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ADB News
FOREST PROJECT IN SRI LANKA PROTECTS BOTH THE POOR AND THE TREES
Sustainable forest management in Sri Lanka is being promoted by a US$27 million soft loan
approved in June by the Asian Development Bank (ADB). The Forest Resources Management
Sector Project uses a participatory approach that creates livelihood opportunities for poor
local communities while improving forest protection and wood production.

Sri Lanka’s forests cover 28 percent of the land and contain high levels of diversity,
including some of the world’s rarest plant species. Forests have been converted for agricul-
ture, plantation crops, shifting cultivation, and human settlement.

The project includes planning, management, and awareness campaigns involving all
stakeholders to ensure agreement over forest boundaries and how forests should be managed
and used. Agroforestry and woodlot plots will be set up in degraded forests to increase food
security and reduce poverty among forest-dependent communities. Some 50,000 poor house-
holds are expected to benefit.

NEW CAUSES OF SOCIAL CONFLICT SPOTLIGHTED BY ASIAN CRISIS
Nontraditional factors—including social cohesion, social capital, and governance—as well as
economic factors influence development, growth, and poverty reduction need to be specifically
addressed. This was one of the conclusions of the Regional Consultation on Social Cohesion
and Conflict Management held recently at ADB headquarters. The meeting focused on the
need to resolve social conflicts arising from ethnic, religious, age, gender and spatial issues
and assess their impact on economic development and poverty reduction. The consultation,
jointly organized by ADB’s Office of Environment and Social Development Division and the
World Bank’s Post Conflict Unit.

Most countries are implementing economic, financial and capital market reforms. How-
ever, the social cleavages (such as racial, ethnic, and spatial differences) that contributed to
the conflicts need attention. Maintaining social cohesion, especially in Asia’s multiracial and
multireligious societies, is a challenge to developing countries and the international commu-
nity. Factors influencing social cohesion and conflict management/prevention are closely
linked with efforts to reduce poverty.

ADB-ASSISTED WATER PROJECT WINS INTERNATIONAL AWARDS
The ADB-financed Chengdu Water Project in the capital city of Sichuan Province, People’s
Republic of China (PRC), won three awards for excellence in project finance in 1999 from
three internationally recognized financial publications. The London-based Project Finance
International cited the Project as the “Infrastructure Deal of the Year,” while the Hong Kong-
based Financial Intelligence Agency voted it as the “Project Finance Deal of the Year.” The
Project was also recognized as the “1999 Asian Legal Deal of the Year” by the London-based
International Financial Law Review.

The awards were given in recognition of the Project's innovative and superior financing
structure that allowed the international lenders to take long-term municipal risk in the PRC for
the first time. Achieving financial closure for the Project in a record six months—despite the
difficult market conditions—was also recognized. The Project, currently being implemented,
involves the construction of a water treatment plant with a capacity of 400,000 cubic meters
per day, two water intakes, and a 27-kilometer transmission pipeline to the city.

The Chengdu Water Project was ADB's first private sector water project. It was the first
build-operate-transfer (BOT) water supply project in the PRC, thereby serving as a model for
similar projects in the country’s water supply sector. The Project also demonstrated that BOT
water supply projects could be structured at the municipal level and funded without any cen-
tral government guarantee. Besides its own direct loan, ADB helped secure funding commit-
ments from seven commercial banks under its complementary financing scheme and secured a
guarantee facility from the European Investment Bank.

The Asian Development Bank is promoting
economic growth to reduce poverty in the inland
provinces of the People’s Republic of China, one of
ADB’s largest borrowers in 1999.
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The United Nations (UN) has declared
1997–2006 as the Decade for the Eradi-
cation of Poverty. A more appealing

vision is hard to find. Pragmatically speaking,
however, it will be very difficult to completely
eradicate poverty. The Asian countries most
seriously affected by the financial crisis will be
spending the next few years trying to return to
their precrisis levels of poverty incidence.

The World Bank's vision is “A World Free
of Poverty; a call to action…  to change the
world so that many more may have enough to
eat, adequate shelter, access to education and
health, protection from violence, and a voice in
what happens in their communities.”  A differ-
ence from the UN vision is that the World
Bank’s has not come with a fixed deadline.

Reducing by half the proportion of people
in extreme poverty by 2015 through a global
partnership is one of six key strategic goals in
a 1996 policy paper of the Organisation for
Economic Co-operation and Development/
Development Assistance Committee (OECD/
DAC). The 20-year horizon, targeting instead
the proportion of the number of poor, and
specifying not just poverty but extreme pov-
erty, give the OECD/DAC vision a stronger
sense of pragmatism.

As an example, consider the five biggest
developing member countries (DMCs) of the
Asian Development Bank (ADB)—People’s
Republic of China (PRC), India, Indonesia,
Bangladesh, and Pakistan—and their own
estimates of poverty incidence in 1985 and

Measuring
poverty in
Asia and
the Pacific

1998. The proportion of people in poverty
in these five countries declined from 25 to
21 percent during those 13 years. Meanwhile,
the population increased by 25 percent, from
2,162 million to 2,710 million. As a conse-
quence, the number of people in poverty
increased from 549 million to 572 million. The
war against poverty in percentages was being
won—although very slowly—but not so in
numbers.

During its 1999 Annual Meeting, ADB
made reducing poverty in its DMCs its
overarching goal. ADB has since been refor-
mulating its approach to reducing poverty.
The results of these efforts will serve as inputs
for a poverty reduction strategy. How to define
poverty and the metric to use in measuring
poverty and in monitoring the implementation
and impact of the strategy are still being
considered.

ISIDORO P. DAVID, Assistant Chief Economist
ABUZAR ASRA, Statistician
MODESTA DE CASTRO, Assistant Statistics Analyst
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At one time or another, the issues that
follow confront those who study poverty. They
arise mainly from the strong element of rela-
tivity inherent to current perceptions of depri-
vation. These issues can be tackled immedi-
ately; but unless attended to, they will continue
to be bottlenecks in efforts to reduce poverty.

Scarcity of poverty data

For most DMCs, estimating poverty
is a recent phenomenon, although the
data situation has improved significantly

between 1985 and 1998. Poverty has become
almost a nonissue in the newly industrialized
economies of Hong Kong, China; Republic of
Korea; Singapore; and Taipei,China and
explains the absence of estimates (except in
Taipei,China where poverty incidence is
1 percent). Targets of priority assistance for
developing poverty data sources are countries
or subregions where data are still not avail-
able, including Afghanistan, Bhutan, Myanmar,
Tajikistan, Uzbekistan, and all Pacific DMCs
except Fiji Islands and Papua New Guinea.

Consistency and quality
of available data

Consistency ensures a meaningful
comparison of estimates of poverty
within a country over time. Inconsistency

is the result of various factors, including
changes in the instruments for data collection,
reference period, poverty variable used, unit
of analysis, and estimation procedure for
deriving poverty lines.

Most DMCs use a type of household
survey as a source of basic data to derive the
poverty incidence estimates. Examples are the
survey sosial ekonomi nasional (SUSENAS or
socioeconomic survey) in Indonesia and the
family income and expenditure survey in the
Philippines that are conducted at three-year
intervals. The use of one type of survey tends
to reduce variation between measures.  The
common criticism in using a household survey
is income underreporting and/or expenditure
overreporting as determined through cross
validation with national income accounting.
Another concern is that a household survey
leaves out a growing segment of society
typically associated with poverty—the
homeless—and the institutional population
(those in hostels, nursing homes, military
barracks, and other nonhousehold institutions).

Intercountry comparability

Differences in methodology are more
evident when comparisons are made
across countries than between

measurement periods in the same country. The
differences can be as clearcut as in the choice
of variable (such as income in the Philippines
versus expenditure in Indonesia), or unit of
analysis (such as household in the Philippines
versus individuals in Indonesia). However,
often the differences and their causes are
difficult to discern, much less to measure.

Comparability is a major weakness of
individual country-defined-and-derived poverty
incidence estimates. The weakness is of little
consequence to an individual country unless it
wants to compare itself with other countries.
Comparability is of greater concern to multilat-
eral agencies and analysts as it permits additiv-
ity of the estimates and easier regional and
international assessment, monitoring, and
analysis. It could be argued that the burden of
conferring comparability to countries’ estimates
falls largely on multilateral agencies rather than
on the countries themselves.

To illustrate, consider the methods of
calculating the food-poverty line and the (total)
poverty line of the five Association of Southeast
Asian Nations (ASEAN) countries of Indonesia,
Malaysia, Philippines, Thailand, and Viet Nam.
The approaches followed by the ASEAN coun-
tries in setting the food requirements for esti-
mating the food threshold or food poverty line
are similar (except for the most recent method-
ology used by Thailand). A typical food bundle
(menu) for the poor is set up that satisfies a
specified nutrient requirement or an energy
requirement of about 2,000 calories per capita
per day. The items in this food bundle, which
vary from country to country, are then priced to
derive the food poverty line.

Thus, this approach can be used for deriv-
ing roughly comparable food poverty lines for
ASEAN countries. Nevertheless, differences in
the food bundles have been argued to result in
incomparability of poverty incidence estimates
across countries.

Aside from DMCs themselves, the World
Bank has done the most work on monitoring
and analyzing poverty in Asia and the Pacific.
Basic data collection is done through the living
standards measurement surveys (LSMSs),
which are usually cofinanced by the United
Nations Development Programme and
implemented by a country’s planning ministry

or national statistics office. If implemented
consistently, LSMSs ensure the uniformity of
concepts, definitions, and methods across
countries. LSMSs have been the only source of
poverty information in some countries; but in
other cases, sometimes these estimates and
poverty assessments have not agreed with the
countries’ own.

The World Bank has proposed US$1/
person/day at 1985 purchasing power parity
prices as an international poverty line (World
Bank 1990, Ravallion et al. 1991). The idea
has gained the attention of analysts and inter-
national agencies because of its pioneering
nature. However, it is not clear whether it has
gained acceptance in individual countries.

When national data are used in these
calculations, the majority of the national esti-
mates exceed the US$1/person/day esti-
mates, and often by considerable margins. A
conspicuous example is the PRC in 1995, in
which the international poverty line gave an
estimated poverty incidence (22 percent) at
3.5 times the national estimate (6 percent).
In India, the international estimate (47 per-
cent) was likewise 12 percentage points
higher than the national estimate (35 percent).
Conspicuously large deviations appear in the
other direction as well, including Kazakhstan
(35 percent national estimate versus less than
2 percent international estimate), Sri Lanka
(35 percent versus 4 percent), Pakistan
(34 percent versus 12 percent), and Thailand
(13 percent versus less than 2 percent).

Large deviations in both directions are
the exceptions rather than the rule for Asia's
developing countries, which raise several
questions: Are the international poverty esti-
mates for the individual countries useful, and
for what purpose? Would a funding agency,
such as ADB, make use of 12 percent or
34 percent as a benchmark estimate in plan-
ning a poverty reduction strategy, for
example, for Pakistan? Would Pakistan agree
to replacing its 34 percent poverty incidence
estimate with 12 percent? Are the World Bank
estimates meant mainly as inputs to global
aggregations?

A statistical information strategy to
support the poverty reduction strategy

The Asian financial crisis and the resulting
heightened priority for reducing poverty
have drawn attention to the inadequacies

of the available statistics on poverty and,
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therefore, on the need for a poverty statistical
information strategy to address these
inadequacies. The strategy should meet the
information needs of the developing countries
and funding agencies as well as those of other
stakeholders, such as local governments and
nongovernment organizations. The strategy
should address the issues in the previous
section in the context of poverty profiling,
monitoring, and analysis.

The strategy rests on the assumption of
close cooperation between country and fund-
ing agencies brought about by a common goal.
This appears reasonable because poverty
reduction or elimination is already a goal of
most governments. On the supply side, the
funding agencies’ roles will be funding and
actively leading the development and promo-
tion of the concepts and methodologies needed
to implement the strategy. The countries will
naturally be the producers and analysts of the
primary data; any primary data collection by
the funding agencies should be mainly for
purposes of developing, testing, and demon-
strating methodologies. Diluting or crossing
over of these roles could work against the
long-term sustainability of any strategy. In

addition, primary data collection implies high
recurrent costs; thus a strong country commit-
ment is a necessary condition for the success
of any strategy.

The previous statements essentially
reaffirm ADB's technical assistance philoso-
phy. First, technical assistance grants are
mainly to build capacity in DMCs and to sup-
port studies to advance knowledge for the
benefit of DMCs. Second, the capacity built
should prove useful and durable, which will
only be so if DMCs develop a strong commit-
ment to and ownership of technical assistance
activities. What is perhaps new is the sugges-
tion to apply vigorously ADB's technical assis-
tance resources and philosophy to improving
the statistical information requirements of its
own poverty reduction strategy.

Profiling poverty

Apoverty profile presents through
statistics the nature, breadth, and depth
of poverty in an area. It provides a

framework useful in resource allocation in
terms of type, target, and priority, and the
benchmarks to monitor whether the goal is

being achieved. To build a profile
necessitates defining poverty and
choosing some poverty measures to
count and identify the poor. Thus, it is
worthwhile for ADB to determine the
poverty statistics available in DMCs
(including those from other funding
agencies), and to undertake a study of

the concepts and methods behind them. ADB
needs to develop and set its procedures for
poverty monitoring and analysis, including
identifying the information required by the
procedures.

The advantages of common procedures
and data requirements by the funding agencies
and countries alike are obvious, more so for
the former, which will be highly dependent on
the countries for data.

One difficulty encountered by countries
attempting to measure poverty is the lack of
international standards for defining and mea-
suring poverty. Hierarchical allocation of
resources in direct proportion to the poverty
incidences— among the countries in the re-
gion, then provinces—in a country, and then
districts in  a province, would be optimal. This
targeting of areas of high poverty incidence
and the consequent identification and formula-
tion of the appropriate kind of poverty reduc-
tion assistance will require poverty measures
for small areas such as provinces. As men-
tioned previously, a sample survey or any
similar data collection operation designed to
generate reasonably useful small area esti-
mates would be very costly.

Except in times of severe economic crises,
countries' statistical systems would find it
unnecessarily costly to do annual poverty
measurements, and even more so for small
areas. Thailand updates its headcount ratio
estimate every two years, Indonesia and the
Philippines every three years, and other coun-
tries even less frequently.

With its rededication to reducing poverty, ADB is still considering the metric to use in
measuring poverty and in monitoring the impact of its strategy.

The burden of conferring comparability of poverty statistics
falls largely on multilateral agencies.
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Agencies and countries may therefore
agree and aim toward updating small area
poverty estimates at less frequent intervals,
such as five or more years. Depending on
individual country situations, monitoring be-
tween, for example, the quinquennial large-
scale surveys could be done once or twice and
limited to bigger areas (such as states, urban
areas, or the entire nation). For optimum effi-
ciency and acceptance, the quinquennial up-
dating of small area benchmarks should be
synchronized and merged to the fullest extent
possible with the International Comparison
Programme round of price surveys, and fully
integrated with the countries’ own system of
integrated sample surveys and censuses.

Income-based or expenditure-based
poverty measures would not be enough to
cover the multidimensional nature of poverty.
The poverty profile should include some basic
needs for survival such as food and nutrition,
water and sanitation, health, and clothing;
security (such as shelter and peace); and
empowerment (such as education and partici-
pation in political process). Indicators of
household welfare, based not on income or
expenditure, should be included in the profile
as well as a short history of the economic
development (such as labor conditions) or
development of the place to complement the
picture. The poverty profile can be further
enriched by including data on children,
women, and older persons and by going
beyond households to include the homeless.

Monitoring poverty

Successful monitoring also requires that
the country consistently apply the same
concept and methods of poverty

assessment from one period to the next. In
1998, the Philippines' National Statistics Office
launched what it called an annual poverty
monitoring survey (APIS), designed to produce
poverty-related indicators for each of the
country's 78 provinces during the years with
no family income and expenditure surveys
(Africa 1999).

The 1998 APIS indicators pointed to a
rise in poverty incidence on account of the
financial crisis and the drought brought by
El Niño. In addition to a rise in unemployment,
an estimated 17 percent had to accept a wage
cut, 29 percent had to work longer hours,
48 percent had to change their eating patterns,
and 7 percent of families had to take their

children out of school. However, because
APIS is not designed to estimate income
distribution, it cannot produce a comparable
poverty incidence estimate. Designing and
implementing a poverty monitoring system
should be multidisciplinary activities.
Involving a country’s statistical office and
competent survey statisticians are critical
success factors.

Analyzing poverty

Poverty analysis tries to explain poverty.
It involves studying the roots of poverty,
its correlates and related concepts (such

as inequality and social exclusion), and identi-
fying the appropriate action to effectively
address it. The usual approaches are through
policy setting, legislation, direct intervention,
social transfer, and extension of credit.

For funding agencies, the impact of the
projects on poverty reduction counts the most,
and given limited resources, the availability of
comparable measures becomes valuable. This
points to the need for a program of synchro-
nized poverty measurement activities (such as
through household surveys) at regular inter-
vals. The agency will need country estimates
that are comparable so that these can be com-
bined readily and a regional or subregional
assessment can be possible.

ADB would do well to look for effective,
workable programs in the poverty reduction
strategies developed by its DMCs. For
instance, the PRC Government target was to
eliminate poverty by 2000. However, the
leadership recently stated that “poverty can
never be fully wiped out” and a group of hard-
core poor (the handicapped and those in
remote, destitute areas) “will always exist at
any time and in any society.”

The hardcore poor in the PRC are esti-
mated to number 20 million. The PRC officially
estimated the poor to have decreased from
250 million in 1978 to 42 million in 1998
(Xinhua Daily News 1999). In terms of propor-
tions, these translate into a phenomenal reduc-
tion from 26.1 percent in 1978 to 3.4 percent in
1998.

The PRC’s target has been to lift an addi-
tional 22 million out of poverty by 2000, as-
suming no downward movement below the
poverty line occurs. How the PRC is trying to
attain this target might prove instructive.

However, the PRC’s population accounts
for 40 percent of the total population of ADB’s

DMCs. Whether ADB’s overarching objective
to reduce poverty in Asia and the Pacific is
ambitious, and whether the time horizon to do
this will be reasonably short or interminably
long will depend on what numbers are used
for the PRC.

For example, the official PRC numbers
would make the objective appear within easy
grasp. On the other hand, the World Bank’s
US$1 international poverty line puts the latest
estimate of PRC poverty incidence at 22 per-
cent in 1996. Conversely, Sri Lanka’s official
estimate of its 1990/1991 poverty incidence
was 35 percent, while the World Bank puts it
at 4 percent.
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Conclusion

Foremost among the issues needing
consideration is the uneven regard given
to measuring poverty among DMCs.

Some DMCs have not measured poverty at all.
A few of these have estimates produced by
international organizations. In many cases,
those DMCs with their own estimates only
have them at the national level. The lack of
disaggregated estimates down to lower
administrative units makes targeting,
designing, and implementing poverty
reduction programs difficult. Other DMCs have
made poverty monitoring and analysis part of

their regular activities but these countries often
lack the knowledge base to address the tasks
adequately. Many DMCs do not have the
baseline information that is imperative for
monitoring the progress toward achieving the
goal of reducing poverty. For funding agencies
like ADB, countries’ baseline information
(ideally to the lower administrative level) is
vital for planning and assessing the impact of
their projects on the poor.

Second, the issue of consistency of survey
procedures and associated instruments is
another important aspect in measuring poverty
over time. Data quality should be addressed to
enable DMCs to derive robust conclusions for
the poverty profile of the country.

Issues of comparability exist across coun-
tries, where DMCs use different procedures
and methodologies to measure poverty, lead-
ing to difficulty in ranking poverty across
countries. These issues result, among others,
from variations in the timing, design, coverage,
and content of the surveys as well as ap-
proaches in poverty measurement. Efforts to
remedy this situation are required to provide
reasonably comparable poverty estimates, at
least within Asia and the Pacific, that could
guide funding agencies in allocating their
scarce resources. The World Bank’s US$1/
person/day approach produced estimates that
are rather dated and are significantly different

from the countries’ own estimates. Intercountry
comparability of poverty estimates is of lesser
consequence to the countries than to the fund-
ing agencies, so countries tend to regard the
development of methodologies and production
of comparable poverty statistics as funding
agencies’ responsibilities. ■

This article is based on Economics and Devel-
opment Resource Center Briefing Note Num-
ber 17, Poverty Incidence in the Asian and
Pacific Region: Data Situation and Measure-
ment Issues. To obtain a copy, write to the Publi-
cations Unit or  e-mail adbpub@adb.org.
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The People’s
Republic of China
has been aim-
ing to lift an
additional
22 million
people out
of poverty
by 2000.

Consistency of
data ensures a
meaningful
comparison of
estimates of
poverty within a
country over time.
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PRC poverty officials
receive training in
the Philippines

The People’s Republic of China (PRC) has
made exceptional progress in reducing
absolute poverty during the past

20 years. Sustained rapid economic growth,
geographic targeting of poor areas, and
development of a comprehensive package of
programs targeted at the poor are the main
instruments that the PRC has used to reduce
poverty.

The Asian Development Bank (ADB)  is
supporting the PRC’s fight against poverty.
About 70 percent of ADB's US$3.5 billion
lending to the PRC over the next three years
will be targeted at the poor provinces in cen-
tral and western PRC, where most of the poor
live. ADB is designing its projects to be more
pro-poor. For example, feeder roads to poor
villages are included as part of ADB’s road
projects, and rural electricity components are

included as part of ADB’s power projects. In
this way, the poor can directly benefit from
ADB’s infrastructure projects. ADB’s projects
also help create jobs for the poor and the
conditions for sustainable economic growth to
take place in poor areas. The general experi-
ence throughout Asia is that sustained eco-
nomic growth is the best way to reduce poverty.

With ADB support, eight officials from the
State Council’s Leading Group on Poverty
Alleviation and Development (LGOP) and five
provincial/regional poverty offices (Guangxi,
Guizhou, Ningxia, Shaanxi, and Henan) visited
the Philippines during the first quarter of 2000
for training on government, nongovernment
organization (NGO), private sector, and donor
community approaches to poverty reduction.
The International Institute for Rural Recon-
struction organized the 2.5 weeks of training,
during which the group received instruction on
participatory approaches to poverty reduction,
poverty policy formulation, rural enterprise
development, microfinance regulation and
supervision, community mobilization, local
governance, and collaboration with NGOs and
the private sector. The group visited the
Cordillera Highland Agricultural Resources
Management Project, an ADB-funded project
under the Department of Agriculture, and the
Northern Negros Forest Reserve to see first-
hand successful examples of poverty reduction
programs in the Philippines.

The group also had the opportunity to
meet with the People’s Credit and Finance
Corporation, an apex organization in charge of
the ADB-funded Rural Microenterprise Finance
Program. The corporation provides loans to
cooperatives, financial institutions, community
organizations, and NGOs under microcredit
schemes.

“The lessons learned from the Philippine
experience, including the importance of non-
government and private sector initiatives in
promoting poverty reduction and the critical
role of community involvement and participa-
tion in poverty reduction planning, were par-
ticularly valuable for us,” said the head of the
PRC delegation,  He Xiaojun of the Foreign
Capital Project Management Center of LGOP.

After field visits in Luzon and the Visayas,
the group arrived at ADB for a two-day orien-
tation to poverty reduction from ADB's per-
spective. A highlight of the group’s ADB visit
was a meeting with Vice-President Peter
Sullivan to discuss ADB’s vision for poverty
reduction in Asia. “The PRC faces new chal-
lenges on the poverty front: urban poverty is
rising, central government funds for poverty
reduction are declining, and access to
concessional funds from international donors is
declining,” said the Vice-President. “We need
your advice on the best way for ADB to con-
tribute to poverty reduction in the PRC.”

He Xiaojun replied that there are good
opportunities for ADB involvement in poverty
activities in the PRC, particularly in the areas
of rural infrastructure, microfinance, rural
industry, and voluntary resettlement. She
added that creative solutions must be sought to
overcome the PRC's lack of access to the Asian
Development Fund, such as blending hard and
soft funds and taking advantage of new oppor-
tunties, such as the Japan Fund for Poverty
Reduction.

ADB had an opportunity to present its
ideas in May 2000 at an international confer-
ence on poverty reduction in the PRC, cospon-
sored by LGOP, World Bank, United Nations
Development Programme, and ADB.

When Geert van der Linden, Director of
Programs Department (East) and Yuejiao
Zhang, Deputy Director of Programs Depart-
ment (East), presented completion certificates
on behalf of ADB, they stressed the importance
of the group members sharing their knowledge
upon their return to the PRC. The overall mes-
sage that the delegation learned from the
training was that poverty reduction is an ongo-
ing, collaborative effort with roles for govern-
ment, NGOs, private sector, and international
organizations, and that to be successful, the
poor must participate directly in the process.

A second delegation from the PRC will
visit Thailand for poverty-related training
under a technical assistance grant. ■

DAVID SOBEL

Programs Officer
Programs East Division 1

Geert van der Linden, Director of Programs
Department (East), presents a certificate of com-
pletion of ADB training to He Xiaojun, head of the
PRC delegation.
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for fortified staples among the poor, creating a
fair and transparent regulatory environment for
industry, and developing tax and tariff incen-
tives for major food producers to make pos-
sible industrywide shifts toward universal
fortification of essential staples consumed by
the poor.

Regional priorities include harmoniza-
tion of standards, regulations, and guide-
lines to promote fortified food production,
marketing and trade, and establishing cen-
ters of excellence for food science, food
safety research, and monitoring health of
populations.

The results will go toward an ADB re-
gional technical assistance project to develop
detailed national plans in selected countries for
donor financing and private sector investment.
The regional project will also address transfer
of food technology, regulation and trade envi-
ronments, and the food and nutrition needs of
infants. ADB will organize an investment round
table in 2001 to target mobilized resources for
eliminating micronutrient malnutrition. Leading
donors, international financial institutions, and
foundations will be invited to support the
countries’ 10-year investment plans to elimi-
nate the problem. ■

Correcting the iodine, vitamin A, and iron
deficiencies in Asia and the Pacific could
improve the population-wide IQ by 10–15 points
and decrease infant and childhood mortality by
40 percent.

40 percent of school-age children. The cost of
malnutrition in terms of health care, wasted
education, loss of work, lower productivity,
and wages can run higher than 5 percent of
gross domestic product in developing
countries.

Eliminating these deficiencies is ex-
tremely cost-effective. It is estimated that
correcting the iodine, vitamin A, and iron
deficiencies could improve the population-
wide IQ by 10–15 points, reduce maternal
deaths by one third, decrease infant and child-
hood mortality by 40 percent, and increase
work capacity by almost half. Improved nutri-
tion is essential for sustained economic growth.

The objective of the Forum was to reach
an agreement on a regional strategy to estab-
lish fortified foods as standards for a range of
staple foods widely consumed by the poor.
These include salt, flour, oils, infant foods,
condiments, sugar, and dairy products. This
would make micronutrients readily available to
those who need them most at least cost. The
programs are self-sustaining because, after
research and testing, fortification adds little to
the retail cost.

Health and nutrition experts discussed
ways to deliver micronutrients to large popula-
tions by using the resources of the private and
public sectors. The country teams and the
sponsors reached an agreement on priority
actions at the national and regional levels. The
Forum recommended action plans to expand
food fortification and define the role of donor
organizations and public-private collaboration
in achieving this at the national and regional
levels.

National priorities include establishing
communication approaches to create demand

Ways to improve public and private
sector partnerships in reducing
mineral and vitamin deficiencies in

Asia and the Pacific were discussed at a forum
on food fortification policy held at the Asian
Development Bank (ADB) headquarters in
Manila in early 2000. The meeting was
cosponsored by the Micronutrient Initiative
and the International Life Sciences Institute.

Teams from the People’s Republic of
China (PRC), Fiji Islands, India, Indonesia,
Kyrgyz Republic, Philippines, Thailand, and
Viet Nam attended, represented by captains
of the food industry and government health and
food officials. The United Nations and other
international organizations, including the World
Trade Organization, and the Asian consumers’
movement were also represented.

In Asia today, well over a billion people
lack the essential minerals and vitamins
needed for healthy physical growth and mental
development. Three out of four of the world’s
micronutrient deficient persons live in the
region.

Only tiny amounts of micronutrients
are needed for normal human development
and people in developed countries obtain
what they need through enriched diets or
supplements provided mostly by the private
sector. For example, iodine deficiency, which
causes mental retardation, is being gradually
eliminated through national salt iodization
programs.

In Asia and the Pacific, there are also
widespread deficiencies in vitamin A, iron,
zinc, folic acid, and fluoride. Most serious is
the lack of iron, which causes anemia in
60 percent of pregnant women, 50 percent of
reproductive-age women and infants, and

Reducing vitamin and
mineral deficiencies
in Asia
JOSEPH HUNT

Project Economist
Education, Health, and Population
Division East
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Finance sector reform is not a new issue
in Nepal. Since the mid-1980s, and more
particularly since the early 1990s, several

important steps have been taken that have
produced significant changes in the finance
sector—especially within the urban sector.
Broad agreement exists, however, that the
impact of these changes on economic growth
and the wider economy has fallen short of
expectations, and that a second round of more
comprehensive reforms is needed.

Finance sector reform, and indeed the
complementary and equally necessary
strengthening and deepening of the private
sector, is a long-term process that needs to be
carefully managed and sequenced. Such a
comprehensive program of reform could take
another 10 years to complete fully.

Why is finance sector reform
important?

Finance sector reform in Nepal has
many aspects: changing policies, legal
and regulatory environments, and

institutional arrangements (including
ownership); developing the commercial
banking subsector and dealing with the
problems of the major commercial banks
and development banks; and building the
needs of the nonbank  finance subsector. All
these reforms are aimed at both financial
deepening—expanding the provision of
financial services within the economy—and
at reducing transaction costs within the
economy, thereby improving efficiency.
These are, no doubt, grand sounding words
and concepts. But what do they mean for
the average citizens of Nepal?

Let us take as our representative citizen a
farmer living in the hills whose home is two
days' walk from the nearest road head, from
where it is another five hours by bus to the
nearest banking facility. This farmer needs
credit to purchase fertilizer for the new plant-
ing season and to replace a plow. The little
surplus money left from the last harvest is kept
hidden in the house.

The farmer probably has only two alter-
natives. One is to go to the village money-
lender who is near, open most hours of the

Finance sector
reform in Nepal

RICHARD VOKES

Resident Representative
Nepal Resident Mission

Lowering transaction costs will have the greatest
impact in Nepal’s rural areas because this is
where the costs are highest.

Rollie del Rosario
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day, and provides the loan quickly and almost
without any paper work—but at high cost.
Alternatively, the farmer can travel to the
nearest bank branch (which takes three days),
spend another couple of days on the paper-
work, arrange collateral and purchase of the
goods, and return home 7-8 days later.

This represents a huge amount of time
spent unproductively on trying to obtain a
relatively small loan. This is but one aspect of
transaction costs, which are enormous in
Nepal. Why? Basically there are three reasons.
One is the lack of physical infrastructure,
which, given the high costs resulting from the
difficult geographic circumstances, is under-
standable. Second is the lack of access to
information. The farmer has no way of know-
ing where loans can be obtained quicker,
cheaper, or more conveniently. Lack of access
to even the most basic information leaves
people vulnerable to the whims of those with
whom they have to deal. And third, competi-
tion is lacking, which also reflects the lack of
infrastructure, information, and perhaps the
small market size. Equally likely, however, it
reflects the existence of public sector banks
channeling subsidized credit to farmers. These
problems do not only apply to farmers but also
to entrepreneurs in the nonfarm rural sector.
Under these circumstances, how can any
private entrepreneur survive, let alone thrive?

To stimulate broad-based economic
growth in Nepal, finance sector reform is
needed to reduce transaction costs and in-
crease efficiency of resource use. The farmer
example was used because, most importantly,
the studies supported by ADB show that low-
ering transaction costs will have the biggest
impact in the rural areas because this is where
the costs are the highest. This means that
finance sector reform will have the biggest
impact on the rural economy, including the
rural poor. But the impact is not limited to the
rural areas; the urban population, industry, and
services sector (and especially tourism) all will
benefit from the lowering of transaction costs that
will accompany  finance sector reform.

Guiding principles of reform

Our studies suggest four guiding
principles in the area of  finance sector
reform. These are simplicity, incentives,

equity, and facilitation of transaction. When
applied to the finance sector at large, the
outcome is a substantial increase in efficiency

and a dramatic lowering of the transaction
costs. This applies to the banking subsector, as
well as to the nonbank finance subsector.

Simplicity. All these finance subsectors
need a positive and supportive environment.
Such an enabling environment calls for sim-
plicity and transparency of laws, institutions,
and procedures. Everyone must be able to
understand and know the rules.

Incentives. These are the key to the suc-
cessful development of the finance and private
sectors. Incentives must ensure that economic
agents, which we all are, act in the common
interest. Laws, regulations, and directives
cannot replace economic incentives but are
necessary to support a proper incentive struc-
ture. Any government can issue directives and
pass laws, but they will be ignored if people
do not have the right incentive to follow them.
That is why ADB will be focusing its work with
governments and the private sector on improv-
ing the incentive structure.

Fairness or equity. Reform in the finance
sector must be equitable. The majority should
share the benefits from reform. It is generally
assumed that a trade-off exists between
growth and equity, that a choice must be made
between more growth with less equity and
more equity with less growth. Despite the
pervasive structural problems of the Nepalese
economy and the low growth in recent years,
ADB believes it is possible to have fairly
strong growth that will also contribute to equity
if the reforms aimed at creating rural financial
markets and at lowering transaction costs are
implemented.

Facilitation of transactions. Nepal’s
economy, including the finance sector, is suffer-
ing from excessively high transaction and
information costs. These result partly from
poor communication and transportation sys-
tems and also from high costs incurred by large
and small businesses in dealing with finance
institutions and with the Government’s fiscal
authorities. Modern telecommunications and
information technology, and streamlined and
transparent lending procedures and tax admin-
istration are all key issues to consider.

Wiring rural areas

One of the important conclusions of the
studies conducted is the vital importance
of improving access to information and

the upgrading of information technology,
including in rural areas. Cellular phone

technology enables this to be done relatively
cheaply, as is being demonstrated in
Bangladesh. There, a profitable village-based
cellular phone system is developing quickly,
with the Grameen Bank as a joint-venture
partner. This is one situation where introducing
the most advanced technologies really offers
the most appropriate solution to the problem.

Conclusions

Great opportunity exists for substantial
benefit at relatively low cost. The neces-
sary policy, legal, regulatory, and insti-

tutional reforms will assist in reducing costs,
improving efficiency, and increasing incomes.

ADB and World Bank in Nepal are often
criticized for imposing conditions with their
lending that lead to increased costs, such as
with power and water tariffs. While we do
realize that such actions cause some pain, we
nonetheless believe that they are essential to
reduce the burden on the government budget
and to free up resources for equally—if not
more—essential activities, such as health care.

Here is a case where we are urging
Nepal to implement reforms that can signifi-
cantly reduce costs, raise efficiency, and thus
boost incomes—particularly in rural areas. A
real win-win situation will continue delivering
benefits to the economy, and the potential
gains from reforms are significant and will
almost certainly more than offset any negative
impacts on firms and households that result
from necessary increases in tariffs.

Nepal simply cannot afford to ignore this
opportunity. Equally important, the opportu-
nity must be seized now for two reasons. First,
the finance sector in Nepal, and particularly
the publicly owned banks, whether the two big
commercial banks or the development finance
institutions, face major problems that are
preventing them from playing a proper role in
developing the economy. Second, finance
sector reform—and this is also true of the
deepening and strengthening of the private
sector—will take time. It is, therefore, critical
that we must start moving forward now with
this new round of reforms. ■

This article is based on an address given at a
seminar sponsored by ADB that examined the
underlying issues affecting finance sector
reform in Nepal, particularly nonbank
financial institutions, development banks,
and rural finance.
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Work on occupational safety and health
as a discipline started during the
1930s, primarily as an aspect of gen-

eral workers’ rights. Its rationale has since
evolved, and it is now seen as being central to
concerns for productive efficiency and com-
petitive advantage in trade and development.
This is also the general perspective in Asia
and the Pacific. In this region, occupational
safety and health needs to be placed in the
context of contemporary development issues,
such as the financial crisis.

The Asian financial crisis

T he financial crisis unexpectedly
interrupted the growth of East and
Southeast Asian economies, especially

those of Indonesia, Republic of Korea, Lao
People’s Democratic Republic, Malaysia,
Philippines, Thailand, and Viet Nam.

The region had until then seen
unprecedented speed in economic growth,
which had been contributing to the improved
lives of millions of people since the early
1970s. Fortunately, the crisis has bottomed out,
and a steady recovery is expected during the
next 3–5 years.

The role of
safety,
health, and
productivity
in improving
labor
standards
GEERT VAN DER LINDEN

Director, Programs Department (East)

productivity. Accidents, breakdowns, and
absenteeism on production lines are a tremen-
dous source of wastage, as they can render
other inputs dysfunctional, raise cost, and
lower productivity, sometimes to the point of
bringing the entire investment into question.

Moreover, lack of occupational safety and
health care can place those directly affected—
and others around them in the family and work
place—under tremendous physical, psycho-
logical, and social pressure. Great expense
often has to be incurred to restore health and to
ensure the well-being of the affected people.
It is clearly more economical to try to prevent
this from happening. However, occupational
safety and health measures are needed not
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Productivity

There has been considerable discussion
about the role of low productivity in the
Asian financial crisis. Researchers may

continue to look at this issue for some time.
Productivity lies at the heart of productive
efficiency, and in lay terms, can be defined as
the additional output caused by an additional
unit of input. The greater the output for a given
unit of input, the more efficient is the pro-
duction system. Such productive efficiency in
the real economic sector is a key determinant
of the competitive advantage of Asian
economies—and of any economy.

Awareness is growing about the close
relationship between working conditions and

Most industrial accidents and health hazards can
be avoided through better information and training
and administrative measures.
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only for their economic significance but also for
the promotion of the welfare of labor and the
general well-being of society.

Globalization

Traditionally, the subject of workers’ safety
and health has been dealt with primarily
on the grounds of workers’ rights and

their welfare. However, recent developments
have brought the new dimensions of
globalization into competitive production
systems.

Globally, there is excess installed capac-
ity in most of the manufacturing sectors.
Automation and robotics have streamlined
production processes and eliminated slacks.
With multinationals in the lead, production
processes are located across many plants in
different countries, and intrafirm trade has
grown tremendously. As a result, the impact of
accidents and breakdowns in one plant can
spill over into other production units down-
stream and could adversely affect significant
parts of an economy. Thus, the opportunity
cost of inadequate occupational safety and
health standards could potentially run into
millions of dollars.

Equally important is the issue of product
quality and brand image. A trivial mishap can
force the recall of a product from the shelves,
not only causing material losses but also low-
ering the brand image with knock-on side
effects in the investors market.

The Universal Declaration of Human
Rights recognized the right of all people to just
and favorable work conditions in 1948. As
many as 20 conventions have been adopted by
the International Labour Organisation (ILO) on
the subject of occupational safety and health.
Recent economic developments have added
significance to the issue.

At the same time, the nature and magni-
tude of occupational injuries and diseases
have undergone major changes because of
advances in technology. Machines, substances,
and processes are being introduced that
require new safety precautions. Ergonomics is
an important aspect of workers' safety and
health that has not received much attention in
Asia and the Pacific despite being central to the
issues of productivity and efficiency. About
40 percent of the costs of work-related dis-
eases are the result of musculoskeletal condi-
tions. Ergonomics can play an important role in
decreasing these costs.

With growth of information technology,
the awareness of accidents and their possible
linkage with institutional safety standards have
greatly increased. For example, after a recent
plane crash off the eastern seacoast of the
United States, the media immediately dis-
cussed the history of safety standards of the
concerned corporation, which in this case was
above average. Similarly, the media linked
that particular aircraft with another aircraft that
had come off the production line at about the
same time. One can easily visualize the impact
of the crash on the share value of the plane
manufacturer, insurers of the airline, related
niche tourism, hotel and hospitality industries,
and finally the salvage and investigation costs.

Occupational safety: a macro picture

Having illustrated the potential hazards of
a single incident, the general picture
must be examined to provide some idea

of what is at stake worldwide. ILO reports that
250 million accidents occur every year,
330,000 accident-related fatalities, 160 million
cases of occupational diseases, and an even
higher number of threats to workers’ physical
and mental well-being. In addition, about a
million people die each year due to job-related
diseases.

ILO estimates the impact of diseases and
accidents to result in economic losses equiva-
lent to about 4 percent of the world's gross
national product. In monetary terms, that is
more than US$1,200 billion or more than
US$200 per capita being lost every year.
Moreover, many accidents and diseases,
especially in developing countries, are not
reported. In terms of shattered families and
communities, the damage is incalculable.
These numbers provide urgency to the chal-
lenge of promoting better occupational safety
and health standards.

Conditions in the region

The majority of accidents take place in
mining and construction. Some major
industrial accidents have also occurred,

such as the well-publicized release of toxic
chemicals in Bhopal, India. Many accidents
also occur in many medium and small
enterprises, which seldom provide effective
safety and health provisions.

Most of the agricultural activities in Asia
and the Pacific take place in medium- to small-

scale enterprises. Few safety and health mea-
sures exist for agricultural workers in many
parts of the region, and mechanical and bio-
chemical technologies are exposing agricul-
tural workers to new dangers with no
preparation or protection. ILO has been trying
to make headway in this field and secure some
effective coverage for workers.

In the informal sector, the situation leaves
much to be desired. Asia’s sprawling urban
centers are also home to a multitude of infor-
mal sector activities. As much as one third of
the workers in big Asian cities are engaged in
informal sector activities, where working and
living conditions can be generally character-
ized as congested, unsafe, and unhealthy. The
small size of these enterprises precludes them
from making the same efforts in improving the
occupational safety and health as larger enter-
prises. They usually do not have access to the
skills and expertise they need in this area.
Though their standards of occupational safety
and health are in need of drastic improve-
ments, it has not been easy for reforms to
reach out to the informal sector. A more con-
certed effort is needed, especially in conjunc-
tion with workers, voluntary action groups,
and nongovernment organizations (NGOs) to
address safety and health and improve the
efficiency and productivity of economic
activities.

From the social point of view, many
workers are engaged in dangerous, unorga-
nized, or unprotected jobs. Many are illiterate
and unskilled, and are often women and chil-
dren who lack access to training and basic
services. While most of the core labor stan-
dards of ILO have been ratified by countries in
the region, their implementation, including
workers’ safety and health, has been ham-
pered in jobs occupied by these workers.

ILO estimates that at least 250 million
children are working around the world, with
half of them working full time. Asia is home to
60 percent of the world’s child workers, many
of whom are engaged in hazardous and harm-
ful work. Efforts to eliminate child labor in our
region must be supported.

Further, several diseases and injuries that
have been eliminated in developed countries
still persist in some developing countries.
Prominent in this category are brown lung
disease caused by cotton dust inhaled by
cotton workers and lung disease caused by
silica, asbestos, iron ore, and other minerals to
which miners are exposed.
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Occupational safety and health policies

Enhancing safety in the work place
requires broad-based support, including
in the following areas.

• Advocacy among different
interest groups: they need to be
shown how everyone stands to gain by
pursuing safety policies.

• Surveillance to analyze current
practices and identify how
safety can be improved: accidents
need to be examined and analyzed
carefully so that appropriate and
remedial lessons are learned and shared
widely. We know from experience that
not all accidents are stochastic in nature.
While we cannot anticipate them from
happening the first time, repetitions
cannot be justified.

• Procedures, equipment,
training, and monitoring of
outcomes: as building safe work
places and including safety habits can
take long, these need to be tackled in a
carefully programmed manner. Only a
systematic approach will bear fruit.

• Information and education
campaigns: with rapidly emerging
new technologies, there is a growing
need for workers to know what they are
handling. A proper information and edu-
cation campaign can substantially reduce,
if not altogether eliminate, the ill effects
of, for example, the inflammable clothing

they could be wearing, chemicals and
pesticides they could be handling, or the
radiation to which they could be exposed.
The active participation of workers in

individual enterprises is critical. If they do not
actively guard against dangers, it becomes
doubly difficult for anyone else to protect them
and it will also increase the cost of safety
procedures. Safety installations and equipment
can be periodically inspected and regulated by
public authorities, but only the workers them-
selves can take care of safety issues in the
actual process of production.

ADB’s role in occupational safety
and health

As a leading regional multilateral
institution, the Asian Development Bank
(ADB) is responsible for significant

investments in Asia and the Pacific. Much of
this investment is directed toward projects
dealing with infrastructure, industrial devel-
opment, trade, and services. As a development
institution, ADB shares the responsibility that
appropriate safety standards are adopted and
implemented under its projects.

ADB is currently examining the core labor
standards in selected DMCs and intends to
develop strategies and guidelines for its future
operations. This exercise will include enunci-
ating our position on the issue of workers’
safety and health. In this endeavor, ADB will
be working closely with specialized United
Nations agencies like the ILO to take advan-

tage of their expertise and experience. ADB
will also engage itself in a dialogue with pri-
vate sector representatives, such as chambers
of commerce, trade unions and other workers’
representatives, NGOs, and other civil society
organizations.

The cost of safety and health policies

The issue of affordability of occupational
safety and health in developing countries
must be addressed. It can easily be

agreed that the safety and health of workers
is an important issue.

However, opinions sometimes differ
about the affordability of the necessary
measures. Employers and public policy
regulators sometimes argue that a country is
too poor to afford costly measures. They also
argue that higher expenditure on safety and
health will increase the cost of production and
will render their products uncompetitive in the
world market. This is a real concern, and ADB,
as a financial institution, does not take matters
of economic viability lightly.

First, studies show that only 2-3 percent
of a project's budget will ensure that safety and
health issues are addressed in any venture.
This figure is based on the experience of
professional organizations dealing with work-
ers’ safety.

Second, most industrial accidents and
health hazards can be avoided, or their sever-
ity minimized, through better information and
training and various administrative measures.
Often, it is these predominantly noneconomic
factors that are of critical importance. These
should be viewed as matters of design, style,
and attitude, and less as purely expenditure
issues.

In the global economy, safety and health
issues are among the key determinants of
competitiveness through productivity enhance-
ment and efficiency. They represent a risk that
needs to be managed comprehensively by
workers and employers together and by deal-
ing with both economic and noneconomic
factors.

The evidence is that the payoff, over
time, will greatly exceed the cost. ■

This article is based on a paper presented at
the Asia-Pacific Economic Cooperation
Conference on Safety and Productivity in
Small- and Medium-Sized Enterprises on
22 November 1999 in Bangkok.

In the global economy, safety and health
issues are among the key determinants
of competitiveness.
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ADB Scholarship Program growing
TSUKASA MAEKAWA

External Relations Officer

Educated people who are skilled,
motivated, and healthy can make large
contributions to a nation’s development.

As human development is increasingly
recognized as critical in the fight against poverty,
the Asian Development Bank (ADB) is streng-
thening its scholarship program for citizens of
developing member countries (DMCs).

More than 1,000 people from more than
30 DMCs have studied economics, manage-
ment, and science and technology under ADB's
Japan Scholarship Program. Established in
April 1988 with financing from the Japanese
Government, the Program is aimed at provid-
ing an opportunity for well-qualified citizens of
DMCs to enroll in postgraduate studies in
development-related fields at selected educa-
tional institutions in Asia and the Pacific.

The Program has become one of the most
prestigious and successful scholarship pro-
grams in the region, and one of the most im-
portant sources of financial assistance for
students wishing to study abroad. About
90 percent of the scholarships have been
used to pursue master’s degree programs.

The scholarship covers tuition, books,
subsistence allowance, housing allowance,

Studies (Australia); National University of
Singapore (Singapore); Thammasat University
(Thailand); Saitama University (Japan); Uni-
versity of Auckland (New Zealand); University
of Hong Kong (Hong Kong, China); University
of Melbourne (Australia); University of Sydney
(Australia); and University of Tokyo (Japan).
ADB is planning to expand the number of
participating institutions.

The Government of Japan has provided
more than US$40 million to the Program be-
tween 1988 and 1999. The number of new
scholarships awarded annually has grown
from 49 in 1988 to 122 in 1999. Women have
received 288 of the nearly 1,000 scholarships.

ADB is working with the designated
institutions and scholars to exchange views
and improve understanding of the objectives of
the Program. ADB is striving to promote the
Program among women candidates and in
DMCs presently underrepresented. ADB also
plans to establish the Japan-ADB Scholarship
Alumni Association and an ADB-JSP web site.

medical insurance, travel, and research subsi-
dies. The Program especially welcomes
women applicants and individuals with limited
financial means for higher studies. The schol-
arships are provided for 1-3 years.

“Because of a lack of funding, we have
limited chances for higher education abroad.
I am very grateful for ADB’s scholarship
because it is helping me to study in Japan,”
said Kavita Raj Subramanian, a 24-year-old
student from India who quit her job with a
fertilizer company in mid-1999 to work on an
MBA in international management at the Inter-
national University of Japan.

The International University of Japan is
one of 16 institutions that are receiving stu-
dents under the Program. The Asian Institute of
Management (Philippines) has had the most
scholars with 223, followed by the Asian Insti-
tute of Technology (Thailand) with 156, and
the International University of Japan (Japan)
with 86. The other participating institutions are
the East-West Center (United States); Indian
Institute of Technology, Delhi (India); Interna-
tional Rice Research Institute (Philippines);
Lahore University of Management Science
(Pakistan); National Centre for Development
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Scholars, academic administrators, and government
officials gathered in Tokyo.
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In December 1999, a get-together was
held in Tokyo as one of ADB’s efforts to im-
prove the Program’s quality. Nearly 70 people
attended, including 46 scholarship students,
administrators from Japanese participating
institutions, and Japanese government officials.

According to ADB's Japan Director
Naoyuki Shinohara, the gathering was aimed
at hearing views from the students on the
Program and providing an opportunity for the
students to get to know each other and ADB.

“I am learning a lot about the subject I am
studying, but I am learning even more about
other countries, as people from 45 countries
are studying at the university,” said Ms.
Subramanian during the get-together.

Scholars said they appreciated the gath-
ering as it helped them to get acquainted and
to maintain professional contact after they
return to their home countries.

A similar gathering, sponsored by ADB
and the Government of Japan, was held in
Canberra, Australia on 11 March 2000. About
35 scholarship students and six administrators
from the three participating Australian institu-
tions attended the event. The administrators
and scholars enjoyed the opportunity to meet
each other and to acquaint themselves with
ADB operations.

A citizen of any DMC who has been ad-
mitted to one of the specified study programs
in the participating academic institutions may
be considered for the scholarship. Upon com-
pleting their studies, all scholars are expected
to return to their home countries.

Details and an application form may be
obtained from http://www.adb.org/
Business/Jscholar/ or by sending an 
e-mail to adbjsp@adb.org.  ■

"I am very grateful for ADB's scholarship because
it is helping me to study in Japan," said MBA
student Kavita Raj Subramanian, pictured with
Nalin Samarasinghe, Director of the Japan
Representative Office.
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The Asian Development Bank (ADB) and
representatives of Philippine nongovern-
ment organizations held their first formal
meeting in February 2000 to discuss ADB's
Country Assistance Program in the
Philippines. The program outlines ADB's

Philippine President Joseph Ejercito
Estrada and Asian Development Bank
(ADB) President Tadao Chino recently

reaffirmed their joint effort in the common war
against poverty in the Philippines.

The presidents met in the spirit of warm
cooperation at ADB’s Manila headquarters to
discuss how to strengthen their mutual efforts
to reduce poverty. ADB will help the Govern-
ment undertake a detailed poverty assessment
and, through dialogue with representatives of
all stakeholders, develop the framework for a
partnership agreement with the Government.
The presidents emphasized the importance of
a policy framework and institutional structure
in the fight against poverty.

ADB’s ongoing program in the Philip-
pines includes 17 projects involving
US$572 million that help reduce poverty.
Another 13 projects (involving US$900 million)
that target poverty reduction are being pro-
posed in the ADB Country Programming
Mission's current discussions with the Govern-
ment. The presidents stressed the need for
speedier project implementation in the country.

President Estrada was elected on his
slogan “Erap para sa mahirap” (Erap is for the
poor) and has committed his administration to

combating poverty on all fronts. Last Novem-
ber, President Chino launched ADB’s new
strategy that makes poverty reduction ADB’s
main objective. The strategy emphasizes more
decentralization, better governance, fuller
beneficiary/community participation, and
increased use of nongovernment and private
sector partners. ■

operational strategy and planned projects for
three years starting in 2000. The ADB-NGO
dialogue covered a range of development
issues, including natural re sources, rural
development, basic services and urban
development, and finance. ■

Presidents against poverty in the Philippines

Presidents against poverty: Philippine President
Joseph Ejercito Estrada and ADB President Tadao
Chino.

First ADB-NGO dialogue
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Distinguished
Visitors

East Timor leaders visit ADB

The heads of the world’s multilateral development banks met in late February at ADB headquarters.
From left are Shigemitsu Sugisaki, Deputy Managing Director, International Monetary Fund; James Wolfensohn,
President, World Bank; Horst Kohler, President, European Bank for Reconstruction and Development;
Tadao Chino, ADB President; Enrique Iglesias, President, Inter-American Development Bank; and Omar Kabbaj,
President, African Development Bank.

Ministers from the Greater Mekong Subregion met with Asian Development Bank  (ADB) officials during the 9th
Conference on Subregional Economic Cooperation held at ADB in January 2000. From left are ADB Vice President
Myoung-Ho Shin; Chhay Than, Minister of Planning, Cambodia; Jin Liqun, Vice Minister of Finance, People’s
Republic of China; Phao Bounnaphol, Minister of Communications, Transport, Posts and Construction, Lao
People’s Democratic Republic; ADB President Tadao Chino; Brig. Gen. David Abel, Minister, State Peace and
Development Council, Myanmar; Supachai Panitchpakdi, Deputy Prime Minister, Thailand; and Tran Xuan Gia,
Minister of Planning and Investment, Viet Nam.

Ministerial meeting

His Excellency Li Qun
Vice Minister
People's Republic of China

Honorable Redley Killion
Vice President
Federated States of Micronesia

Honorable Olli-Pekka Heinonen
Minister of Transport and
Communications, Finland

Honorable Janice Mackinnon
Minister of Economic and
Cooperative Development, Canada

Rt. Honorable Jonathan Hunt
Member
New Zealand Parliament

ADB Vice-President Peter
Sullivan (left) discusses the
request of East Timorese
leaders Xanana Gusmão,
President of the National
Council for Timorese
Resistance (CNRT) (middle)
and  Jose Ramos-Horta, CNRT
Vice-President to assist with
capacity building in East Timor.
The delegation visited ADB in
February.

Multilateral development bank heads meet
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Since the onset of the Asian currency
crisis, countries in the region have had to
face unexpected truths about banks and

finance companies: they do lose money. They
have had to face unexpected truths about
property: it does go down in value. And they
have had to face unexpected truths about
entrepreneurs: they are not all infallible.

The net result of these truths has been a
landscape littered with the debris of the boom.
Governments around the region have devoted
huge amounts of time, effort, and taxpayers’
money to clearing away that debris. So far,
much of that time, effort, and money have gone
into three areas. There has been a spate of
new legislation aimed at strengthening the
legal environment to enable lenders to recover
their loans. Governments from Pakistan to the
People's Republic of China have established
asset management companies to remove the
nonperforming loans from the books of the
banks and finance companies. A rich variety of
methods has been employed to recapitalize the
banks and finance companies to enable them to
start lending again and finance the recovery.

ADB’s role

ADB has been an active participant in all
these initiatives. On the law and policy
reform side, ADB has surveyed the

insolvency regimes of 11 Asian economies.

A symposium convened by ADB brought
together policymakers, judges, and others from
the public and private sectors to discuss a
range of issues. These included the lenders’
security rights, structured informal workouts,
costs to economies of weak insolvency and
reorganization laws, repercussions of weak
institutional frameworks on insolvency, and
need for cross-border insolvency laws. The
symposium also articulated the links between
good corporate governance, risk management,
good lending practices, and insolvency.

To address the question of weak institu-
tional frameworks, ADB is working in coun-
tries as diverse as Bhutan, Indonesia, Republic
of Korea, Sri Lanka, and Thailand on various
institution-strengthening projects. Efforts
include establishing frameworks for financial
sector restructuring, banking and capital
markets regulatory reforms, improved report-
ing by financial institutions, and reforms of
insolvency codes.

Managing problem loans

So, three legs  of the chair of financial
reconstruction—removal of nonperform-
ing loans, institutional strengthening, and

law and policy reform—are gradually being
assembled. But a chair needs four legs if it is to
be stable over the long term. The fourth leg of
this chair is problem loan management.

Problem loan recovery
The forgotten fourth leg
 of the chair

ANDREW MCROBERT

Senior Investment Officer
Private Sector Group

Problem loan managers attract a fair
amount of criticism. But problem loan manag-
ers are a key ingredient in the recipe of recon-
struction. In fact, since the financial crisis, they
have become a hot commodity in the region.

Problem loan management involves three
sets of activities: taking control of a
nonperforming loan, setting a strategy, and
implementing the strategy.

Taking control is often perceived to be
conducting dawn raids, changing locks, sack-
ing management, and removing checkbooks.
The reality is often quite different. In a region
where legislative support for problem loan
management has traditionally been weak, the
most significant part of being able to take
control is to get the trust, support, and coop-
eration of borrowers.

Whether the borrower agrees to cooper-
ate, the problem loan manager must determine
a strategy for managing the nonperforming
loan. The nature of the strategy will obviously
depend on the degree of cooperation of the
borrower, but it is more complicated than that.
Detailed analysis of the borrower’s competi-
tive position, management team, current and
forecast financial position, cash flows, and
asset quality will be necessary. It is also cru-
cial to form a view as to what caused the
problem in the first place. After all, a problem
cannot be fixed unless the cause has been
identified.
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This gets tricky when the problem loan
manager establishes that the cause of the
problem is management, and management is
the owners, and the owners will not accept the
diagnosis or will not change their ways. In a
region where the great majority of businesses,
public and private, are family controlled, it is
easy to see why there is often great resistance
to changes in management proposed by prob-
lem loan managers. But the corollary is obvi-
ous: if management caused the problem and
management will not change (the people or
the style), the problem will persist and the
company will most likely fail.

Getting action

Once the parties concerned have agreed
to a strategy, it must be implemented.
This can involve reconstructing the

balance sheet with new equity, debt-equity
swaps, and so on. It can mean merging the
borrower’s business with other businesses.
It can mean a straightforward, standstill
arrangement to give the borrower time to
strengthen the business. Often it will involve
all three, with lots of opportunity for variation:
no two nonperforming loan strategies are
alike.

All these are generally seen as positive
steps. Lender and borrower are working to-
gether to reconstruct the business, save jobs,
keep the goodwill that the owners imagine is
still in the business, and avoid the pain.

But life is not always like that. Often
businesses cannot be saved. Owners are
recalcitrant. Unsecured creditors use loopholes
in the law or a strong bargaining position to
hinder the efforts of the secured lenders. Or
there are simply far too many parties involved
to make informal negotiating processes viable.

Under these circumstances, lenders have
no choice but to use the law. The basic prin-
ciple that owners and borrowers often forget is
that lenders are entitled to have their loans
repaid. And if borrowers either cannot or will
not repay, lenders are entitled to use the law
to recover their money. That very often means
foreclosure and sale by public auction.

When liquidation makes sense

Liquidation sales excite the imagination of
journalists and encourage people to
make wild statements about banks. But

liquidation sales are a normal and healthy part

of the private enterprise process; and they can
often be better for suppliers, customers, and
employees than restructuring the borrowers’
loans.

If a borrower cannot make a business
viable, there are probably three basic reasons.
The management may simply be unqualified or
inexperienced to manage the business. A liqui-
dation sale puts the business into the hands of
somebody who thinks he or she can do better.

Maybe the amount of money invested (by
shareholders and lenders) in the business is
too high, and the owners can never generate
the earnings to service the capital invested.
A liquidation sale establishes a value at which
a buyer believes the business can service.

If no amount of money can make the
business viable, then the people who invested
in it are better off recovering whatever they
can and putting the money to good use else-
where. No country can afford to have large
amounts of money tied up indefinitely in
unproductive assets or in unproductive loans
(as countries across the region have begun to
realize over the past few years), and capital-
starved countries in Asia certainly do not have
that luxury.

Supporting changes in bankruptcy laws

Recovery action is an integral part of the
reconstruction process in Asia. That is
why ADB supports changes in bank-

ruptcy laws. And that is why ADB has im-
plemented its first bankruptcy action in its 
32-year history.

Working in conjunction with the Interna-
tional Finance Corporation, ADB recently
successfully sold a defunct spinning mill in
Tarlac, Philippines. Having tried unsuccess-
fully to revitalize the project, the lenders con-
cluded that the best way to recover their
money was by foreclosure and public sale.
The borrower company, Avantex Mills Corpo-
ration, had placed itself into bankruptcy and
the management team had been disbanded.
Under new owners, the equipment is likely to
be relocated to another of ADB's developing
member countries where the purchasers
believe a viable textile spinning business can
be established. In Indonesia, ADB is taking
possession of leases to ensure that the cash
flow from lessees flows to ADB to whom the
leases have been assigned.

In other cases in the Philippines,  ADB
has, in cooperation with other lenders, offered

for sale a complete tomato paste plant and is
working toward repossessing the assets of
another troubled company.

Taking possession of collateralized assets
is an integral part of ADB’s recovery strategy
for nonperforming loans and provides a valu-
able demonstration on effective and proactive
management of nonperforming loans. The
Private Sector Group  strongly believes that
these measures are just as important as the
other, more traditional activities in the process
of restoring the region's financial markets. ■

Copies of the translated versions of two Asian
Development Bank (ADB) documents are now
available in Bahasa Indonesia, Lao, Mongolian,
Russian, and Vietnamese.

Guidelines on the Use of Consultants is available
from ADB's Consulting Services Division and
Guidelines for Procurement from the Project
Coordination and Procurement Division. The
documents are also available in Lao People’s
Democratic Republic at the Ministry of Finance, That
Luang Road, Vientiane; Indonesia at the Indonesia
Resident Mission, Gedung BR II, 7th Floor, Jl. Jend.
Sudirman Kav. 44-46, Jakarta 10210; and Viet Nam at
the State Bank of Vietnam, Hanoi and Ho Chi Minh.

New unit for Central
Asian cooperation
Asian Development Bank (ADB) Management
approved in March the establishment of a
Central Asian Regional Economic Cooperation
Unit (CARECU) to raise the profile of the work
being done and provide a clear focus and point
of contact both within ADB and for external
partners working on economic cooperation
programs in Central Asia. The Unit is located
in Programs East Division 3. Lan Wu is the
Head.

CARECU will serve as the focal point in
coordinating and monitoring all activities to
improve coordination with the resident mis-
sions in the Central Asian republics, country
programming, stakeholders in the developing
member countries, and other funding agencies;
strengthen regional institutional support; and
maintain a database and disseminate
information. ■

TRANSLATIONS OF
ADB GUIDELINES AVAILABLE
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Vientiane Plain Rural Electrification

The Vientiane Plain Rural Electrification
Project in the Lao People’s Democratic
Republic (Lao PDR) was conceived

within the context of the First Five-Year
Development Plan (1981-1985), which
recognized the Vientiane Plain’s potential for
increasing food production and for establishing
agro-industries. Under technical assistance
from the Asian Development Bank (ADB), a
10-year program was developed to support
rural electrification for the Vientiane Plain. The
Project comprised two phases of the program
and covered the construction of a power distrib-
ution and transmission network in six districts.

ADB loans for phase I (US$4.3 million)
and phase II (US$6.3 million) were approved
in the early 1980s. The Project was aimed at
increasing food production through electrified
pump irrigation schemes, stimulating produc-
tive activities, and raising the standard of
living of the rural population. The project
scope included extending 22 kilovolt (kV) and
0.4 kV distribution networks along with the
necessary distribution substations and
transformers.

The Project incurred delays of two and
three years and cost overruns of 18 and
22 percent in completing the two phases.
Postevaluation reported changes in project
scope due to the shift in focus from agricultural
and industrial loads, which were supposed to
account for about 91 percent of the system
demand in the project area, to residential
loads. Designed primarily to supply electricity
to major irrigation pumping stations and to
existing and new industries to boost food
production and accelerate industrialization, the
Project's scope was later adapted to meet the
electricity requirements of residential and vil-
lage consumers. This resulted in more 0.4 kV
distribution lines and fewer 22 kV transmission
lines being constructed than envisaged at
appraisal and in transformers not originally
included in the project scope being provided.

A review of the Project’s operational
performance showed that the load has grown
significantly since project completion. House-
hold consumers in the project area continued
to be connected at the rate of about 3,000
annually, while agricultural and industrial
connections have developed at a much slower
rate than forecast. The distribution system
appeared to be well constructed and main-
tained at a reasonable standard.

The financial performance of Électricité du
Laos (EdL) has deteriorated in recent years
because of a decrease in the amount of energy
available for export resulting from the dramatic
increase in domestic electricity consumption,
which is billed at low tariff rates.

Several positive changes in the institu-
tional setup of the power sector in the Lao
PDR have occurred in recent years, including
the reorganization of EdL into a corporatized
body in line with the need to strengthen its
institutional capability to supply power to
meet domestic demand. No adverse impact on

the environment resulted from construction of
the project facilities. On the other hand, the
Project produced some positive effects by
reducing the trees cut for firewood.

Residential consumers, who use the
electricity mainly for lighting, are the main
project beneficiaries. They account for 95 per-
cent of the consumers and more than 50 per-
cent of total energy sales. However, a survey
conducted under a recent ADB-financed techni-
cal assistance grant indicated that many of the
households surveyed engage in some kind of
commercial activity within the residential
premises and use electricity for lighting and
other purposes. The actual consumption of
agricultural and industrial consumers in 1996
amounted to only 35 percent of the total con-
sumption, compared with 91 percent projected
for 1995. Enterprises established as a result of
electrification increased employment opportu-
nities in the project area. A consumer sample
survey conducted by the Reevaluation Mission
with the assistance of EdL confirmed these
findings.

The Project remains sustainable. Contin-
ued sustainability, however, will depend

Project evaluation

Reevaluation studies

Household consumers continue to be connected at
the rate of about 3,000 annually, but agricultural
and industrial connections have developed at a
much slower rate than forecast.
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mainly on EdL’s capability to maintain its
financial viability. At postevaluation, phase I
was rated generally successful in providing
electricity to major industrial and agricultural
loads and to a wide coverage of households.
The project performance audit report (PPAR)
rated phase II as partly successful, taking into
account the marginal economic returns and the
absence of financial sustainability.

The findings of the Reevaluation Mission
indicate that people living in the project area
reaped substantial benefits from their access
to electricity, including increased learning
opportunities and enhanced living standards.
However, the financial internal rate of return
for the Project is expected to be negative
because of insufficient sales revenues to
recover rural supply cost. With a negative
financial internal rate of return and an indica-
tive economic internal rate of return of 5.3 per-
cent, the Project is rated partly successful at
reevaluation.

Some of the key issues and lessons that
emerged from the experience of the Project
showed that (i) rural electrification by itself
does not lead to rural development without
other infrastructure support, such as transport
and communications, market and credit, or
other external stimuli, implying that electrifica-
tion alone has a limited role in the economic
development of the rural area as a single
catalyst of development; (ii) a need exists to
resolve the level and structural problems of
tariffs, particularly as the higher cost of rural
supply tends to benefit those with higher
incomes; (iii) the Government's future devel-
opment plan will have a significant impact on
EdL's financial operations and therefore the
Government should adopt measures to ensure
EdL's continued financial viability; (iv) project
monitoring and reporting are important com-
ponents in designing and preparing better
projects in the future; and (v) project design,
as well as the economic and financial implica-
tions for a project, should be thoroughly
analyzed whenever a significant change in
project focus occurs.

Fourth Industrial Development
Bank of Pakistan

In December 1982, ADB approved two
loans, one drawn from special funds
resources and the other from ordinary

capital resources, of US$20 million each to
Pakistan. ADB’s loans were relent to the

Industrial Development Bank of Pakistan
(IDBP) to provide foreign exchange credit to
help finance private sector industrial
development projects and improve IDBP’s
operational efficiency.

The project subloans were expected to
induce US$120 million in investment capital,
create some 10,000 jobs, and achieve annual
foreign exchange saving of US$10 million.
In addition, the Project was expected to diver-
sify and improve the quality of IDBP's loan
portfolio, restore debt-servicing capacity, and
streamline IDBP’s organization and
procedures.

A project completion report (PCR) was
completed in October 1989 and a PPAR in
September 1991. Of the total approved loan
amount, US$39.49 million was used to assist
69 projects and the balance was canceled. The
69 subloans covered subprojects in the textile
industry (43 percent by value); engineering
(17 percent); paper products (11 percent),
food and nonmetallic manufactures (9 percent
each); and chemicals (8 percent). The balance
was distributed among paper and packaging
suppliers, garment manufacturers, light engi-
neering firms, electrical suppliers, and brake
lining and matchmaking manufacturers.

Thirty-two of the 64 subprojects for which
data were available were operating at a loss.
The average cost overrun among pro jects was
50 percent, and the average time overrun was
68 percent. The cost overruns resulted be-
cause of increases in prices (accentuated by
the devaluation of the Pakistan rupee and
implementation delays), while the time over-
runs were caused mainly by delays in plant
construction and machinery arrival.

From 1989 on, a marked deterioration in
the financial performance of IDBP occurred
that was attributed to the high turnover of IDBP
management and the resulting weakened
capacity to appraise new projects and manage
its loan portfolio. The PPAR reconfirmed the
PCR’s assessment, rating the Project as partly
successful.

Reevaluation findingsReevaluation findingsReevaluation findingsReevaluation findingsReevaluation findings
The performance of the subprojects reveals a
worsening situation as reflected in the number
of subprojects not operating, in arrears, and
under litigation. Of the 15 subprojects
surveyed for this reevaluation study, only two
were operating profitably, nine were
operating at a loss, and four had closed. Three
had repaid their foreign currency loans, and

eight were insolvent. The expected
generation of investment capital, employ-
ment, and foreign exchange saving was not
achieved.

By the end of FY1996, IDBP’s after-
tax profit to equity ratio had fallen from
16 percent in FY1990 to 0.5 percent, the
current ratio from 1.3 to 0.8, and the arrears to
total advances ratio from 16 to 52 percent. This
worsening financial performance is attributable
to inadequacies in the appraisal of subprojects
and legislative processes for IDBP (and all
financial institutions) to enforce debt recovery.
Prevailing macroeconomic conditions made
debt servicing difficult and contributed to
IDBP’s worsening performance, as did poli-
tical interventions to approve loans against
appraisal dictates.

The Project is reassessed as unsuccessful
on the basis of the overall subproject outcomes
that were markedly less than expected at
appraisal; poor and worsening subproject
performances, including the high incidence of
closures; and nonsustainability of institutional
strengthening measures.

FeedbackFeedbackFeedbackFeedbackFeedback
Reevaluation of the Project after a further six
years demonstrates the inherent risks in
subproject lending, the need for stronger
safeguards to be built into debt servicing and
recourse on principal, and the need for more
effective debt-recovery systems.

With further deepening and consolidation
of the finance sector, lending margins are likely
to narrow and make it difficult for IDBP to
remain a viable operation. Based on IDBP’s
statements of account, IDBP’s total share value
is worth no more than US$20 million and
compares with a present shareholder’s equity
of about the same. A sale for this amount
would still leave some US$360 million out-
standing in loan advances, against which the
Government carries a contingent liability for
guarantees on the deposits and foreign credit
lines amounting to US$255 million. Because of
the degree of arrears infection, the cumber-
some prospects for debt-recovery through
legal recourse, and the limited scale of IDBP’s
banking operations, intentions to privatize
IDBP as a going concern appear unrealistic.
A more prudent option would be privatizing
through a combination of liquidating loan
assets and merging IDBP’s commercial
banking operations with a larger commercial
bank. ■
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Effectiveness of Multiproject Lending

Multiproject lending in the smaller
developing member countries (DMCs)
was reviewed. Based on consultations

with government officials and other repre-
sentatives in five countries, discussions with
ADB staff, and analysis of ADB documents, the
study concluded that, subject to several
measures to assure project quality and
efficiency, multiproject lending should be
retained among financing modalities available
for the Pacific DMCs and other small DMCs.

Rationale for multiproject lending andRationale for multiproject lending andRationale for multiproject lending andRationale for multiproject lending andRationale for multiproject lending and
experience to dateexperience to dateexperience to dateexperience to dateexperience to date
Multiproject lending was approved by the
ADB Board of Directors in 1978 to help meet
the needs of the smaller DMCs. This lending
modality facilitates ADB support for projects
that would be too small for individual loan
financing.

While primarily an administrative conve-
nience for grouping small projects,
multiproject lending was also expected to be
cost effective. In particular, it was anticipated
that the cost of missions would be less for a
multiproject than for several individually
financed projects. The DMCs concerned are
Bhutan, Maldives, and those in the Pacific.

To date, 12 multiprojects have been
approved: four to Tonga, two to the Cook
Islands, two to Samoa (one was subsequently
canceled), one to Vanuatu, two to Bhutan, and
one to the Maldives. Collectively, US$40.9 mil-
lion has been approved for multiprojects,
while the actual amount lent was US$37 mil-
lion. The average loan size for the 11 realized
projects was US$3.5 million. Most multi-
projects included 5-6 subprojects, but the
range was from 2 to 12. The last multiproject
was approved in 1988.

ADB’s experience with multiproject
lending has been poor. Of six PPARs on
multiprojects, three were rated as generally
successful and three as unsuccessful. Project
completion reports (PCRs) rated three
multiprojects as generally successful and
one as partly successful, but subsequent
review suggests the results may be less
positive.

Factors contributing to poor performanceFactors contributing to poor performanceFactors contributing to poor performanceFactors contributing to poor performanceFactors contributing to poor performance
The poor performance of multiprojects was
primarily because of weaknesses in the
project loan cycle, such as insufficient attention
to project rationale. Since multiprojects were,
for the most part, assemblies of unrelated
subprojects, it was important that the rationale
for each subproject be well developed.

Frequently, rationale appears to have been
given only superficial consideration, perhaps
because many subprojects were very small
(about US$600,000 on average). Little
evidence exists that subprojects were based
on sector studies. In several cases, the
economics of the subprojects were not sound.
Some subprojects appear to have been
included to meet concerns that loan sizes were
too small, or to address a crosscutting issue but
with insufficient attention to the technical merits.

These observations point to poor project
preparation. None of the multiprojects was
founded on project preparatory technical
assistance. In several cases, fact-finding and
appraisal missions were combined. Mission
teams were usually small, causing mission
members to review subjects not in their field of
expertise. Some subprojects, included late in
the loan processing cycle with only minimal
appraisal, necessitated more review and
special administration missions later. Failure to
follow fully the operational procedures for loan
processing and implementation resulted in
wasted resources and in unsuccessful projects.

In part, the poor design of subprojects
was attributable to weaknesses concerning
consultants. In some cases, consultants were
called upon to design and appraise a sub-
project, a measure that raises the question of
their objectivity in either function. In other
cases, the consultant presented a design with
flaws that were not identified until the imple-
mentation stage by the contractor. Sometimes
the contractor was the source of the problem.

Poor project preparation is reflected in
poor project implementation. Too little provi-
sion was made in many cases for institution
strengthening. Executing and implementing
agencies experienced difficulties understand-
ing or complying with ADB procedures and
standards. The executing agency often failed
to establish benefit monitoring and evaluation
systems, and implementing agencies failed
to supervise consultants and contractors
properly. ADB supervision was insufficient in
some cases, reflecting the low priority ac-
corded to such small-scale projects. Account-
ability within ADB for monitoring multiprojects
was weak. Ownership of multiprojects at the
country level was also weak. Insufficient effort
was made to consult with the expected

Special study

Small projects in the smaller developing
member countries, such as Vanuatu, are a
vital part of development.
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beneficiaries and to involve the administrative
authorities or local governments ultimately
responsible for maintaining the subprojects.
Supervision of implementation would have
been more thorough if it had been linked with
responsibility for sustainability. The number of
subprojects and their lack of complementarity
may have undermined the sense of ownership.

The small economies of the DMCs in-
volved also contributed to low success rates for
multiprojects. Isolation and remoteness, toge-
ther with sociocultural factors, severe resource
limitations, and skill shortages, meant that it
was very difficult to identify and implement
projects with high economic internal rates of
return. This was especially the case with
projects designed to boost the productive
capacity and investment attractiveness of the
economies of smaller DMCs.

ADB’s focus during the 1980s on project
financing also appears to have hindered suc-
cess. The smaller DMCs have experienced
much lower success rates with ADB projects
than have large and medium countries. This
suggests a need for greater attention to the
policy environment and to the institutional
capacity of the smaller DMCs.

Improving project quality and performanceImproving project quality and performanceImproving project quality and performanceImproving project quality and performanceImproving project quality and performance
Small projects in the smaller DMCs are a vital
part of development. To discontinue funding
such projects is to presume that other aid
agencies can better support such projects,
and/or that larger projects are available for
ADB support with equal or higher rates of
return. Rather than presume either of these
positions, ADB might first consider measures
for improving the performance of
multiprojects.

To improve project quality under
multiproject lending, the following measures
are recommended: (i) multiprojects should be
more focused and their subprojects more
complementary; (ii) project preparation should
be much more thorough; (iii) institution streng-
thening should play a bigger role in multi-
projects; (iv) implementation should be more
closely supervised; (v) sustainability of sub-
projects should be better ensured through
appropriate pricing of project outputs based
on economic efficiency and full-cost recovery;
and (vi) greater attention should be given to
the environment for multiprojects and the
need to coordinate closely with other funding
agencies. Related to more general project
quality, the following measures are

recommended: (i) country operational strate-
gies should be well focused based on eco-
nomic, social, and sector analyses, sensitive to
sociocultural aspects, and well integrated with
other external assistance; (ii) project economic
and financial internal rates of return should be
more critically assessed; and (iii) consultants
and contractors who have performed well in
the smaller DMCs should be encouraged to bid
on multiprojects.

To improve the efficiency of multiproject
lending, the following measures are recom-
mended: (i) incentives to improve the success
rate for projects should be strengthened;
(ii) greater participation by project beneficia-
ries should be encouraged; (iii) ADB should
tighten the relationship between the benefits
and costs of projects through decentralization
of public administration, drawing on the prin-
ciples of marginal benefit taxation and
subsidiarity; (iv) ADB should consider ways of
invoking the self-interest of consultants and
contractors in project quality; and (v) ADB
should promote public-private sector partner-
ship, particularly through initiatives to make
more public sector investments bankable and
through a small country development facility
that would include a preinvestment fund, an
investment fund, and a program for capacity
building and policy support.

Efficiency and development considerationsEfficiency and development considerationsEfficiency and development considerationsEfficiency and development considerationsEfficiency and development considerations
Economy and efficiency in the use of resources
need to be encouraged in carrying out ADB’s
development mission. Unfortunately, economy

and efficiency tend to be related inversely to
loan size.

The measures suggested for improving the
performance of multiproject lending would add
to the cost of project preparation and loan
administration. A key consideration, therefore,
is whether the added costs would be justified in
terms of development impact and improved
success rate. This, then, raises questions about
when multiproject lending is appropriate. It is
suggested that the cost of lending through the
multiproject modality relative to the cost of
other lending modes be considered in specific
areas if a proposal for a multiproject loan is
raised during country programming.

ConclusionConclusionConclusionConclusionConclusion
Multiproject lending should be retained as
a financing modality for smaller DMCs to facili-
tate support for small projects. However,
multiprojects should be supported only when
these conditions are satisfied: (i) the
multiproject is focused around a few sub-
projects, each of which should have a strong
rationale and be complementary to overall
objectives; (ii) the institutional capacity of the
executing and implementing agencies to man-
age properly the multiproject is assured; and
(iii) any additional administrative expenses
from a multiproject is considered worthwhile in
view of favorable development impact. ■

Multiproject lending should be retained for
the Pacific and other small  developing

member countries.
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The People’s Republic of China and ADB
are working to improve economic effi-
ciency, provide environmental protection
and natural resource management, and
promote economic growth to reduce
poverty in the inland provinces.

The world of ADB
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