not be spared.

How Long Will It Last?
Capital outflows are certainly not helpful
when the affected countries are experienc-
ing slowdowns in their recovery. But how
serious of a concern should this be?

The projected swing of capital flows be-
tween 2000 and 2001 is modest, compared
with the reversal that occurred during the
1997 financial crisis.

Moreover, the external payments posi-
tions of most East Asian countries are more
robust now than they were in 1997, making
an economic tailspin similar to that of
1997–1998 only a remote possibility.

IIF expects the net private capital out-
flows from the region to be short-lived, with

the FDI and portfolio
investment forecast to
recover in 2002. In
fact, net private capi-
tal inflows to the East
Asia 5 are forecast to
reach  a  postc r i s i s
high of  US$12.4 bil-

lion next year. Only Indonesia and Thai-
land are predicted to experience
continued capital outflows next year. The
reversal is, of course, contingent on a turn-
around in the United States and—with
it—the global and regional economies in
early 2002, if not late this year.

While most foresee such a change in for-
tune for the global and regional economies,
it is by no means a foregone conclusion.
Domestic concerns including the reluc-
tance to push ahead with reforms in some
regional economies—a sort of  “reform
fatigue”—may also delay the return of
private capital. n

The material in this article does not necessarily reflect
the official views of the Asian Development Bank.

Capital outflows from the East Asia 5 predicted in 2001

Despite the capital
outflows, an economic
tailspin similar to that
of 1997–1998 is only a
remote possibility

For the latest information and big picture devel-
opments in Asia’s recovery from the 1997 finan-
cial crisis, visit the Asia Recovery Information Center
web site at http://aric.adb.org.

ECONOMIC MONITOR
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For these and other publications, contact the Asian Development Bank
Publications Unit, P.O. Box 789, 0980 Manila, Philippines

Fax: (632) 636-2648/Email: adbpub@adb.org

http://www.adb.org

This annual publication provides
historical and current economic,
financial, environment, demo-

graphic, and social statistics of most ADB
developing member countries (DMCs).

For the first time, this edition of the
Key Indicators highlights major economic
and social trends in Asia and the Pacific,
and discusses issues related to the data
and the strategic choices necessary to
improve data availability.

The book contains 40 regional tables,
where important indicators for various
development aspects are presented across
DMCs. These aspects include population
and demography; poverty and inequality;
education, nutrition, and health; land use,
agricultural production, and environment;
gross domestic product and gross national
product; energy and electricity; prices and
money supply; external trade; investments;
international reserves; external debt; and
resource flows.

Also featured are country tables with
detailed statistical data on individual
DMCs for 1983–2000. Documentation of
the sources used for the country tables is
provided.

Growth and Change in
Asia and the Pacific:
Key Indicators 2001
Copublished by the Asian Development Bank (ADB) and Oxford University Press.
ISBN 019-592-977-2; ISSN 0116-3000; US$40 (paperback)
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whose interest rates prevent them from
improving their situation,” says Hout Ieng
Tong, Hattha Kaksekar’s Executive Direc-
tor. “Then they will either be unable to re-
pay or will borrow again to pay back their
previous loan. This vicious circle continues
until they lose their land, house, jewelry, ani-
mals, and even household goods. We want to
help them get out of this situation.”

Development Partners Come Together
Mr. Hout was among the 500 participants
at the “Conference of the Forum on Cam-
bodia, Laos and Vietnam,” held 19–21 June
2001 in Vientiane, Lao People’s Democratic
Republic (Lao PDR). The conference, or-
ganized by the 16-year-old nonprofit group,
Fund for Reconciliation and Development
(FRD), brought together different actors in
the development process. During three full
days of plenary sessions, panel discussions,
and sectoral group meetings, participants
deliberated ways of strengthening partner-
ships to reduce poverty and nurture sustain-
able development.

FRD serves the development commu-
nity in the three countries by acting as an
information and resource center for launch-
ing new programs, facilitating information
sharing about development, and helping
organizations link up with partners.

The Vientiane conference was the 10th

in a series of multinational, multisectoral,
structured forums organized by the New
York-based FRD. Participants included
representatives of relief and development
organizations, funding agencies, founda-
tions, universities, businesses, corporate
philanthropies, and government entities.
The Asian Development Bank (ADB)
helped support the conference with a grant
to defray the travel costs of NGO partici-
pants.

Significantly, the conference led to the
largest gathering of NGOs ever assembled
in the Lao PDR. Altogether, about 200
NGO staff members and volunteers at-
tended the conference, including represen-
tatives of Southeast Asian organizations
working to address social welfare, human
rights, rural development, educational, and
environmental concerns at the local level.
Cambodian civil society groups were par-
ticularly well represented, partly because
of the country’s legal and administrative
framework, which encourages citizen-led
nonprofit activities.

Hattha Kaksekar’s executive director
took advantage of the conference setting to

By Bart W. Édes
External Relations Officer

The contribution of microfinance
to poverty reduction is widely
acknowledged. Without perma-
nent access to institutional
microfinance, most poor house-

holds continue to rely on meager self-finance
or informal sources of microfinance, which
limits their ability to participate actively
in and benefit from development opportu-
nities. Microfinance can provide an effec-
tive way to assist and empower poor women,
who make up a large share of the poor and
suffer disproportionately from poverty.

By improving access and efficient pro-
vision of savings, credit, and insurance
facilities, microfinance mechanisms can
provide the poor the means to acquire suffi-
cient staple goods, build up assets, develop
entrepreneurial activities, enhance income-

earning capacity and, in sum, improve their
quality of life.

Raising Rural Incomes
Since the mid-1990s, Hattha Kaksekar
(Farmer’s Hand), has provided rural credit
and savings in Cambodia. Launched as a
nongovernment organization (NGO), it re-
cently transformed itself into a limited li-
ability company to conform to Cambodia’s
new legislation on microfinance. Hattha
Kaksekar seeks to promote the income-
generating potential of agricultural, busi-
ness, and manufacturing enterprises in the
rural areas of Cambodia, offering an alter-
native to the high interest rates on loans
generally available in these areas. The
microfinance provider specifically targets
women and poor families in its activities.

“When the poor people in rural areas
want to borrow money, they usually have no
other option than the local moneylenders,

A Cambodian NGO is using microfinance to create
livelihood opportunities for the rural poor

Making a Little Money
Go a Long Way
Making a Little Money
Go a Long Way
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share the challenges, experiences, and goals
of his organization with other participants
working to nurture the spread of micro-
finance in Asia’s developing countries. One
of the conference’s sectoral groups was
devoted to microcredit activities in
Cambodia, Lao PDR, and Viet Nam.

Addressing Customer Needs
Hattha Kaksekar tailors its operations to
be as user-friendly as possible, consistent
with the need to operate on a financially sus-
tainable basis. Service centers are located at
the commune level, loan application forms
are short and easy to complete, and the loan
process and disbursement process takes less
than three weeks for first-time borrowers—
less than one week for repeat customers.

Borrowers choose loan terms that suit
their cash flow and business cycle. Loan
periods range from one month to two years
for small business loans, and from one to
twelve months for agricultural loans.

Hattha Kaksekar has established a well-
developed system for monitoring loan use
and modern collection procedures. It em-
ploys well-trained branch and commune
staff. Interest rates are based on how much
cash is needed to cover operation costs, loan-
loss provision, financing costs, costs of capi-
tal, and a surplus for future expansion.

The institution has adopted several
measures to ensure a high rate of loan
repayment. Before lending funds, it con-
ducts a thorough assessment of the envi-
ronmental and economic risks, screens
client families, and evaluates clients’
business plans. For larger loans, it relies
on a borrower’s repayment track record
and physical collateral.

Executive Director Hout notes that
Hattha Kaksekar also “ensures that clients
are clear from the outset about loan terms
and conditions, including procedures, con-
tract details, and penalties. We have devel-
oped mechanisms to facilitate on-time
repayment, including quick follow-up when
clients miss repayment deadlines, and ver-
bal reminders by credit officers during their
visits to borrowers.”

Range of Services, Rapid Growth
In addition to lending money, Hattha
Kaksekar also encourages its borrowers to
open a savings account with the institution
so that they can eventually become inde-
pendent from borrowing. A savings account
may be established with as little as one
dollar. Hattha Kaksekar also offers training

on product development, marketing, record
keeping, and fund management to those in-
terested in running a business.

Between 1996 and 2000, Hattha
Kaksekar increased its geographical reach
from 5 to 50 communes and from 24 to 384
villages. The number of active clients in-
creased from 932 to 5,794 over the same
period, and the average loan size from
US$101 to US$300. Seven out of ten bor-
rowers are women.
For every 100 loans
provided, Hattha
Kaksekar receives
about 250 applica-
tions. One of the
main curbs on the
institution’s growth has been limited access
to funding. This is an area where funding
agencies and development banks, including
ADB, have sought to help.

International Support
Hattha Kaksekar institutionalized its
microfinance activities in 1996 when it re-
ceived a technical assistance grant from the
Organisation canadienne pour la solidarité
et le développement/Oxfam-Québec. Na-
tional funding agencies, Agence Francaise de
Developpement (France) and Gesellschaft
für Technische Zusammenarbeit (Ger-
many), subsequently offered additional
financial support and equipment that en-
abled Hattha Kaksekar to offer its services
in more districts. In the last few years, how-
ever, the institution has relied on client sav-
ings deposits and funds borrowed from the
Cambodian Rural Development Bank

(RDB), a wholesale banking institution, to
sustain its operations and expansion.

Earlier this year, ADB lent US$20 mil-
lion to RDB to create a revolving fund to
provide resources to microfinance provid-
ers like Hattha Kaksekar. About 260,000
Cambodian households will benefit from
ADB’s assistance, especially the rural
poor who are using the newly available
resources for small-scale economic activi-

ties in agriculture,
agroprocessing, trading,
livestock, handicrafts,
and services.  While
Hattha Kaksekar has not
yet drawn upon the
ADB-backed fund at

RDB, it is possible that it will do so in
the future.

Separately, ADB is preparing a policy-
based loan to assist Cambodian authorities
in adopting financial sector policies and
strengthening institutions. This loan will
complement the support being provided in
the microfinance area and help implement
a 10-year government strategy for develop-
ing the financial sector, including the bank-
ing system and capital markets.

Focus on Sustainability
Hattha Kaksekar continues to serve its
growing client base as it works to build in-
stitutional, operational, and financial
sustainability.

To increase its institutional capacity,
Hattha Kaksekar is recruiting board mem-
bers with relevant expertise and experi-
ence, drafting policy and operations
manuals, building a strong management
team, and developing mechanisms for
staff appraisal.

Operational changes aim to increase
both the number of clients and loan vol-
ume without affecting portfolio quality, and
keep transaction costs steady without af-
fecting the overall quality of services and
responsiveness to clients. Hattha Kaksekar
also hopes to increase the spread on earn-
ings from its loan portfolio by ensuring
timely repayment.

In the future, Hattha Kaksekar expects
to rely more on soft loans and commercial
financing as the source of its funds. “We are
developing a realistic plan to assure self-
sufficiency as we reduce our dependence
on donors,” says Hout. “This is necessary
so that we can continue to help the rural
poor create new possibilities for them-
selves.” n

“This vicious circle [of
moneylending] continues
until they lose their land,
house, jewelry, animals,
and even household goods.
We want to help them get
out of this situation”

Hout Ieng Tong

Executive Director, Hattha Kaksekar

About 260,000 Cambodian
households will benefit
from a US$20 million re-
volving fund
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By Jennifer Gordon-Russell, MBE
Founder-President Entrepreneur Volunteer Assistance
Charity Foundation

In June 1991, Mount Pinatubo, located
90 kilometers north of Manila, blew
up in one of the fiercest volcanic erup-
tions of the 20th century. The eruptions

and the ash-and-mudslides that followed
claimed more than 800 lives over the next
three months. Some 100,000 homes were
destroyed. In addition to those known to
have been killed were an unknown number
of deaths among the Aeta, the indigenous
people who had lived peacefully on the vol-
cano while it lay dormant for 600 years.

The Aeta, who had lived off the forests
and streams on the slopes of the mountain,
lost both their homes and their sources of
livelihood. The eruptions killed livestock
and fish, and destroyed the forests and fresh
water streams. With destructive rivers of
lahar—ash and other volcanic residue
mixed with mud—running down the
mountainsides with every rainfall, the Aeta
are unable to return to rebuild their homes.

Most Aeta now live in crowded resettle-
ment camps, where they face an uphill battle
to live with dignity and preserve their tra-
ditions. An increasing number are choosing
to create new settlements on upland slopes,
which are now becoming green again. Most
are illiterate and not used to a cash economy.

Pottery
with a
Difference
A Philippine-based NGO is helping indigenous people
rebuild their lives by selling pottery glazed with ash of
the volcano that destroyed their homeland
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Turning Volcanic Ash into Income
The Entrepreneur Volunteer Assistance
(EVA) Charity Foundation is a nongovern-
ment organization that is helping the Aeta
rebuild their lives and find new sources of
income. One innovative project makes a
virtue out of necessity by using the lahar to
glaze stoneware vases, bowls, mugs, and
decorative pieces made for the people dis-
placed by the eruptions. These beautiful
items, sold in selected shops in Manila, are
lovely around the house and ideal as gifts.
The charity also accepts orders from insti-
tutions, including the Asian Development
Bank (ADB).

ADB has ordered 1,000 mugs over the
past few years, each
sporting the ADB logo.
Many a desk in the
ADB headquarters in
Manila holds an el-
egant Pinatubo mug of
coffee or tea. The mugs
also make great corporate and personal gifts.

Each mug comes in a linen bag along
with a certificate of authenticity on hand-
made paper informing the buyer that the
glaze comes from the volcanic ash of
Mount Pinatubo. The certificates and
bags generate more employment in the
Philippines for adults with special needs.
A small group of people, many of whose
members are autistic or suffer from

Down’s syndrome, make the paper for the
certificates.

To the extent possible, the artifacts are
made from materials available locally, such
as stone, clay, and, of course, the lahar for
glazing. For the mugs, stones and lahar are
gathered from the mountainside. The la-
har must be sifted to yield the ash that is
suitable for glazing. A sack of lahar produces
only about a quarter cup of ash.

Potters in the town of Antipolo make
the mugs with the help of master potter
and EVA volunteer Lanelle Abueva
Fernando, who learned her craft in

Japan and the United
States. The studio in
Antipolo provides
training and employ-
ment for 19 full-time
workers, who were
previously unskilled

squatters. What started out as a hobby for
Ms. Fernando has become her way of help-
ing the Aeta people displaced by the volca-
nic eruptions and shanty dwellers in
Antipolo.

EVA places contracts with the small
groups of artisans and makes advance pay-
ments to help them meet their costs.

The funds raised from the sale of the
finished goods are used for training and live-

MUG SHOT The handsome Mount Pinatubo
mug—coffee tastes great from it.

The orders for mugs and
other Pinatubo products
from institutions like ADB
are bringing dreams to life

GOOD NEWS
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lihood programs, scholarships, and loans.
One program trains Aeta women to be pot-
ters to meet local demand in remote vil-
lages and settlements. These women use
locally available clay and indigenous kilns
that burn coconut shells and rice husk rather
than wood. This scheme gives Aeta women
a means of livelihood where they live and
gives the villagers ready access to pots for
everyday use.

EVA also helps fund a microfinance
scheme for Aeta and lowland women with
the help of the National Commission on
Indigenous People (Region 3) and the So-
cial Action Center of Pampanga. Marites
Ramos used a loan of 15,000 pesos (P)
(US$300) in July 2000 to start a small busi-
ness to produce a range of fabric products.
Ms. Ramos has since repaid the loan and
her business now earns an average of 7,000
pesos a month and employs many home-
based workers in Wenceslou Resettlement
Village. They produce the bags for the ADB
mugs.

Education Ripple Effect
EVA relies on innovative ideas and limited
funds to help the Aeta people to help them-
selves. Among its unusual programs is a
“dip in” scholarship fund for people who
are financing their own studies, but need
a little financial help when they run
short. The EVA assistance helps them
buy books, uniforms, and food, or pay for

transport or rent so they can complete
their education. EVA also provides some
full scholarships.

Those who receive help for education
are expected to participate in a “pay
back” program in which they repay the
community not in cash but in kind. They
become “literacy activators” in their own
communities for a year on a part-time
basis for a monthly honorarium from EVA.
They teach Aeta adults to read, write,
and do sums. Those they teach then
share their new skills within their own
families, causing a ripple effect. EVA
calls this the 3A3Rs program, with the
3As of adult Aeta action added to the more
conventional 3Rs of reading, writing, and
arithmetic.

Many of the literacy activators go on to
become full-time teachers. As the program
grows, EVA hopes Aeta adults will soon be
teaching Aeta children in new schools in
the area. This is a dream coming true as the
funds for 10 schools have been found. The
orders for mugs and other Pinatubo prod-
ucts from institutions like ADB bring such
dreams to life. n

For more information on the work of the Entre-
preneur Volunteer Assistance Charity Foundation,
please write to EVA, 1665 Dasmariñas Avenue,
Dasmariñas Village, 1220 Makati City, Metro Ma-
nila, Philippines or send an email to
lbsev@attglobal.net

PAPER WITH A PLUS Adults, many of whom
are autistic or suffer from Down's syndrome,
make paper for the mug certificates.

AETA CHILDREN Funds for 10 schools have
been found, meaning brighter futures for
these and other Aeta children.

OUR OWN SCHOOL An Aeta school built with
help from the EVA Charity Foundation.
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By Pamposh Dhar
External Relations Officer

It is commonly believed
that if private enterprise
takes over public utili-
ties, the drive for profit

would push prices of electric-
ity and water beyond the
reach of the poor. But in real-
ity, public monopolies of utili-
ties in much of the developing
world have provided the poor
with inadequate or no ser-
vices. This has forced the poor
to buy water, fuel, and other
essential items from vendors
in the informal sector at exor-
bitant prices.

These views were expressed by Russell
Muir, program manager of the Washington-
based Public-Private Infrastructure Advi-
sory Facility (PPIAF), at a recent pre-
sentation at the Asian Development Bank
(ADB) headquarters in Manila. PPIAF was
set up in 1999 to promote sustainable
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development in infrastructure through
public-private partnerships. In September
2001, ADB became its newest member,
with a contribution of US$250,000 in cash
and an equal amount in kind. Starting with
seven founder-members, the facility is ex-
pected to have 12 bilateral and multilat-
eral funding agencies as its members by the
end of this year.

Mr. Muir noted that one billion people
around the globe lack access to clean water
and two billion have no grid-based electric-
ity. “The very poorest don’t have access to
the formal utilities sector, so they pay 10 to
15 times more for electricity and water,” he
told ADB Review.

“We’re not suggesting there isn’t a role
for the public sector,” Mr. Muir said. “But
we see government acting more in the role
of facilitator and regulator, with private
firms providing the essential services.”

Private Sector Development Strategy
Such views are consistent with ADB think-
ing. With the population of Asia and the
Pacific growing at 60 million a year and a
growing proportion of these people living in
17 of the world’s 19 megacities, the region
has a huge investment requirement for in-
frastructure development. Given the lim-
ited financial resources of the public sector,
private investment is crucial.

ADB’s private sector development strat-
egy, adopted in March 2000, stresses the
importance of public-private partnerships
in all fields. Such partnerships offer new
investment opportunities to private com-
panies and free up government resources for
poverty reduction and social development
programs. Private sector participation  pro-
vides greater access to management exper-
tise and other skills, increases competition,
and improves efficiency. It also leads to
more transparency.

ADB provides several loans that help
fund projects run through public-private
partnerships. An important role for ADB is
as an “honest broker” between the govern-
ment and the private sector. ADB helps gov-
ernments create the enabling environment
to promote private sector investment and
at the same time protect consumer inter-
ests. ADB advises governments on policy
reforms, regulations, contracts, and bidding
and evaluation procedures.

“Since we embark on both public sec-
tor work and private sector assistance un-
der one roof, we have to be very careful in
dealing with any perceptions of a conflict

Bucking common beliefs, the public
sector has much to gain from private
enterprise: management expertise,
improved efficiency, and increased
transparency

Bucking common beliefs, the public
sector has much to gain from private
enterprise: management expertise,
improved efficiency, and increased
transparency

HELPING
THE PRIVATE
CAN HELP
THE PUBLIC

HELPING
THE PRIVATE
CAN HELP
THE PUBLIC

IMPROVED SERVICE With help from ADB,
a private firm in the Philippines is modern-
izing and expanding its water supply and
sewerage network—and in the process
helping the public sector provider.
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of interest,” says Bruce Purdue, Manager of
ADB’s Private Sector Group. “We intend to
put appropriate guidelines in place on this
issue before the end of the year.”

Power, Water, and Education Projects
In value terms, the biggest public-private
partnerships are in the infrastructure sec-
tor—power, roads, airports, and ports.

Late last year, ADB approved a US$50
million loan for Bangladesh’s first private
sector power project. ADB helped gener-
ate a further US$90 million for the
project from commercial banks. A gov-
ernment-owned financial institution put
up another US$80 million and the US
independent power producer AES made
an equity investment of another US$80
million. ADB helped the Government of
Bangladesh design the project specifi-
cally to increase private sector partici-
pation in the power sector.

This was the first project in which ADB
used its political risk guarantee (PRG)
scheme to leverage funds, raising US$70
million in this way for the US$300 million
project. The PRG offers protection against
political risks that may arise in connection
with a project, such as nationalization,
foreign exchange moratoria, and the govern-
ment’s failure to honor its payment
obligations.

“It is important to understand that
when ADB talks of assistance to the pri-
vate sector, this is not confined to foreign
direct investment,” Mr. Purdue observes.
“We aim to mobilize financial and other
resources from both foreign and domestic
private sector investors. This is true of vir-
tually all our projects.”

In an ongoing water supply and sanita-
tion project in the Philippines, ADB is sup-
porting the Maynilad Water Services, Inc.
with a US$45 million loan. Under a comple-
mentary financing scheme, ADB helped
raise another US$126 million for the
project. Maynilad Water Services is one of
two concessionaires of the government-
owned Metropolitan Waterworks and Sew-
erage System (MWSS), privatized in 1997
through an international competitive bid-
ding process, which has the mandate to pro-
vide water and sewerage services to 13 cities
and 24 municipalities in and around Metro
Manila.

Maynilad Water Services holds the con-
cession for water and sewerage services in
the western part of Metro Manila. The

Japan Establishes
Fund for
Information and
Communication
Technology

The Asian Development Bank (ADB)
approved on 31 July 2001 the es-
tablishment of a 1,273.3 million

yen (about US$10 million) Japan fund
to harness the potential of information
and communication technology (ICT)
and bridge the growing digital divide in
Asia and the Pacific. ADB will administer
the Japan Fund for Information and
Communication Technology, which is fi-
nanced with a contribution from the
Japanese Government.

The fund will support, on a grant ba-
sis, ICT-related activities that promote
ADB's poverty reduction strategy, en-
courage private sector participation in
ICT development, and improve regional
and international cooperation through
ICT applications.

The fund will cover conducting ac-
tivities to improve developing member
countries’ environments for ICT devel-
opment, such as policy initiatives for the
development of ICT infrastructure and
human resource capacities, and estab-
lishing a center for learning, information,
communication, and knowledge for Asia
and the Pacific.

ADB, recognizing its limited finan-
cial and human resources, has developed
a strategic approach to use ICT in its ef-
forts to fight poverty. ADB’s ICT Strategy
consists of three strategic thrusts: creat-
ing an enabling environment, building
human resources, and developing ICT
applications and information content. n

To read the strategy, go to http:// www.adb.org/
documents/policies/ICT

project will help this private firm modern-
ize and expand its water supply and sewer-
age network, increasing the supply of water
and improving sewerage services to the resi-
dents of Metro Manila.

“These projects must be structured so
everyone’s a winner,” says Senior Investment
Officer Richard Simpson. “You have to make
sure the risks are all shared by parties that

“We see government acting
more in the role of facilita-
tor and regulator, with
private firms providing the
essential services” Russell Muir

Program Manager
Public-Private Infrastructure Advisory Facility

can accept and mitigate the risks.”
“These contracts can be in place as long

as 20 years so it’s important to structure
them properly—or they can become a li-
ability as much as an asset,’ adds Invest-
ment Officer Bob Finlayson.

Public-private partnerships can also
lead to innovative projects in health, edu-
cation, and microfinance. One example is a
recently approved ADB project to set up
Viet Nam’s first private university in Ho
Chi Minh City. The Royal Melbourne In-
stitute of Technology’s (RMIT’s) Interna-
tional University Viet Nam (RIUV) will
use the Internet to teach on-campus and
off-campus students.

RMIT, owned by the state government
of Victoria, Australia, will establish the
university. The university will enroll 4,000
full-time students annually in information
technology, computer science, and software
programming, reflecting new government
priorities for higher education.

The university will offer Internet-based
distance learning courses to those unable
to attend classes in person. On-campus
students, too, will be able to supplement
their face-to-face learning with research on
the Internet. In addition, students who also
hold down jobs can choose a mix of face-to-
face and emailed lessons. RIUV will serve
as a model project for ADB and Viet Nam,
and is expected to lead to similar projects
in the future. n

For more on the Asian Development Bank’s Private
Sector Group, go to http://www.adb.org/psg Ra
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By Geert van der Linden
Director, Programs Department (East)

Headline news does not en-
courage optimism about
East Asia. Implementing re-
form measures is proving dif-
ficult, particularly in the fi-

nancial and corporate sectors, and mount-
ing concern over global slowdown clouds
the quick economic recovery that offered
promise in late 1999 and early 2000. How-
ever, significant changes are unfolding—
changes that impact the institutional
underpinnings of economic management
and social development. It is institutional
building and the capacity of a society to
bring about institutional change that will
determine winners and losers in East Asia.

Institutions as Rules
Douglas North, the Nobel Laureate, made
clear that institutions are the rules of the
game in a society. They define, for example,
a system of property rights, regulations that
curb the worst forms of fraud and
anticompetitive behavior, the rule of law,
and sociopolitical arrangements that miti-
gate risk and manage social conflicts. Char-
acteristically, each rule performs a distinct
function. But its effectiveness hinges on be-
ing complemented and supplemented by
others. Together, the rules form a hierarchic
structure of mutually supporting directives
that influence jointly and can impact deci-
sively the development of nations.

At the top of this institutional hierar-
chy is a set of policies that mark the work-
ings of an economy in the short term. Next
comes a set of regulations that should sup-
port the functioning of markets, while le-
gal codes and laws that define property and
other rights would in turn underpin this
regulatory system. These
should be founded on trans-
parent institutions, such as
the judiciary, that would en-
force the long-term security
of property rights and adjudi-
cate claims of right violations.
All these layers would be supported by base
institutions that foster political participa-
tion and external enforcement, and main-

tain civil and social order. This perspective
of seeing institutions in a hierarchic order—
for their social and economic functions—
offers important insights into the process
of reform and restructuring now taking place
in East Asia.

Realigning Institutions
Realigning institutions, following the hier-
archy outlined, is a significant feature of a

process of reforms. Changes in
one set of policies or institu-
tions lead typically to the
need to overhaul related in-
stitutions. This process can
be observed in the series of
changes taking place as the

countries affected by the Asian financial
crisis attempt to deal with corporate debt
restructuring. For example, the problems of

corporate debt overhang and insolvency
have led to measures for financial liquida-
tion and bankruptcy proceedings that have
also required changes in existing laws and
judiciary systems. And, new rules on corpo-
rate governance are being developed to im-
prove standards of corporate practice.

Overall, the crisis has accentuated the
importance of institutional change and un-
derscored the need for more. One important
area concerns social protection systems. In
the past, governments in the region relied
heavily on growth to resolve social welfare
questions. They invested in human capital
but provided limited formal social insur-
ance. Still, the severe social dislocations
caused by the crisis stress-tested the limits
of this approach. They have generated de-
bate over the need to revise the implicit
social contract between the state and soci-

INSTITUTIONAL
CHANGE IN
EAST ASIA

AFTEREFFECT OF THE CRISIS
With demand for broad participation in
policy making increasing in Indonesia,
these schoolchildren may someday benefit
from a more transparent public sector.

Massive, often extremely complex
changes are under way—but even
more are needed in the subregion
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Institutions are
the rules of the
game in a society

Douglas North
Nobel Laureate

BRIGHT IDEAS



ADB REVIEW, October–December 2001   27

ety to cushion more social groups from
future shocks.

Recognizing the continuing signifi-
cance of growth, the debate also  focuses on
new institutional responses for providing
social insurance, reform of industrial rela-
tions and labor market issues, education,
decentralization, and persistent or struc-
tural poverty.

Time Dimension of Institutional Change
Time lags between initiating changes and
their ultimate impact can be long. Gover-
nance reforms can be especially time-
consuming because of vested interests. And
changes at lower layers of the institutional
hierarchy will take longer to make them-
selves felt. Because
various institutions
evolve at different
speeds, conflicts and
contradictions among
them will arise.

Depending on the
institutional circum-
stances, some can be
addressed smoothly
while others cause
major and sometimes violent frictions. In-
donesia is perhaps the most pronounced ex-
ample. But, paradoxically, the political and
social difficulties observed in that country
are part of the painful process of institu-
tional reform.

So despite the many problems it faces,
postcrisis Indonesia is more transparent
than before and demand for broad partici-
pation in policy making is increasing. In-
donesia needs to sustain its incipient
economic recovery and manage conflicts
over changes. The scale of institutional
change is massive and the process is com-
plex. A key challenge facing the countries
affected by the crisis is managing the insti-
tutional realignment while minimizing the
associated social costs.

Strategies for Institutional Change
Popular views that the policy changes and
reforms being implemented in East Asia are
externally driven reveal misguided percep-
tions. Institutional change is part of social
and economic transformation. It takes place
as a process of evolution and adaptation and
it involves broad participation and consen-
sus building. No one set of institutional ar-
rangements can be claimed as superior to
the others in terms of overall performance.

Strategically, institutions need to be de-
veloped locally, based on local knowledge
and hands-on experience and experimenta-
tion. In the past, East Asian countries have
shown a remarkable capacity for adapting
to and undertaking institutional change.
The crisis is not—and should not lead to
rejection of—what made East Asia a suc-
cess and the institutional capacity that was
built along the way. This capacity to ini-
tiate and facilitate change needs to con-
tinue if only because transformations are
taking place regionally and globally.

Regional Responses for Change
Since the crisis, countries in the region have
been devoting more attention to the regional

aspects of institu-
tional building.
Besides the As-
sociation of South-
east Asian Nations
(ASEAN) and the
Asia-Pacific Eco-
nomic Cooperation
(which were already
in place prior to the
crisis),  new re-

gional initiatives are being pursued.
These include the Manila Framework
Group, ASEAN regional surveillance pro-
cess, and Chiang Mai Initiative for an ex-
panded regional currency-swap network.
These intensified efforts at regional co-
operation in East Asia reflect growing
awareness of the need for joint institu-

CHANGING THE RULES Tackling
cross-border problems at the
regional level will help contribute
to global security and prosperity.
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The scope and scale of
institutional alignment now
taking place in East Asia is
massive. Its significance is
no less than that of institu-
tional changes in the transi-
tional economies

tional approaches to deal with issues of
common interest.

In general, promoting greater regional
cooperation enables the participating coun-
tries to jointly explore economic opportu-
nities and gain from complementarities.
A regional approach is also effective in tack-
ling cross-border problems arising from se-
curity conflicts, environmental issues, drug
trafficking, and migration. Addressing these
issues at the regional level will help con-
tribute to global security and prosperity.

Conclusion
The challenge of institutional change in
East Asia is demanding. Effectively man-
aging the changes will pay off because, in
the end, institutional capacity to do so will
decide whether a country succeeds in bring-
ing lasting prosperity to its people. With
the multilateral development banks being
important partners in this process of change,
they also need to address a key internal in-
stitutional issue: how to balance the role of
development banker and that of institu-
tional development advisor. n

This article is extracted from the speech
“About Institutions,” which the author de-
livered in London earlier this year at the
Royal Institute of International Affairs
Chatham House Conference on “East Asia:
Has Reform Revived the Miracle?”  The
author acknowledges the major role of
Xianbin Yao, Assistant Chief  Economist,
in preparing the speech.
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By Tam Robert Nguyen
Focal Point, ADB-IADB Collaboration

A t first glance, the Latin
American and Caribbean re-
gion and the Asian and Pa-
cific region seem to have
little in common. But a

closer look reveals exactly the opposite.
With globalization making countries around
the world more interdependent, cooperation
within regions and between regions is be-
coming increasingly important.

To capitalize on this opportunity, the
Japan Program of the Inter-American
Development Bank (IADB) has fostered a
partnership that promises large returns for
regions on both sides of the Pacific.

On 17 March 2001, IADB signed a Part-
nership Agreement with the Asian Devel-
opment Bank (ADB) at the 42nd Annual
Meetings of the Board of Governors of IADB
and the Inter-American Investment Corpo-
ration in Santiago, Chile. IADB, the oldest
and largest regional multilateral develop-
ment institution, was established in 1959
to help accelerate economic and social de-
velopment in Latin America and the Car-
ibbean. The agreement provides a strategic
framework for promoting development-
oriented cooperation based on the mutual
advantages of ADB and IADB.

“We (ADB and IADB) are committed to
making this partnership effective for our
institutions, as well as for our work in the
field. We look forward to increased interac-
tion between the banks and between the
countries of our respective regions,” said
Shoji Nishimoto, Director of ADB’s Strat-
egy and Policy Department, in a joint state-
ment during the signing ceremony.

Nohra Rey de Marulanda, Manager of
IADB’s Integration and Regional Programs
Department, remarked that “this Partner-
ship Agreement with the ADB is much more
than a symbolic expression of goodwill
between our institutions. It gives both
institutions vested interests, as well as
reasons and means to explain and promote
the tangible benefits of interregional co-
operation.”

Partners Across the Pacific
The Japan Program is reshaping development thinking in two diverse regions

PARTNER POWER  At the Partnership
Agreement signing ceremony (left to
right) ADB’s Shoji Nishimoto, IADB’s Nohra
Rey de Marulanda, and Toru Kodaki,
Executive Director for Japan, IADB.

ment issues, such as the use of social funds
to cope with the social dimensions of
financial crises.

Building a Strategic Partnership
With continued support from the Japan Pro-
gram, the future of collaboration between
ADB and IADB is promising. The initia-
tives and activities under the Partnership

Agreement are de-
signed to provide a
practical way of shar-
ing relevant informa-
tion and exchanging
expertise, as well as
building a long-term

strategic relationship between the two
institutions.

Under the Partnership Agreement,
ADB and IADB agree to collaborate in
areas of direct relevance to the priorities
and strategies of both institutions, in-
cluding technical support for projects and
information exchange on crosscutting is-
sues, poverty reduction, and good gover-

Strengthening Linkages
IADB launched the Japan Program in 1999
with support from the Government of Japan.
The Japan Program strives to create oppor-
tunities for providing the expertise, knowl-
edge, and best practices of Asia to the
nations of Latin America and the Carib-
bean—and vice versa. Its priority is to pro-
mote the sharing of information and
technical specialists to
enhance initiatives
that will benefit from
cross-regional ex-
changes. Coordinated
by a core group within
IADB's Integration and
Regional Programs Department, the Pro-
gram is a US$30 million technical grant
facility.

While the Japan Program has been un-
dertaking activities to strengthen linkages
with Asia, there was growing interest within
IADB to develop a closer relationship with
ADB. As a result, a series of workshops and
technical exchanges with ADB were orga-
nized in 2000 on regional integration, so-
cial funds, safety nets, microfinance, and
financial crises. During these sessions, IADB
and ADB counterparts highlighted their dif-
ferent experiences with common develop-
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The Partnership Agreement
provides a practical way of
sharing information and
exchanging expertise

COOPERATION
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nance, regional and subregional develop-
ment, transpacific business cooperation,
and development promotion tools. Prac-
titioners’ forums are being regularly or-
ganized for counterparts from ADB and
IADB to exchange institutional expertise
on development issues.

In cooperation with the ADB Institute
in Tokyo, a new professional association is
being developed—provisionally called the
Latin America-Caribbean and Asia-Pacific
Economics and Business Association—to
encourage comparative research on the busi-
ness economics of the regions and enable
researchers to exchange ideas, discuss
current research, and cooperate with
policymakers and the private sector.

Moving the Cooperation Agenda
Since April 2001, an IADB secondee has
been serving as the focal point for ADB-
IADB collaboration. Posted in ADB’s Strat-
egy and Policy Department, the focal point
coordinates joint activities and ensures con-
tinuity through interinstitutional commu-
nications.

One of the first collaborative activities
was held during the Pacific Day seminars
at the 34th Annual Meeting of the ADB
Board of Governors. With financial support
from the Japan Program, the focal point
helped coordinate the participation of two
private sector specialists from the Carib-
bean to exchange different experiences with
Pacific counterparts on small and medium
enterprise (SME) development.

Several other exchanges in the form of
workshops and comparative studies have
been conducted or are being implemented.
Some of the topics include business ser-
vices for SMEs, customs procedures, re-
gional development policies, regional
trade and the World Trade Organization,
and municipal services in health and
education.

The themes for activities planned for
2002 and beyond will be of great interest for
the partners and their regions, and include
privatization of public utilities, information
technology for development, web-based train-
ing on trade policy, and cross-regional non-
government organization exchanges. n

For more information: on the IADB-ADB Partner-
ship Agreement, e-mail trnguyen@adb.org; on the
IADB Japan Program, e-mail jpnprog@iadb.org or
visit http://www.iadb.org (click Departments then
INT)

By Penelope Price
External Relations Officer

Many new sites have been added
to adb.org during the past sev-
eral months. To update yourself

on the Asian Development Bank (ADB)’s
activities, please review the following.
• The Japan Fund for Poverty Reduction

(JFPR) supports, on a grant basis, inno-
vative projects that directly and posi-
tively impact the poor in Asia and the
Pacific. Read about JFPR projects at
http://www.adb.org/jfpr

• South Asia Subregional Economic Co-
operation is an ADB initiative that is
helping transform challenges into
opportunities in one of the world’s poor-
est, most densely populated areas.
Go to http://www.adb.org/sasec

• The Online Nongovernment Organiza-
tion (NGO) Center is a comprehensive
site reflecting ADB’s growing collabora-
tion with NGOs. Visit http://
www.adb.org/ngos and learn how
ADB is tapping NGOs as a source of ex-
pertise, experience, and innovative
approaches to development, and involv-

Ten Fresh Sites
ing NGOs and civil society in ADB’s
activities.

• The ADB-Japan Scholarship Program
provides postgraduate study opportuni-
ties to citizens of ADB’s developing
member countries. Full details are avail-
able at http://www.adb.org/jsp

• Our representative offices in North
American, Japan, and Europe have
recently revamped their web sites. To
learn more, visit
http://www.adb.org/naro
http://www.adb.org/jro
http://www.adb.org/ero

• The resident missions in Sri Lanka
http://www.adb.org/slrm and Nepal
http://www.adb.org/nrm also have
new, fresh sites.

• Learn how ADB is helping in the
fight against corruption by visiting
the new anticorruption site http://
www.adb.org/anticorruption

Based on feedback from our online sur-
vey, we will make gradual changes to the
format and content of the site.

We always welcome your ideas on how
to improve the site.  Please email
webmaster@adb.org n

Anticorruption, ADB-Japan Scholarship Program, NGO Center

WEB WATCH
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The Prime Minister of the Lao People’s
Democratic Republic (Lao PDR)
Boun Nhang Vorachith and Asian De-

velopment Bank (ADB) President Tadao
Chino officially opened the new office of
ADB’s Resident Mission in Vientiane on
16 July 2001.

President Chino described the event as
“a major milestone in ADB’s development
partnership with the Government and
people of the Lao PDR and with other
members of the development community
and civil society.’

President Chino noted that the Lao
PDR, which is a founding member of ADB,
has to date received about US$1 billion in
loans and technical assistance from ADB.
He added, ‘There is much more to achieve
and ADB is committed to work very closely
with the Government and people of the Lao
PDR to reduce poverty, promote economic
and social development, and strengthen re-
gional cooperation.”

ADB expects to finalize a new country
strategy and program by next month, which
will provide strategic directions for its op-
erations in the Lao PDR for the next five

Two Resident Missions Open
    Lao People’s
Democratic Republic

ADB missions now total 15

Tadao Chino, President of the
     Asian Development Bank
       (ADB), and Chultemiin

Ulaan, Minister of Finance and
Economy of Mongolia, officially
opened the ADB’s Resident Mission
in Ulaanbaatar on 27 August 2001.

The resident mission will
strengthen ADB’s effectiveness in
delivering its program of assistance
to Mongolia. It will also help im-
prove coordination with other de-
velopment agencies working in
Mongolia. ADB rededicated itself
to fight poverty by adopting a new

poverty reduction strategy in 1999.
Mongolia was the first ADB member coun-
try to sign a poverty partnership agreement

years. “Poverty reduction through broaden-
ing community participation and expand-
ing economic opportunities” will be the
theme of the new strategy.

ADB will focus on rural development
and market linkages, human resource de-
velopment, sustainable environmental
management, private sector development,
and regional integration. Good governance
through policy and institutional develop-
ment will be emphasized as an integral part
of ADB’s operations.

Paul Turner, ADB Representative in the
Lao PDR, said ADB proposes to provide as-
sistance in 2001 for three projects with con-
cessionary loans totaling about US$65 mil-
lion and grant technical assistance of about
US$5 million. n

with ADB in March 2000. The agreement
provides the basic framework for the gov-
ernment and ADB to work jointly toward
the common objective of reducing pov-
erty. It sets specific targets to reduce
poverty and improve social indicators over
the medium term. This commitment to
fighting poverty in partnership with ADB
was renewed by the Government of Prime
Minister Enkhbayar, which was elected
in July 2000. The Government’s action
program emphasizes job creation to re-
duce poverty.

In May 2000 ADB adopted a new
operational strategy for Mongolia. A Pov-
erty Reduction Strategy for ADB Operations
in Mongolia (2000–2005)  focuses ADB's
operations on finance, agriculture, public,
social, and urban development. It stresses
the need to foster economic growth and to
incorporate good governance in projects sup-
ported by ADB.

Mongolia joined ADB in 1991 at the
beginning of its transition to a market
economy. ADB has approved 25 loans to
Mongolia totaling US$439 million and has
provided technical assistance grants for
89 projects amounting to US$44 million.

ADB’s first Resident Representative in
Mongolia is Barry Hitchcock, an Australian
national. n

Visit the web sites of the new resident missions for
the latest on projects and activities:

http://www.adb.org/lrm
http://www.adb.org/mnrm

LAO OPENING Lao PDR Prime Minister Boun
Nhang Vorachith (left) shakes hands with
ADB President Tadao Chino during the
opening of ADB’s new office in Vientiane.

MONGOLIA CEREMONY Chultemiin Ulaan,
Minister of Finance and Economy of
Mongolia, and ADB President Tadao Chino
at the ribbon cutting of the new mission.
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n  PAKISTAN

n  CENTRAL ASIA

Reestablishing
Regional Links
Ten years after independence,
the Central Asian republics are
seeking to restore some of the
regional ties that bound them
during the era of the former
Soviet Union.

Moves to facilitate trade and
investment between the coun-
tries—Azerbaijan, Kazakhstan,
Kyrgyz Republic, Tajikistan,
Turkmenistan, Uzbekistan, and
Xinjiang Uygur Autonomous
Region (of the People’s Republic
of China [PRC])—were spurred
by an inaugural meeting on the
Central Asia Regional Economic
Cooperation Program at the

Asian Development Bank in
August 2001.

Senior officials from the
countries concerned dis-
cussed simplifying customs
procedures and other ways
of facilitating trade as well
as joint infrastructure, trans-
port, and energy projects
that would support eco-

nomic cooperation, stimulate
growth, and improve living
standards in the region.

Emergency Drought
Assistance
The Asian Development Bank
will help Pakistan fight drought
with emergency assistance of
US$100 million, primarily for
improved water management
and conservation, and a variety
of small-scale rural and social
development initiatives. This
will complement efforts by the
Government, funding agencies,
and nongovernment organiza-
tions (NGOs) in the worst-
affected regions.

 n  UZBEKISTAN

Private Firm to
Clean Up Water
Drinking water in Viet Nam’s
commercial capital of Ho Chi
Minh City will be increased by
a third as a result of a US$106
million loan package to be
provided by the Asian
Development Bank together
with four financial institutions
for the Thu Duc Build-Operate-
Transfer Water Treatment
Project. The loan agreement
became effective 7 August 2001.

Ho Chi Minh City, where
5 million out of Viet Nam’s
79 million people live and the
country’s largest industrial and
commercial center, faces rising
water demand and a widening
supply gap. The present daily
demand is estimated at 1.2
million cubic meters, while the
existing daily treatment capacity
is 0.9 million cubic meters. One
third of the households in Ho
Chi Minh City rely on private
water vendors who charge up to
15 times more than the state
water tariff.

A treatment plant with a
daily capacity of 300,000 cubic
meters and 26.1 kilometers of
transmission pipe will be con-
structed by the project company,
Lyonnaise Vietnam Water Com-
pany Limited (LVWC), under a
25-year build-operate-transfer
contract. LVWC is a private
company owned by Suez of
France, Tractebel of Belgium,
and Pilecon Engineering Berhad
of Malaysia.

The project, which was
approved on 16 August 2001,
will build small reservoirs and
retention dams, improve com-
munity-managed irrigation and
water supply systems, rehabili-
tate village roads, and support
critical public services for agri-
culture and health care. All of
the infrastructure work is labor
intensive.

n  THAILAND

Independent Inspection Authorized
The Asian Development Bank (ADB)’s Board of Directors au-
thorized on 10 July 2001 an inspection of the Samut Prakarn
Wastewater Management Project in Thailand. The inspection
will be conducted by an independent panel of outside ex-
perts, who will determine whether ADB
complied with its operational policies
and procedures. The inspection follows a
written request filed by three residents of
the Klong Daan community, including
the Mayor of Klong Daan, who allege
that ADB failed to comply with its own
policies, and that this failure may result
in direct and material harm to the resi-
dents of Klong Dan. This is the first in-
spection authorized by ADB.

ADB President Tadao Chino visited Uzbekistan in
June 2001 and met with senior government officials,
including Uzbekistan President Islam Karimov. Dis-
cussions centered on the implementation of ADB-

financed projects. President Chino traveled to the
Republic of Karakalpakstan and Khorezm Province to
meet with local leaders to discuss the severe water
shortage and drought in the lower Amudarya River.

ADB President: Water Shortage and Drought a Serious Concern

        Ian Gill
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BREAKING BREAD
President Chino is
welcomed according
to Uzbek tradition
during his visit to Pasta-
Kamola, a pasta and
baked goods factory that
benefited from the first
ADB credit line for small
enterprises.

n  VIET NAM

NEWS BRIEFS
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Photos by Ram Cabrera

BY THE ROADSIDE IN A
SMALL town in northern
Thailand there is a shocking
sign—a scoreboard of death:

1,769 persons have
died in Sanpatong
from AIDS, and 21
new infections were
reported in the past
month

This mainly rural district,
not far from the city of
Chiang Mai, has been devas-
tated by HIV/AIDS.

Asia is predicted to be the
next hot spot in the global
AIDS pandemic. More than
6 million Asians are infected
with HIV according to the
Joint United Nations Pro-
gramme on HIV/AIDS. More
than 205,000 are children;
thousands of others are or-
phaned because of AIDS.

In Asia, as in Africa, AIDS
hits hardest at the poor—
who cannot afford expensive
life-prolonging drugs—and
their children. While only a
small percentage of children
are infected, the AIDS epi-
demic still destroys the lives
of many innocent children.
In Thailand, studies indicate
about 500,000 children will
be orphaned by AIDS during
the next five years.

“Being close to my
mom showed that
I didn’t despise her
and helped give
her strength to
go on living”

Praphawinee “Nit”

Srikun

PICTORIAL

WHY ME?: HIV/AIDS patients (top) and 
an AIDS orphan (bottom)
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In Sanpatong, a 16-year-old girl is cop-
ing bravely with the trauma of HIV/
AIDS in her family. Praphawinee
Srikun—Nit for short—lives with her

mother and grandfather in the village of
Hua Rin. Nit lost her father, a construc-
tion worker, to AIDS in 1998 and her
mother is HIV positive. Although her
mother is still in fairly good health, Nit
has to face the harsh reality that sooner or
later she will be an orphan.

To  earn some money to help her  mother,
Nit taught herself how to make flower ar-
rangements for special occasions. She prac-
tices her art at Wat Hua Rin, the local Bud-
dhist temple.

But Nit and her mother are not alone.
Members of their community, most promi-
nently an abbot and the girl’s teacher, have
reached out to them in very meaningful
ways, allowing them to continue to be ac-
cepted by the community and to lead pro-
ductive and dignified lives.

Wat Hua Rin and Abbot Luang Pi
Dueng are at the center of the
community’s battle against AIDS. The
temple is a haven for AIDS victims and
their families. Nit’s mother is a member
of the support group Women Against AIDS
based in the temple, which provides coun-
seling and livelihood opportunities as well

as daycare and scholarships for children
of AIDS victims.

Nit’s grief was at first compounded
by shame and fear because of ignorance
about AIDS. Distraught and confused, Nit
turned to her teacher, Mrs. Ratree, at the
Hua Rin High School for advice. Mrs.
Ratree and other teachers at the school

ABBOT LUANG PI DUENG

have undergone extensive training in un-
derstanding and helping children affected
by AIDS. The idea is to transform the school
into a child-friendly environment sensitive
to their needs and problems.

Nit is fortunate. With the help of her
teacher, she succeeded in turning grief into
courage to make something of her life. Nit

is determined to complete her
education and start working
so she can look after and pro-
vide for her mother as the vi-
rus takes hold. The village of
Hua Rin has become a bea-
con in the fight against AIDS,
giving young people lie Nit a
chance to heal and develop
their potential . n

NIT AND
CLASSMATES

SECOND MOTHER Teacher Ratree talking with Nit and a friend.

“I want to repay
the community.
These AIDS patients
are those who used
to give me food
and support“
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By Anthony Rowley
Field Editor, Oxford Analytica

Northeast Asia is witnessing
some interesting diplo-
matic shifts that could in-
fluence prospects for future
economic cooperation

within the subregion. Relations between
People’s Republic of China (PRC), Japan,
and Republic of Korea admittedly appear
to have taken a turn for the worse recently,
while the PRC and Russian Federation
seem to be enjoying something of a rap-
prochement. At the same time, these two
powers are drawing the Democratic People’s
Republic of Korea (DPRK) closer into their
embrace. The DPRK has meanwhile joined
the Association of Southeast Asian Nations
(ASEAN) Regional Forum, which offers a
venue for consultation on security and other
issues with Asia’s major powers and with
“dialogue partners” from outside the region.

If, as appears likely, Tokyo moves in
coming months to mend relations with
Beijing and Seoul (strained over issues such
as new Japanese history textbooks), a major
obstacle to Northeast Asian economic co-
operation will then have been removed.
In that case, a question that may be-
gin to take on more importance in the
minds of Asian policymakers is that of
whether the Northeast Asia subregion
needs its own forum—or possibly even its
own development bank—for promoting
economic cooperation.

Economically Neglected Subregion
There is no denying that Northeast Asia—
defined to include the PRC’s northeastern
provinces, both Koreas, eastern Japan,
Mongolia, and the Far East of the Russian
Federation—is a neglected area in terms of
economic development compared with
Southeast Asia. As a subregion, it is not ac-
corded the same favorable treatment that,

for example, the Greater Mekong Subregion
enjoys at the hands of the Asian Develop-
ment Bank (ADB), nor does it have its own
subregional organization such as ASEAN.

This is partly a result of political differ-
ences that have long divided the countries
of Northeast Asia (making it possible for
outside powers to “divide and rule”), and
also because some of these nations have only
recently become members of multilateral
institutions, or still remain outside as in
the DPRK’s case. But when the time comes
for developing this key area, as it surely will,
the resources of institutions such as ADB
and the World Bank may need to be aug-
mented to enable them to deal with the
challenge—unless a new agency is
established.

Overcoming Development Obstacles
Stanley Katz, a former ADB vice-president,
has estimated that Northeast Asia needs
US$7.5 billion annually by way of infra-
structure investment in the foreseeable fu-
ture. The DPRK accounts for a significant
part of the invest ment. The cost of meet-
ing this need and of
integrating a
nation of

25 million people with its own populace
could swamp the Republic of Korea's re-
sources. Even Japan could find its bilateral
resources stretched if improved relations
with the DPRK were matched by demands
for infrastructure aid. Hence the renewed
interest now among some nations—not
least the Republic of Korea—in having the
DPRK join the multilateral institutions.

The DPRK, however, is only part of the
story. The challenge of developing the rest
of what Katz has termed the “last major
economic frontier” of the Asian continent
is huge, as are the obstacles to such devel-
opment. The Russian Federation's dispute
with Japan over ownership of four “north-
ern islands” is one such obstacle. This is
moving very slowly toward a resolution but
it is only one of a series of territorial dis-
putes in Northeast Asia. These problems,
plus those of divergent ideologies within
the subregion, explain why cooperation has
been so difficult.

Viewed from an economic perspective,
the obstacles to development—formidable
though they are—appear
well worth overcoming.

NORTHEAST ASIA
THE REGION’S LAST ECONOMIC FRONTIER

Economically neglected and often forgotten, this subregion is
ripe for growth. Does it need its own development bank?
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Given its resource complementarities,
Northeast Asia constitutes, as Katz has
noted, a “natural economic territory.” Once
the Northeast Asian economy is developed,
it will contribute significantly to Asia’s
value-added chain and become a partici-
pant in world trade, commerce, and indus-
try. But realizing this potential depends on
the ability of the countries concerned to
bring together the north’s
natural and human re-
sources with the south’s
capital and technology.

Developing subregional
transport linkages is essen-
tial to developing North-
east Asia. Lack of adequate
port, railway, and highway systems hinders
the ability of the region to exploit its natu-
ral resource base (oil and natural gas, me-
tallic minerals, timber, and many other
commodities) and to develop manufactur-
ing industries. Barriers to the free move-
ment of people, caused by transportation
deficiencies and administrative obstacles,
also restrict the enormous potential for eco-
nomic development, including tourism.

Economic Forum in Place
Efforts to realize the economic potential of
the subregion have been under way for more
than a decade at a nongovernment level.
The Northeast Asia Economic Forum
(NEAEF) was created in 1991, with a sec-
retariat located at the East-West Center in
Hawaii, to “sponsor and facilitate research,

networking and dialogue
relevant to the eco-

nomic and social

development of Northeast Asia.” NEAEF
brings together some 40 institutions from
PRC, Japan, both Koreas, Mongolia, and
Russian Federation as well as ADB, World
Bank, United Nations Development
Programme (UNDP), and others.

Meeting at least once a year in locations
including Changchun, Tianjin, Pyongyang,
Valdivostock, Yongpyeong, Niigata, Hono-

lulu, Ulaanbaatar, and
Yonago, NEAEF has
sought to identify and
promote projects of eco-
nomic and social value
within Northeast Asia.
These have ranged from
infrastructure projects in

communications, power transmission, and
transportation to identifying the natural
resource and production complementarities
of countries in the region and to building
institutions capable of carrying out
development.

A Development Bank for Northeast Asia
Predating the NEAEF, the foundations for
cooperation were laid in 1988 by a group of
Asian statesmen whose initiatives have not
been matched since. The
late Japanese minister of
foreign affairs Saburo Okita
and Lee-Jay Cho, an adviser
to several Asian govern-
ments, sought to bring to-
gether the nations of the
Japan Sea rim at a time
when the chairman of the
PRC’s State Science and
Technology Commission,
Song Jian, was considering
developing the Tumen
River Basin, which is bordered by PRC,
DPRK, and Russian Federation. UNDP

subsequently financed and undertook
studies for the Tumen River Area De-

velopment Programme (TRADP).
The Republic of Korea’s former

prime minister Duck Woo Nam
called for establishing a Northeast
Asia Development Bank, and

Mr. Katz has been a key player in work-
ing out the possible financing and op-

erating details under the auspices
of NEAEF. The bank would be capi-
talized initially at US$20 billion
(50 percent subscribed and paid
in and the rest callable) with
“founding members” PRC, Japan,

UNTAPPED POTENTIAL
A development bank for
Northeast Asia could
significantly improve the lives
of people in the subregion.

both Koreas, Mongolia, and Russian Fed-
eration providing the first-tier capital and
others, such as Hong Kong, China and
Taipei,China, subscribing the second
tier. Non-Asian members would have 40
percent of the total shares. The bank
would aim to make up the difference be-
tween the US$2.5 billion a year that
ADB and World Bank might provide for
Northeast Asian infrastructure and what
is needed.

Transport Infrastructure a Priority
At its meeting in Changchun in the PRC’s
Jilin Province last year, TRADP decided to
seek the help of Japan and the Republic of
Korea as well as that of ADB and the Eco-
nomic and Social Commission for Asia and
the Pacific to strengthen development of
regional transportation and other infrastruc-
ture.

 It also decided to select a lead trans-
port organization to work with the Tumen
Secretariat on Tumen transport-related
issues in each member country and to pre-
pare a transport action plan for prioritizing
infrastructure projects that are deemed es-
sential to the development of the Tumen

area, and that have feed-
back linkages into various
Northeast Asian coun-
tries.

However visionary
such efforts are, they are
limited by their frag-
mented nature and by the
absence of central govern-
ment representation in the
various Northeast Asia de-
velopment forums. The
participation of these gov-

ernments is essential not only for bilateral
assistance but also because of the lever-
age they can exercise within multilat-
eral institutions.

So long as the nations of Northeast
Asia remain divided among themselves,
however, and while the United States
and, to a lesser extent, Japan continue to
regard the DPRK as a “terrorist” state,
subregional cooperation could remain
simply a vision. Glimmers of hope exist
that Northeast Asia may be ready to
build on the foundations laid by its
former statesmen. n

Northeast Asia needs
US$7.5 billion annually
in infrastructure
investment in the
foreseeable future

Realization of the
region’s potential
depends on bringing
together the north’s
natural and human
resources with the
south’s capital and
technology

The material in this article does not necessarily reflect
the official views of the Asian Development Bank.
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TIMELESS FISHER WORK: This woman in the fishing village of An Kai, Fujian Province, People’s Republic of China, painstakingly
threads oyster shells onto a rope for kelp (seaweed) culture. Many of the people in An Kai live below the poverty line. “If we had a kelp
processing plant here, we’d get better prices and more women would have jobs,” explains fisher Li Shao Xiong. But down the road in
the village of Guan Wu, things are different. A cold storage facility allows seaweed to be processed year-round, which is bringing
prosperity to the community (see story, p. 4).
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