§

ADB THROUGH
THE DECADES

ADB’S THIRD DECADE (1987-1996)







ADB THROUGH
THE DECADES

ADB’S THIRD DECADE (1987-1996)




m Creative Commons Attribution 3.0 IGO license (CC BY 3.0 IGO)

© 2016, 2017 Asian Development Bank

6 ADB Avenue, Mandaluyong City, 1550 Metro Manila, Philippines
Tel +63 2 632 4444; Fax +63 2 636 2444

www.adb.org; openaccess.adb.org

Some rights reserved. First edition 2016.
Updated edition 2017.

ISBN 978-92-9257-921-0 (Print), 978-92-9257-922-7 (e-ISBN)
Publication Stock No. TCS178968-2
DOI: http://dx.doi.org/10.22617/TCS178968-2

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

ADB does not guarantee the accuracy of the data included in this publication and accepts no responsibility for any
consequence of their use. The mention of specific companies or products of manufacturers does not imply that they
are endorsed or recommended by ADB in preference to others of a similar nature that are not mentioned.

By making any designation of or reference to a particular territory or geographic area, or by using the term “country”
in this document, ADB does not intend to make any judgments as to the legal or other status of any territory or area.

This work is available under the Creative Commons Attribution 3.0 IGO license (CC BY 3.0 IGO)
https://creativecommons.org/licenses/by/3.0/igo/. By using the content of this publication, you agree to be bound
by the terms of this license. For attribution, translations, adaptations, and permissions, please read the provisions
and terms of use at https://www.adb.org/terms-use#openaccess

This CC license does not apply to non-ADB copyright materials in this publication. If the material is attributed
to another source, please contact the copyright owner or publisher of that source for permission to reproduce it.
ADB cannot be held liable for any claims that arise as a result of your use of the material.

Please contact pubsmarketing@adb.org if you have questions or comments with respect to content, or if you wish
to obtain copyright permission for your intended use that does not fall within these terms, or for permission to use
the ADB logo.

Photos in this publication are the property of ADB.
Notes:

In this publication, “$” refers to US dollars. ADB recognizes “Korea” as the Republic of Korea.
Corrigenda to ADB publications may be found at http://www.adb.org/publications/corrigenda



FOREWORD

To commemorate this event, ADB has produced ADB Through the Decades, a series of volumes

to provide a corporate chronicle over the past 5 decades of how ADB has evolved to engage
its shareholders and other development partners in delivering financial and advisory services to its
developing member countries in the Asia and Pacific region. Organized around key themes and topics
for each decade, the series documents ADB’s past work in such areas as strategic, operational, financial,
and institutional developments.

The year 2016 marks the 50th anniversary of the Asian Development Bank (ADB).

The series synthesizes materials from many different sources, building from ADB’s annual reports. The
five volumes serve as decadal background notes for ADB’s corporate history book, Banking on the Future
of Asia and the Pacific: 50 Years of the Asian Development Bank, to be launched in 2017. Together, the
history book and these volumes provide the first comprehensive corporate narrative on ADB’s history
since the previous ADB history book, A Bank for Half the World, was published in 1987.

Looking over the past 50 years, ADB has demonstrated a strong corporate continuity of being a
multilateral development bank with an Asian character and global outreach. More significantly, the
leadership of ADB has undertaken profound changes for the institution to stay relevant and responsive
in serving the changing needs and expectations of its developing member countries. This spirit of change
and innovation shall continue to drive ADB in the years ahead.

Reflecting on our history will give us a better insight for our work in the future. | hope that this
ADB Through the Decades series becomes a key reference for ADB staff as well as other stakeholders
from member countries, academic institutions, development partners, and civil society organizations.

TAKEHIKO NAKAO
December 2016
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DATA NOTES

grant, equity investment, and guarantee approvals of the Asian Development Bank (ADB). They
include sovereign and nonsovereign operations of ADB from 1967 to 2016. Approvals include ADB-
funded lending operations from ordinary capital resources (OCR) and the Asian Development Fund.
Cofinancing resources are discussed separately in the section “Financial Policies and Mobilization Efforts.”

I ending approvals data used in the five volumes in this series, ADB Through the Decades, refer to loan,

For both lending and technical assistance (TA) operations, regional breakdown is based on current
member economy groupings of ADB. Central and West Asia includes Afghanistan, Armenia, Azerbaijan,
Georgia, Kazakhstan, the Kyrgyz Republic, Pakistan, Tajikistan, Turkmenistan, and Uzbekistan. East Asia
is composed of the People’s Republic of China; Hong Kong, China; the Republic of Korea; Mongolia; and
Taipei,China. South Asia covers Bangladesh, Bhutan, India, Maldives, Nepal, and Sri Lanka. Southeast
Asia includes Brunei Darussalam, Cambodia, Indonesia, the Lao People’s Democratic Republic, Malaysia,
Myanmar, the Philippines, Singapore, Thailand, and Viet Nam. Finally, the Cook Islands, Fiji, Kiribati,
the Marshall Islands, the Federated States of Micronesia, Nauru, Palau, Papua New Guinea, Solomon Islands,
Timor-Leste, Tonga, Tuvalu, and Vanuatu comprise the Pacific developing member countries.

Lending data were sourced from two ADB databases, which use slightly different methodologies in
recording project information. The operational approvals from 1967 to 1996 (volumes 1-3) were
culled from the ADB loan, technical assistance, grant, and equity approvals database, which excludes
terminated instruments (loans, grants, equity investments, and guarantees that were approved but
terminated before their signing date). This database uses ADB’s old sector classification system.
Meanwhile, the operational approvals from 1997 to 2016 (volumes 4 and 5) were downloaded from
ADB’s Suite of Strategy 2020 Report of eOperations database which records gross approvals and follows
a new project sector classification. All data are as of 31 December 2016.

Technical assistance operations data refer to TA approvals funded by the Technical Assistance Special
Fund and Japan Special Fund only. For the first four volumes, the sources for the data are the loan,
technical assistance, grant, and equity approvals database (as of 31 December 2016.); and for the fifth
volume, ADB’s Operations Planning and Coordination Division, Strategy, Policy and Review Department.

Staff information include management, international, and national and administrative staff. They
include director’s advisors and assistants, staff on special leave without pay, and on secondment
status. Staff data are sourced from ADB’s Budget, Personnel, and Management Systems Department,
and may not tally with the numbers from ADB’s annual reports, which used different classifications
of staff data.
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» Confidence in the region was growing during the third decade
of the Asian Development Bank (ADB). Developing member
countries (DMCs) drew more economic strength from within the
region. There was much talk about the miracle of growth in Asia,
just as the risks of a financial crisis were looming.

* By contrast, donor member countries were facing tight
budgetary situations, and development assistance was getting

more difficult to secure.

t the turn of the decade, economic reforms
Ain the People’s Republic of China (PRC)

and India were beginning to bear fruit, and
confidence in both Asian giants was beginning to
grow. Confidence was growing in other parts of the
region as well. Motivated by the sharp appreciation
of the yen and following the Plaza Accord,
Japanese industries moved their manufacturing
industries into neighboring Asian countries. This
pattern was replicated by the newly industrializing
economies (NIEs), setting new flows of goods and
capital within Asia and the Pacific. Other parts
of the region also did well. In Southeast Asia,
the end of regional conflict provided room for
new policies, stability, and economic expansion.
Across the Association of Southeast Asian Nations
(ASEAN), a commitment to regionalism brought
discipline to the reform process. Several ASEAN
countries joined the international value chain

of manufactured development through strong
trade links with the PRC. As a whole, the region
continued to grow (Table 1).* Toward the end
of the third decade, there was much talk about
the miracle of growth in Asia, just as the risks of
financial crisis were looming.

In contrast, donor member countries were facing
tight budgetary situations and development
assistance was getting more difficult to secure,
compared to the past. This situation affected
all development institutions. Intense debate
was taking place on different aspects of
development assistance. These discussions
generated some conclusions and broad
consensus on certain issues. First, despite
ongoing political and economic changes in the
world, there continued to be a perceived need for
development assistance and for an active role of

See Appendix Tables A1.1 and A1.2 on selected economic and social indicators of the region.
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international financial institutions in the process.
Global challenges, such as those arising from
environmental degradation, poverty, economic
migration, and regional conflicts, required
international  cooperation, including well-
directed development assistance. The challenge
facing previously planned economies seeking
transformation to market-based economic
systems added a new dimension to this situation.
Second, economic reforms had started to take

their efforts by the major industrial countries
and the multilateral institutions would, while
meeting important development objectives,
also contribute importantly to growth and
employment in the industrial world. While
international financial institutions were generally
recognized as efficient channels for official
development assistance, they were increasingly
being called upon to demonstrate efficiency
and effectiveness, in view of the difficult fiscal

hold in many developing countries. Support for  conditions in industrialized countries.

Table 1: Population and Gross Domestic Product, Selected Regional Groupings, 1966-2015

Regions | 1966 | 1976 | 1986 | 1996 | 2006 | 2015 |

Developing Asia
GDP ($ billion) 163 426 1,014 2,937 6,412 18,063
Population (million) 1,718 2,173 2,626 3,124 3,555 3,903
GDP per capita ($) 95 196 386 940 1,804 4,628
Share of world GDP (%) 8 7 7 9 13 25
Share of world population (%) 51 52 53 54 54 53
Asia’s share of world GDP (constant, 2010 $) (%) 14 16 19 24 25 31

Latin America and Caribbean (excluding high-income economies)
GDP ($ billion) 117 411 706 1,894 3,030 4,855
Population (million) 244 314 392 471 544 605
GDP per capita ($) 481 1,306 1,800 4024 5,569 8,020
Share of world GDP (%) 6 6 5 6 6 7
Share of world population (%) 7 8 9 11 13 15

Sub-Saharan Africa (excluding high-income economies)
GDP ($ billion) 42 142 235 348 798 1,571
Population (million) 264 342 454 600 783 1,001
GDP per capita ($) 158 416 518 581 1,019 1,570
Share of world GDP (%) 2 2 2 1 2 2
Share of world population (%) 8 8 9 10 12 14

GDP = gross domestic product.

Notes: Gross domestic product is expressed in current $ billion. Developing Asia includes developing member economies of ADB. Asia
includes ADB’s regional developing and developed members (Australia, Japan, and New Zealand).

Source: The World Bank. World Development Indicators. http://dataworldbank.org/indicator/NY.GDP.MKTP.CD (accessed 7 December 2016).




Il. INSTITUTIONAL OVERVIEW

 Over the decade, ADB undertook major initiatives to
transform itself from a project financier into a broad-based

development institution.

* The expanding scope, diversity, and complexity of operations
led to changes in ADB’s strategic policy directions as well as
its functions and organizational structure.

ith the trends toward increased trade,
investment, and cooperation, the
development process had become

increasingly complex. ADB adjusted over the
years to respond to the new challenges. In its
early years, ADB was primarily a project financier,
focused on providing project lending to DMCs
to create new productive capacity and support
infrastructure designed to foster economic growth.
The Bank did not initially concern itself overly with
macroeconomic issues, as these were considered
firmly within the jurisdiction of the Bretton Woods
institutions. Responding to emerging needs, the
Bank started in the second decade to expand
its lending modalities and policy orientation by
introducing program and sector loans. The Bank
also gradually started to step up its lending for
social infrastructure projects and more deliberately
combined knowledge support with its lending, to
establishitself as a “regional resource center.” Over
the third decade, ADB undertook major initiatives
to transform itself into a broad-based development

institution able to coordinate closely with the
World Bank and the International Monetary Fund,
while maintaining a strong regional perspective
and promoting and facilitating the mobilization of
additional development resources for the region.

The decade started with a focus on strategy. An
external panel of eminent development experts
was commissioned to study the role of ADB
in the 1990s,> which came out with a report
that emphasized social infrastructure, living
standards of the poorest groups, and protection
of the environment as new priorities. A range
of new policies and strategies were approved
or updated throughout the decade. As donor
expectations evolved, there was greater emphasis
on effectiveness in the delivery of development
assistance. ADB responded by strengthening
its internal procedures and giving greater
attention to project quality. Lending picked up
considerably, with the PRC and India looking
for more support while regional activities began

2 ADB.1989. The Asian Development Bank in the 1990s: Panel Report. Manila.



ADB Through the Decades

ADB’s Third Decade (1987-1996)

to grow. New members such as Central Asian
republics joined, and some existing but nonactive
members renewed their regular links with ADB
(Cambodia and Viet Nam). For the first time in
1994, ADB’s lending program ran up against the
lending headroom and had to be frozen. After
some delay, the ceiling was relaxed and normal
operations resumed. To centralize its operations,
ADB moved to a new headquarters, as its
activities had located to seven offices around
Metro Manila over the years.

A. Membership

Nine new members joined the Bank over
the period. With the collapse of the former
Soviet Union in December 1991, the Asia and
Pacific region gained six independent states, three
of which would become ADB members during
the period: Kazakhstan and the Kyrgyz Republic
(1994), and Uzbekistan (1995). Four Pacific

DMCs also joined: the Marshall Islands and the
Federated States of Micronesia (1990), Nauru
(1991), and Tuvalu (1993). The remaining new
members were Mongolia and Turkey (1991).
By the end of the third decade, ADB had
56 members (40 regional and 16 nonregional).

B. Leadership
1. Presidents

President Masao Fujioka resigned in 1989 upon
reaching 65 years of age and after 8 years in
office. His last day was on 23 November 1989.

On 12 September 1989, the ADB Board of
Governors unanimously elected Kimimasa Tarumizu
to succeed President Fujioka (see Box 1). President
Tarumizu assumed office on 24 November 1989.
He resigned in 1993, after 4 years in office, citing
health reasons.

postings in London, New York, and Washington, DC.

Box 1: Fifth ADB President Kimimasa Tarumizu
(24 November 1989-23 November 1993)

Kimimasa Tarumizu was 59 when he was appointed ADB’s fifth President. A graduate of Tokyo
University Faculty of Law, he joined Japan’s Ministry of Finance in 1953, where he served for
32 years in various positions including Chief of Tokyo Customs and Senior Advisor to the Minister.
Prior to joining ADB, he had wide experience in international finance including several overseas

President Tarumizu was consensus-minded. Under his leadership, interactions between the Board and Management
increased, and Board members became more involved in important operational matters. ADB’s annual lending
commitments rose to almost $5 billion. One of his hallmarks was his concern for the “poorest of the poor.” During his
tenure, ADB redirected its financing activities toward more socially oriented development assistance programs. Regional
cooperation was also given renewed emphasis, particularly with the establishment of the Bank’s Greater Mekong
Subregion Program. ADB formalized its strategic planning process and strengthened country programming. On the
borrowing front, ADB entered new markets with the launch in 1991 of a $300 million “Dragon Bond” issue, which was
offered simultaneously in the capital markets of Hong Kong, China; Singapore; and Taipei,China. President Tarumizu
also oversaw the inauguration of ADB’s new headquarters in Mandaluyong. He would also be credited for important
improvements in staff policies, increasing transparency in recruitment and promotion, enhancement of training, and
provision of opportunities to female staff.

President Tarumizu resigned from ADB in 1993 and passed away due to heart failure on 21 February 2009, in Japan, at the
age of 78.

Sources: D. Wilson. 1987. A Bank for Half the World: The Story of the Asian Development Bank. Manila; other ADB sources.




In September 1993, the Board of Governors
unanimously elected Mitsuo Sato to succeed
President Tarumizu as ADB’s sixth President
(Box 2). President Sato assumed office in
November 1993 and would serve until 1999.

2. Vice-Presidents

There was significant rotation among the three
Vice-President (VP) posts over the decade.? In
1987, the Board of Directors (BOD) reappointed
Stanley Katz for a 2-year term as VP Finance
and Administration, effective 1 April 1988.
Just 4 months later, on 1 August 1988, In Yong
Chung took over the post for a 5-year term,
and Katz was redesignated as VP Operations,
succeeding Narasimham who had resigned.
Chung was Deputy Prime Minister and Minister
of Economic Planning of the Republic of Korea
from May 1987 to February 1988 and, prior to
that, Minister of Finance (1986-1987). Katz
would himself retire from the Bank in October

Institutional Overview

1990 and be replaced by William Thomson.
Prior to his appointment as VP Operations,
Thomson was the United States (US) Alternate
Director on the Bank’s Board of Directors. He
had previously worked for 16 years in various
capacities in the US Treasury Department.
Thomson would resign from his position in June
1994 and be replaced by Peter Sullivan, who was
also from the US and had been working for ADB
since 1975. Prior to his VP appointment, he was
ADB General Counsel.

Gunther Schulz was reappointed for a further
3-year term from 1 July 1989 and redesignated
as VP Finance and Administration, succeeding In
Yong Chung, who took over as VP Projects. Schulz
would be reappointed for a further 3-year term
beginning 1 July 1992. He would retire from ADB
in June 1995 and be succeeded by Pierre Uhel.
Prior to his appointment, Uhel (from France) was
Executive Director at the African Development
Bank representing Belgium, France, and Italy.

2002, at the age of 69.

Box 2: Sixth ADB President Mitsuo Sato
(24 November 1993-15 January 1999)

With a career spanning more than 3 decades in Japan’s Ministry of Finance, President Mitsuo
Sato was considered an expert in international taxation. Born in 1933, he was a graduate of Tokyo
University Faculty of Law. He joined the Ministry of Finance in 1955. In 1966, he completed a
1-yearinternational program specializing in taxation in developing countries at Harvard Law School.
From 1970 to 1973, he served overseas as Senior Economist in the Fiscal Affairs Department of
the International Monetary Fund. He later served as a member of the Policy Board of the Bank of Japan and as Director
General of the Customs and Tariff Bureau. Before joining ADB, he was Deputy President of the Tokyo Stock Exchange.

President Sato would lead the Bank through one of Asia’s most challenging periods following the onset of the Asian
financial crisis in 1997. During his tenure, ADB expanded its mandate significantly from being a project financier to a
broad-based development finance institution, committed to pursuing social development objectives. President Sato
oversaw the introduction and implementation of several financial policies and major policy reforms on good governance,
gender equity, indigenous peoples, and working with nongovernment organizations. In times of widespread budgetary
constraints, the President brought about satisfactory outcomes to the negotiations for ADB’s fourth general capital
increase and the sixth replenishment of the Asian Development Fund.

President Sato resigned from the Bank in 1999 for personal reasons. He died of heart failure in Tokyo on 20 October

Sources: D. Wilson. 1987. A Bank for Half the World: The Story of the Asian Development Bank. Manila; other ADB sources.

The three Vice-President posts at the time were (i) VP Finance and Administration, responsible for financial, administrative, and other

service functions; (ii) VP Operations, covering development policy, country economic, and general economic work, country programming,
and central loan administration; and (iii) VP Projects, responsible for sector work and processing and implementation of loan and TA projects.
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In 1993, Bong-Suh Lee was appointed as VP
Projects to replace Chung. At the time of his
appointment, Lee was an adviser to the Korea
Institute for Industrial Economics and Trade, and
the Korea Energy Economics Institute.

C. Budget, Staffing, and Other
Organizational Matters

1. Budget

Owing to limited resources and a more cautious
approach of the Bank, the internal administrative
expenses budget grew modestly at an annual
average of 8% over the third decade. This was
less than the annual growth in the number of
loan projects approved (9%) and much less than
experienced in the previous decade.* By the end
of 1996, actual internal administrative expenses
amounted to $184 million, against an initial
budget of $190 million and adjusted budget of
$188 million. An integrated planning process
linking the medium-term work program and
the budget framework was introduced in 1991
(see section I11.B.1).

2. Staffing and Human
Resources Policy

By the end of the third decade, there were
1,961 ADB staff from 43 member countries,
including 673 international and management
staff and 1,288 local staff. This represented a
22% increase compared to the previous decade.”
Along with the change in focus, the Bank’s
staffing requirements evolved. There was a
gradual increase in emphasis given to economic
planning and policy analysis skills as well as the

hiring of staff with interdisciplinary background.
Women were also actively encouraged to apply
for professional positions.®

In 1988, the Bank undertook a comprehensive
study to estimate its future staffing requirements
and developed a staff planning model (the
STAFFPLAN model). To support its first Medium-
Term Strategic Framework (MTSF),” the Bank
presented its first human resource strategy paper
in 1993. It would be finalized and adopted in
1996. The paper introduced a strategic planning
and policy framework for key human resource
management processes, including (i) recruitment
and staffing, (ii) performance management, (iii)
position classification, and (iv) professional staff
salary and administration.

There was a strong emphasis on promoting staff
learning and development, given the dynamic
and constantly changing regional environment.
Bankwide task forces were commissioned
throughout the decade to review staff training
and development activities, resulting in an action
program that strengthened career planning and
development. Training programs gave special
attention to areas of increasing significance
to ADB, including sector analysis and strategy
development, good governance and capacity
building, environment and social analyses, and
policy analysis and reform. By the end of the
decade, apart from in-house training, staff could
also avail of external learning events, staff study
tours, leave of absence for staff development,
education assistance, temporary assignments
within the institution, job rotation,® and computer-
based self-learning programs. The External
Assignment Program assigned selected staff to
development agencies in DMCs. Meanwhile,
to improve the skills of current and potential

In the second decade, the Bank’s internal administrative expenses budget grew at an annual average of 25% from 1977 to 1981 and 9% from

1982 to 1986, after the Budget Review Committee of the Board was established. By contrast, the number of loan projects grew at annual rate

of just 3%.

At the end of 1986, there were 1,604 staff from 37 member countries (599 international and management staff and 1,001 local staff).
In 1990, in line with efforts to increase women’s representation among professional staff, the Bank adopted a policy statement and action

plan to promote the recruitment and career development of women professionals. An interdepartmental advisory committee on women
professionals was established to assist in monitoring and implementing the policy.

ADB. 1992. The Bank’s Medium-Term Strategic Framework, 1992-1995. Manila.

A job rotation scheme was introduced in 1988 to give high-potential staff exposure to different areas.



managers, the Manager Development Program
was introduced in 1991. In 1993, the Professional
Growth Promotion Guidelines were issued for
operational job streams of professional staff.
Similar guidelines were prepared for supporting
staff. The Special Separation Program, approved
in 1994, provided for the voluntary separation of
staff. Thisimproved staffing flexibility and provided
better career opportunities for the remaining staff.

Staff compensation and benefit packages,
including salary increase, insurance coverage,
staff retirement plan, housing,” and education
grant support,!® were also reviewed regularly. In
1996, a comprehensive review of the professional
staff salary policy and structure was completed. It
recommended the continuation of a market-based
approach for the determination of professional
staff salary, using the World Bank wage structure as
a benchmark. Further, revisions to the retirement
plan were approved in 1996.*

In 1987, for the first time, a formal grievance
procedure with an Appeals Committee was
established, allowing staff to seek review of
individual grievances concerning the terms and
conditions of their employment. In 1990, a
Personnel Handbook codifying the institution’s
personnel policies and practices was completed.
The ADB Administrative Tribunal was set up in
1991 to serve as an independent external and
impartial appeal mechanism for the resolution
of employment disputes. Meanwhile, a major
review of Professional Staff Performance
Evaluation practices was undertaken in early
1992, introducing new rating classification
and evaluation criteria for professional staff at
different levels. In 1993, similar changes were
introduced for supporting staff.

10 In 1987, the staff housing loan program became operational.

cost of education.
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3. Office Accommodation

After occupying its previous location on Roxas
Boulevard for 19 years, ADB finally moved to
its new headquarters in Mandaluyong in March
1991.12 The new building was inaugurated by
then Philippine President Corazon C. Aquino
on 31 May 1991. The move allowed the Bank to
centralize its operations, which had expanded
to seven locations around Metro Manila. Sitting
on a six-hectare site, the new headquarters
consisted of a nine-story office block and a two-
story facility block. Apart from office space, the
building provided for a library, training center,
communications center, computer center,
auditorium, conference rooms, printing center,
records center, cafeteria and dining room,
telephone exchange, post office, commercial
bank, and staff recreational facilities. The Bank
would introduce several energy conservation
measures in the building in the latter part
of the decade.

4. Resident Missions

In line with the greater emphasis on country focus
and improving project quality, six new resident
missions were opened in 1987 (Indonesia),
1989 (Nepal and Pakistan), 1992 (India), and
1996 (Cambodia and Viet Nam). In addition,
three representative offices were established in
donor countries to obtain a broader and more
direct access to ADB’s constituencies. The
North American Representative Office opened
in 1995 in Washington, DC to facilitate better
communication with the governments of Canada
and the US, and to liaise with their development
communities, businesspersons, academe, and
nongovernment organizations. The Japanese

In 1993, the Bank revised the educational grant entitlement for both duty station and out-of-duty station schooling to reflect increases in the

The revisions included an increase in the pension accrual rate for pensioners who retired prior to 1987; the introduction of a dual-currency

option for payment of pensions; and a change in the methodology for determining the conversion rate for the currency option.

12

The new building was initially supposed to be completed by early 1988. Contractors were not able to meet the initial deadline.
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Representative Office in Tokyo, Japan was
opened in 1996 and would play an important role
in strengthening ADB’s resource mobilization
efforts by promoting cofinancing with official and
commercial sources. Thethird office, the European
Representative Office in Frankfurt, Germany,
opened in 1996 to enhance public awareness
about ADB among its 14 European shareholders.
By the end of 1996, there were 11 field offices
worldwide (excluding the headquarters in Manila):
seven resident missions,™ one regional mission,*
and three representative offices.

5. Computerization

Through ADB’s Office of Computer Services,
progress was made in upgrading technologies
and automating office processes to meet the
expanding volume of operations. In 1987, new
systems were implemented to facilitate onsite
economic analysis of agriculture projects, monitor
the status of internal Bank procurement activities,
and administer borrowing transactions. In 1990,
the mainframe computer data communications
networkwas expanded. Other activities progressed
in accordance with the 3-year (1989-1991)
Computer and Office Automation Program

approved by the Board. By 1992, expanded
data communications network offered online
mainframe access to about 1,800 terminals.

The Task Force on Information Technology
(IT) Strategy was established in August 1991 to
formulate a cost-effective IT strategy to support
the Bank’s mission and strategic objectives (up
to the end of 1996) as outlined in the medium-
term strategic framework. It provided for the
implementation of cost-effective and efficient
information and office automation systems;
establishment and enhancement of an IT
infrastructure to facilitate information flow;
improvement of communication and coordination
among departments; enhancement of operational
capacity; and provision of effective end-user
supportinthe proper and efficient use of computer
systems. In 1994, network, Windows, and client-
server-based platforms were implemented;
and local area network servers, gateways, and a
Bankwide electronic mail system were installed. By
1995, the ADB homepage, http://www.adb.org
was launched, and the Lotus Notes infrastructure
was completed. A review of the Information
Systems Strategy was initiated in 1996, when work
on the local area network was also completed.

3 The Bank opened its first resident mission on 20 July 1982 in Bangladesh.
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The Board approved the opening of the Bank’s South Pacific Regional Mission in Vanuatu in 1984.



6. Important Organizational
Changes

The increase in scope, diversity, and complexity of
the Bank’soperationsledtochangesinitsfunctions.
Adjustments were made to the organizational
structure. A major step toward regionalizing
the Bank’s operations came in 1987 with the
establishment of six country-based divisions in
the reorganized Agriculture Department. The
Bank’s Environment Unit, attached to the Office
of the Director, Infrastructure Department, was
established in 1987 to integrate environmental
dimensionsinthe Bank operations. It was upgraded
to adivisionin 1989, and subsequently elevated to
the Office of the Environment in 1990. Likewise, a
Private Sector Department was created to act as
focal point for private sector activities within the
Bank in 1989.

In 1991, a Strategic Planning Unit was created
to assist Management in the strategic planning
process, including formulation, implementation,
monitoring, and evaluation of the medium-term
strategic plan. This unit reported directly to the
President, and was renamed the Strategy and
Policy Office in 1994 when it was merged with the
then Development Policy Office. It was created
to assist Management in the strategic planning

Institutional Overview

process, including formulation, implementation,
monitoring, and evaluation of the medium-term
strategic plan. The Infrastructure Department
was also reorganized to establish country-based
divisions. In 1992, a Social Dimensions Unit
was established to integrate cross-cutting social
dimensions into the Bank’s operations.

A major internal reorganization was approved by
the Boardin 1994 to give ADB operations a sharper
country focus and use resources more efficiently.
The reorganization (which became effective on
1 January 1995) was based on broad geographic
specialization (East and West) at the regional
Vice-President level, functional specialization
(programs and projects) at the department level,
and technical specialization at the division level.
Under the structure, VPs were in charge of all
operating functions for countries under them.
The central policy offices (including the Strategy
and Policy Office, the Office of the Environment,
and the Social Development Office) would report
directly to the President. The functions of the VP
Finance and Administration remained unchanged.
The Office of Cofinancing Operations was
established in 1996 to mainstream cofinancing
activities in ADB operations. ADB’s organizational
structure at the end of the third decade is found
on pages 62-63.




[Il. STRATEGIC DIRECTIONS
AND OPERATIONAL AGENDA

* The decade started with a strong focus on strategy, which
continued throughout. ADB formalized its strategic planning
process and articulated a consolidated statement of corporate
objectives over the medium term. A range of new policies and
strategies were approved and/or updated.

* ADB more deliberately combined knowledge support with its
lending to bolster its role as a broad-based development institution.

A. Review of the Bank’s
Role in the 1990s

t the Annual Meeting in 1987, several
‘ \ Governors called for a review of ADB’s role
in the 1990s. Consequently, an external
panel was commissioned to assess the role and
distinctive contribution that the Bank could make
in response to the changing needs of its DMCs.
The panel was chaired by the former Japanese
foreign minister, Sabura Okita and included
John M. Hennessy (former US Assistant Secretary
for International Affairs); Emilevan Lennep (former
Secretary-General, Organisation for Economic
Co-operation and Development); Mohammad
Sadli (Indonesian policymaker and economist);
and Amartya Sen (who would be awarded the
Nobel prize for economics in 1998).

The Panel Report, The Asian Development Bank
in the 1990s, was completed in January 1989.1°
Its recommendations covered a wide range of
activities, and emphasized new strategic priorities
andchangestoADB’soperationalagendaincluding
(i) support for social infrastructure (especially
public health and education); (ii) improvement
of living standards of the poorest groups, with
special attention to women; and (iii) protection
of the environment. ADB’s public sector support
was to be reoriented in line with these new
priorities. The Panel also recommended that the
Bank take a more active role in helping to promote
the private sector (directly or indirectly) and
called for broader policy dialogue with DMCs.

The Panel proposed a number of operational
modifications related to improvements in project

5 ADB. 1989. The Asian Development Bank in the 1990s: Panel Report. Manila.



appraisal and implementation  techniques;
greater support in the field of population through
public education and health projects; expansion
and reorientation of technical assistance (TA)
in support of the new priorities; review of ADF
resources eligibility; more active participation
in donor coordination activities; expansion of
cofinancing activities; increased used of financial
innovations; and the need to intensify efforts to
foster regional cooperation. The Panel noted that
the implementation of its recommendations would
entail significant reorganization of the Bank’s
structure as well as strengthening of its staff.

B. Revised Operational Agenda

In line with the Panel recommendations, ADB
adopted several measures to enhance its
development role on one hand, and to improve the
effectiveness and efficiency of its operations on
the other.

1. Strengthening the Planning
Process

The Bank established an internal task force in 1990
to assess its existing institutional arrangements for
strategic planning. In its report completed in early
1991, the task force concluded that while the
identification of strategic objectives and planning
took place at a number of levels within the Bank,
there was no coordination between activities, nor
was there a consolidated statement of Bankwide
objectives for the medium term. Management,
therefore, established the Strategic Planning
Unit in July 1991 to introduce a formal strategic
planning system.*®

The Strategic Planning Unit undertook three

major steps to determine the Bank’s program
of operations: (i) articulation of development
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objectives which, while emphasizing economic
growth, would increasingly address social
concerns and environmental protection;
(ii) adoption of a country focus in all aspects of
operations; and (iii) planning steps that would
facilitate translating the objectives and country
focusinto operational programs. A better linkage
was also sought between the operational program
and budget. In addition to the preparation of
various country-focused documents (including
country strategies and operational plans),
the key features of the strategic planning
process included the Medium-Term Strategic
Framework (MTSF) paper; the Planning and
Budget Directions by Management; and the
Three-Year Rolling Work Program and Budget
Framework, leading to the Bank’s budget for the
succeeding year. The BOD was closely involved
in the process, through discussion of the 3-year
rolling work program and the annual budget.
This process is still in place to date.

In March 1992, the Bank adopted its first MTSF
covering 1992-1995." |t defined five strategic
objectives: (i) promotion of economic growth,
(i) reduction of poverty, (iii) improvement
of the status of women, (iv) progress in
population planning, and (v) promotion of
sound management of natural resources and the
environment. To achieve these objectives, the
role of the private sector as well as efficient
public sector management were emphasized.
It also highlighted the Bank’s mandate in
fostering regional cooperation. The MTSF was
updated annually, taking into account feedback
from ongoing Bank operations, developments
in the global and regional environment as
well as DMCs’ views. The MTSF, 1995-1998
replaced the objective of facilitating progress
in population planning with a broader strategic
objective of human development (including
population planning).*®

The Strategic Planning Unit was created under the Office of the President in 1991. As part of ADB’s broader reorganization in 1994, the unit

was merged with ADB’s Development Policy Office to become the Strategy and Policy Office, which was upgraded as the Strategy and Policy

Department in 2000.

17" ADB. 1992. The Bank’s Medium-Term Strategic Framework, 1992-1994. Manila.
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2. Broadening Operational Agenda

With the adoption of strategic planning, the Bank
began to increase its attention to social concerns
and environmental issues, and to do so in a more
systematic way. As part of this effort, a new project
classification system was introduced in 1992 to
monitor the conformity of ADB lending programs
with its broad development strategic objectives. At
the same time, the Bank established a target that
projects addressing cross-cutting concerns other
than economic growth should account for at least
50% of the total number of loans. Such targets were
considered necessary to build the Bank’s capacity
in these areas.

As an important element of the increased
emphasis on strategic planning, all major sectors
in which the Bank was involved were reviewed.
Common issues were identified to ensure project
success across sectors: (i) a DMC must have a
conducive policy environment that includes the
interaction of economywide and sector policies;
(i) the complementary and reinforcing role of
public and private sectors must be strengthened;
(i) institutional capacity must be adequate to
design and implement policy at the sector level
and to implement projects at the executive agency
level; and (iv) project viability must be ensured
by adequate tariff levels and by providing for
operation and maintenance expenditure in project
design. Further, issues related to private sector
development, public sector management, human
resource development, and natural resource
management should cut across all sectors and
permeate all levels of operations. New policy
areas emerged. Good governance linked to sound
development management was articulated as
a new policy. The Bank also actively started to
work on promoting closer interaction among
economies in the region in support of the regional
cooperation agenda. Several steps were taken to
improve operational practices and procedures.
Organizational structure and staffing were also
reviewed and adjusted.

3. Strengthening Economics
and Research Work

In the beginning of the decade, the difficult
international economic environment led DMCs to
prioritize effective resource mobilization, efficient
resource allocation, and investment activity. The
Bank responded through intensified research
programs and policy dialogue designed to assess
and address the changing needs of DMCs. The
Economics Office was renamed the Economics
and Development Resource Center (EDRC),
serving as the focal point for the Bank’s economic
andresearchwork. Overthedecade, EDRCsought
to increase its involvement in ADB’s operations
and strengthen its role as a development resource
center. To do so, EDRC worked more closely
with the Project and Programs Departments to
strengthen their macroeconomic and sector work.
This included modification of macroeconomic
models, development of economic evaluation
guidelines, participation in country operational
strategy studies, country programming and
appraisal missions, and provision of sector
studies. At the same time, it provided advisory TA
in various areas, and served as resource persons
at local, regional, and international conferences
and seminars.

In-House Research and Special Studies.
EDRC continued to undertake research on
macroeconomic and microeconomic aspects
of development, covering the following topics:
regional cooperation (e.g., growth triangles);
agriculture policies (rice market, revitalization of
rural Southeast Asia, fertilizer subsidies, rural credit
delivery systems, commodity price projections);
international economics (foreign trade barriers,
regional cooperation, trade in services); public
finance (public sector development expenditure);
macroeconomic policies (East Asian economic
development, exchange rate policies and
financial sector issues, impact of the integration
of the European Economic Community on DMCs,
international capital flow and external debt




issues, foreign direct investments, demographic-
economic forecasting); and special topics in
developmenteconomics (economic consequences
of aging, population growth and distribution,
urbanization and the environment, HIV/AIDS).
Sector-oriented research included project-related
issues such as the estimation of shadow pricing
for project approval; disease impact assessment;
economic analysis of education and water supply
projects; and estimation of the poverty alleviation
impact of agricultural projects. Country- and
region-specific research was also undertaken, and
an active TA program was maintained to assist
DMCs in the development and strengthening of
statistical systems and services, with increasing
priority accorded to strategic areas such as
poverty reduction, the environment, women in
development, and social development.

Other Operational Support. EDRC also oversaw
the economic evaluation of loan and TA activities,
participating in the appraisal process of new loans
and TA projects and in their evaluation upon
completion. In line with the recommendations of
the Task Force on Improving Project Quality (see
section V.B), new Guidelines for Economic Analysis
of Projects were issued in 1996. The Guidelines
for Economic Analysis of Telecommunications
Projects were also prepared, and work was begun
on guidelines for economic analysis of urban
development projects, benefit measurements for
rural electrification, and best practice studies for
power projects. A Board information paper on
Bank criteria for subsidies was also prepared.

Strengthening of Statistical System. In 1990,
EDRC began work on a computer-based statistical
data bank, consolidating socioeconomic data
on DMCs for use by the Bank and its member
countries. The database became operational
in 1992. ADB collaborated closely with other
international organizations to facilitate exchange
of statistical data. By 1996, the Statistics and
Data System Division (EDSD) homepage became
accessible to provide statistical data to both staff
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and external users. Regional TA projects were
undertaken to compile and disseminate social,
environment, and gender indicators. TA was also
provided to strengthen national statistical systems
in DMCs, particularly in the transitional economies
and those in the South Pacific.

Dissemination, Outreach, and Capacity
Building. The Bank continued to disseminate its
research findings through its research monograph
series: Economic Staff Papers, EDRC Report Series,
EDRC Occasional Paper Series, EDRC Technical Note
Series,and EDRC Statistical Report Series (all of which
would be consolidated a decade later into one
series, the ADB Economics Working Paper Series).
The center also produced the EDRC Policy Brief
Series for Management; as well as the Bank’s only
policy journal, the Asian Development Review; and
ADB’s annual flagship statistical publication, Key
Indicators of Developing Asian and Pacific Countries.
Anumberofnew publicationswerealsointroduced,
most notably the Asian Development Outlook,
which provides a broad view of economic progress
in the DMCs. EDRC also maintained its active
involvement in human resource development in
the region. The development of economic analysis
and provision of training to DMC officials were
promoted through programs in selected DMCs.
Technical assistance was provided for statistical
training; development of national accounts; and
training in macroeconomic management, taxation,
and financial policies. The Bank partnered with
other development institutions such as the Asian
Productivity Organization, the Association of
Development Research and Training Institutes
of Asia and the Pacific, and the International
Monetary Fund to support these learning activities
for DMC government officials. Conferences,
seminars, and roundtable discussions were held
on various economic issues with intensified
collaboration  with  national, regional, and
international institutions. The Annual Conference
on Development Economics was started in 1992
and served as a forum for the discussion of cutting-
edge research and thinking.




V. OPERATIONAL OVERVIEW

* The People’s Republic of China and India became active
borrowers as lending operations continued to expand and
regional activities began to grow.

* Over the decade, ADB reviewed and adjusted its approach in
a number of key sectors and thematic priorities in response
to changing circumstances. While energy and transport still
accounted for the bulk of total lending, ADB started to increase
its attention to social concerns and environmental issues.

* The Bank also increased its focus on policy dialogue and reforms.

A. Lending Overview

the third decade, reaching $43 billion, an

almost threefold increase from the second
decade, with 30% of lending financed from ADF.
Public sector and government-guaranteed loans
accounted for 96%, with the rest going to direct
private sector loans or equity. Annual lending
commitments grew at an average of 14% from
1987 to 1993 before dropping by 29% in 1994.
The decline was due to a combination of factors.
First, difficult negotiations for a new general capital
increase (GCI V) took over 8 years to complete.
As a result and for the first time, ADB’s lending
program hit the lending headroom in 1994. At the
same time, in response to the recommendations of
the Task Force on Improving Project Quality,” ADB
undertook a one-time spring cleaning of its portfolio

I ending operations continued to expand in

to weed out inactive and slow-moving projects, and
implemented a freeze on new lending activities. The
Bank used this opportunity to conduct a deeper
examination of the absorptive capacity of some
of its borrowers. Normal lending resumed in 1995
and 1996, back to 1992-1993 levels and above the
$5 billion annual mark (Figure 1).

B. Geographic Distribution

Compared to the previous decade, the geographic
distribution of ADB lending shifted, as the PRC and
India became active borrowers (each accounting
for 15% of total lending over the decade).
Consequently, the share of lending going to South
Asia and East Asia increased. Southeast Asia
continued to receive the greatest share, though
its share was reduced from 52% in the second

19 ADB.1994. Report of the Task Force on Improving Project Quality. Manila.
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Figure 1: Lending Operations by Fund Type, 1987-1996
($ million)
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Source: ADB loan, technical assistance, grant, and equity approvals database.

decade to 41% in the third. Lending to Indonesia
increased significantly, accounting for more than
half of lending to Southeast Asia. ADB resumed
lending to Cambodia and Viet Nam after a hiatus
of almost 2 decades.?® The share of lending to
Central and West Asia declined modestly from
18% in the second decade (1977-1986) to 14%
in the succeeding 10 years (1987-1996). ADB
new members (Kazakhstan, the Kyrgyz Republic,
and Uzbekistan) borrowed for the first time only

in the latter part of the decade. Afghanistan
stopped borrowing in 1979 and would not resume
activities until 2001, due to political factors. The
Pacific subregion continued to account for the
smallest share of lending, with Papua New Guinea
accounting for more than half of lending to the
Pacific. The top five borrowers over the third
decade were Indonesia (22%), the PRC (15%),
India (15%), Pakistan (13%), and the Philippines
(9%). Figure 2 shows lending operations by region.

Figure 2: Lending Operations by Region, 1987-1996
($ million)
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Source: ADB loan, technical assistance, grant, and equity approvals database.
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Viet Nam received no loans from 1975 to 1992. Cambodia did not borrow from 1971 to 1991. ADB resumed operations in Cambodia in
1991 after the Paris Peace Accord. ADB lending resumed in Viet Nam in 1992 when the US embargo was lifted. See R. Wihtol. 1988. The
Asian Development Bank and Rural Development: Policy and Practice. Hampshire: Macmillan Press. p.102.
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1. The People’s Republic of China:
Start of Operations

ADB’s operations in the PRC started in 1986,
at a time when the country was in the process of
moving rapidly from a centrally planned economy
to a market-oriented system. During the first
10 years of operation (1986-1996), ADB lending
in the PRC reached $6.3 billion. All loans were
financed from ordinary capital resources (OCR).
Lending was heavily concentrated on physical
infrastructure with transport and information and
communication technology (ICT) accounting for
41% of lending, and the energy sector accounting
for another 22%. The Bank’s lending operations
were complemented by its TA operations,
which amounted to about $100 million over the
same period. The Bank’s TA assisted the PRC in
preparing projects, instituting policy reforms, and
supporting institution building. The PRC’s lack
of access to ADF limited the Bank from playing a
key role in addressing social development issues
and issues that were at the core of the Bank’s new
MTSF. However, there was a significant evolution
in the composition and location of the Bank’s PRC
portfolio over the decade.

The first half of the decade (1986-1991) was a
formative stage in the relationship between the
Bank and the PRC. During this period, the PRC
borrowed mainly for its industries either directly or
through financial intermediaries. ADB operations
were largely in the eastern coastal seaboard, which
was the country’s economic heartland, chosen
by the PRC government to be developed as a
growth corridor for the whole country. During this
period, the Bank played a minor role in identifying
projects to finance. It was, by and large, the central
authorities who decided which projects were
to be funded. The second phase (1992-1996)
coincided with significant reforms and economic
development following Deng Xiaoping’s southern
tour. ADB operations grew rapidly. As a result of
continuous dialogue with the government on the
Bank’s desire to diversify its operational program to
cover more energy and infrastructure projects, the
government allowed provincial governments with

21

adequate foreign exchange repayment capacity
to borrow from ADB for selected infrastructure
projects. This led to a major shift in the portfolio
from industry and finance to infrastructure.
Apart from infrastructure, there was substantial
lending for the financial sector and environment-
related projects mostly in the industry sector.
There were also increased efforts toward making
cofinancing arrangements with the private
sector. By the end of the decade, ADB’s concern
about poverty reduction was better understood,
which led to a shift in regional focus into the
poorer interior provinces.?

2. India: Start of Operations

After opting to be a nonborrowing member for
2 decades, India decided to borrow from ADB
starting in 1986, mainly to access an additional
(although modest in the country context) source of
external finance. The first two country operational
strategy studies approved in 1986 and 1990
supported the Government of India’s strategic
thrust of developing a modern, technologically
progressive economy. From 1986 to 1996, ADB
lending reached $6.6 billion and was primarily
oriented to support the government program of
industrialization through loans to state-owned
financial intermediaries and public infrastructure
development (power, roads, railways, ports).
Projects in the energy and transport sectors
accounted for almost three-fourths (73%) of
total lending. The rest went to finance (16%),
public sector management (4%), multisector
(4%), industry and trade (2%), and water and
other municipal infrastructure services (2%). All
loans were financed from OCR. Unavailability of
ADF support precluded ADB assistance to the
agriculture and social sectors. Lending operations
were supported by TA, which amounted to
$35 million over the period.

Although ADB’s assistance clearly helped to
alleviateinfrastructure bottlenecks, links to reforms
and policy dialogue were weak for a number of
reasons: (i) ADB had just started operations in
India and was still getting to know the borrower,

ADB. 1998. Country Assistance Program Evaluation in the People’s Republic of China. Manila.



the sectors, and their issues—which was reflected
in the still relatively low number of projects; (ii)
ADB wanted its emerging relationship with India
to be supportive rather than confrontational; and
(iii) the political environment at the time was not
conducive to externally driven policy dialogue.
Several sector studies examining policy issues
were launched and ADB staff gradually engaged in
policy dialogue at the sector level.

After India started to introduce policy reforms
in 1991, there was greater scope to translate
sector policy dialogue into lending programs. The
government played a major role in designing the
reform measures. ADB responded by broadening
its operational focus to include institutional and
policy support. ADB’s swift response to India’s
balance of payment crisis in 1991 through the
Financial Sector Program Loan supported the
government’s wide-ranging sector reforms.
Subsequent country strategy (approved in 1996)
would emphasize support for financial sector
restructuring and the development of policy,
regulatory, and institutional frameworks in ADB’s
assistance for infrastructure development. It
would also shift the focus from central government
entities to state governments (Box 3). ADB’s
quick response to the crisis and its shift to state-
level operations, particularly in the northeastern
and other poorer states, strengthened relations
between ADB and the Government of India. The
government came to regard ADB as a valuable,
responsive development partner, which enabled
ADB to begin to address policy issues more
proactively through program loans as well as
project assistance.?

3. Focus on Transition Economies

Several DMCs were considered economies in
transition at the time: Cambodia, the PRC, the
Lao People’s Democratic Republic (Lao PDR),
Mongolia, Myanmar, and Viet Nam; as well as three
republics of the former Soviet Union (Kazakhstan,
the Kyrgyz Republic, and Uzbekistan). ADB’s
operational strategy in those countries centered on

22 ADB. 2007. Country Assistance Program Evaluation for India. Manila.

23 ADB. 1996. Annual Report 1995. Manila. pp.19-39.
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three types of assistance: (i) short-term assistance
to help their economies survive the shock of
restructuring; (ii) financing for development of
infrastructure, capital equipment, and technology
to raise efficiency and environmental standards;
and (i) policy advice to build market-supporting
institutions. ADB providedthisassistance withamix
of program and project loans, and TA grants. ADB
worked in close collaboration with the World Bank
and the International Monetary Fund, which were
providing policy advice related to macroeconomic
stabilization and structural adjustment programs.
ADB also collaborated closely with the European
Bank for Reconstruction and Development, the
United Nations Development Programme, and
a number of bilateral donors. ADB assistance
was accompanied by policy advice and sector
restructuring to ensure better governance and
appropriate macroeconomic and sectoral policies.

Short-term  assistance included agriculture
sector program loans to Kazakhstan, the Kyrgyz
Republic, Mongolia, and Viet Nam. Policy advice
focused on institutional reform, promotion of
competitive markets, improvement of agricultural
infrastructure,  facilitation of  restructuring,
privatization of state-owned enterprises, and
social and environmental concerns. Loans
to the industrial sector supported policy and
institutional reforms, private sector development,
and strengthening of the legal and regulatory
framework. Loans for infrastructure improvement
included construction of expressways in the PRC,
rural infrastructure improvement in Cambodia,
and integrated urban development in the Lao
PDR. By alleviating constraints in key sectors and
supporting key policy reforms, ADB sought to
improve economic efficiency and growth while at
the same time addressing environmental concerns.
ADB also conducted research and TA activities to
help countries understand the transition process
and its associated problems. ADB financed
projects for capacity building and institutional
development (for legal reforms, capital market
development, and banking sector reforms) and to
promote regional cooperation.?
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Box 3: The Beginnings of State-Level Lending in India

Economic liberalization, coupled with an expansionist fiscal stance of the Government of India in the late 1980s,
accelerated the country’s economic growth. However, it also led to widening fiscal deficits. The fiscal imbalance spilled
over into the balance of payments, and the sharp increase in oil prices caused by the Gulf crisis (1990-1991) triggered
an economic crisis in India. National transfers to the states continued to decrease, and the government allowed reform-
oriented states to negotiate loans from multilateral institutions.

Around the same time, Asian Development Bank (ADB) was in the process of revising its country operational strategy
(COS) for India, and agreed, for the first time, to support state governments. The COS (completed in 1996) outlined a
strategy for state-level public resource management reforms, which focused on three areas: fiscal consolidation, state-
owned enterprise (SOE) reform, and enabling of private sector participation. During the COS formulation, an ADB mission
visited Gujarat, Maharashtra, Punjab, and Tamil Nadu to identify potential states for ADB support. Gujarat was the first
to be selected; a decision influenced by the fact that in 1992 the Gujarat state government had already constituted the
Gujarat State Finance Commission, which released a set of recommendations in 1994 on how to address its deteriorating
fiscal condition. ADB thus started a partnership with Gujarat, a progressive and reform-oriented state with a culture of
market orientation, private entrepreneurship, and tradition of good administration and governance.

Being the first state-level public sector resource management loan, two factors characterized the formulation of the
Guijarat Public Sector Resource Management Program. First, the program was designed by ADB staff in conjunction with
Guijarat state government officials, drawing largely on the recommendations of the Gujarat State Finance Commission.
Second, it was completed over a relatively short time—9 months from reconnaissance to loan agreement. The ADB Board
eventually approved a $250 million loan for the program in December 1996. This marked the beginning of a strategic
shift in ADB operations for India toward active state-level operations. The program was expected to (i) strengthen state
finances and their prudent management, (ii) reform SOEs contributing to the state economy, and (iii) encourage private
sector participation in infrastructure development in the state.

This was the first program loan provided by any multilateral development bank to a subnational government in India
(or any ADB developing member country). ADB was to lead the way in directly supporting state fiscal adjustment and
structural reforms to be complemented by sector support (in energy, roads, railways, ports, and telecommunications)
emphasizing private sector participation. Through succeeding decades, ADB would follow with similar loans in Madhya
Pradesh (1999), Kerala (2002), Assam (2004 and 2008), Mizoram (2009), and West Bengal (2012). Other development
partners would follow ADB’s lead in targeting assistance to states. An independent evaluation of ADB’s program in India
concluded that the strategic shift from central to state-level operations helped improve the geographic and institutional
focus of ADB’s country program to India, which, together with comparatively high sector selectivity, facilitated a more
efficient and effective use of ADB’s resources. It was also seen as being instrumental to improving relations between ADB
and the Government of India.

Sources: ADB. 2007. Country Assistance Program Evaluation for India. Manila; ADB. 2007. Project Performance Evaluation Report on India:
Gujarat Public Sector Resource Management Program. Manila; ADB South Asia Department.

C. Sectoral Developments 1. Energy

Energy and transport accounted for half of total
lending over the decade, followed by agriculture
(16%), finance (11%), water* (8%), education
and industry (5% each), health and multisector
(2% each), and public sector management (1%)
(Figure 3). Over the decade, ADB adjusted its
approach in a number of key sectors, in response
to changing circumstances.

24 o .
Includes other municipal infrastructure and services.

ADB lending to the energy sector reached over
$11 billion (a 176% increase compared to the
previous decade), overtaking agriculture and
making it the largest sector, accounting for
26% of total lending. The bulk of assistance went
to the power subsector. Around 34% of total
energy loans went to electricity transmission and
distribution, 28% to conventional energy, 15% to
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Figure 3: Lending Operations by Sector, 1987-1996
($ million)

Industry $
5%
$2,153
Education
5%
$2,339

Water —————
8%
$3,593

Finance
1%
$4,687

Agriculture ——
16%
$6,844

Multisector

2%

Public Sector

Management
1%

$268

Energy
26%
$11,187

— Transportand ICT
24%
$10,236

Total: $43,063 million

ICT = information and communication technology.

Note: Lending operations include loan, grant, equity investment, and guarantee approvals.
Source: ADB loan, technical assistance, grant, and equity approvals database.

large hydropower, and 13% to energy sector
development. The remaining assistance was shared
by energy efficiency and conservation (a new area
of focus in the third decade accounting for 5% of
total sector lending), pipelines (4%), and renewable
energy (1%). Around 86% of energy loans were
financed from OCR. The top five borrowers were
India (25%), Indonesia (19%), Pakistan (14%), the
PRC (13%), and the Philippines (10%).

The rising demand for energy loans reflected
the steady increase in energy and electricity
consumption. Yet the region’s per capita
consumption remained relatively small, compared
with the rest of the world. ADB operations
continued to focus on promoting cost-effective fuel
diversification and substitution of indigenous and
renewable energy forms of oil. Increasing financial
demands inspired the development of innovative
funding strategies, such as the build-operate-
transfer and build-operate-own schemes. In 1989,
for the first time, the Bank financed a private sector
project for power generation (in the Philippines).
This build-operate-transfer project included the
Bank’s first equity investment in the energy sector.”

ADB also used program and sector loans to try to
correct energy price distortions, enhance energy
efficiency, strengthen the institutional framework,
and increase private sector participation. The
Bank continued to attract cofinancing resources
for energy development projects. Box 4 provides a
synthesis of postevaluation in the power subsector.

Environmental considerations were given more
prominence, especially in the second half of the
decade. In 1996, the Bank approved a loan for
renewable energy in India (Box 5). ADB expanded
its lending portfolio to projects related to energy
efficiency and conservation (to address capacity
constraints), conventional and nonconventional
energy resources development, and intensified
environmental initiatives. ADB sought to help DMCs
enhance the efficiency of their energy delivery
networks, cut losses in distribution, and upgrade
maintenance and operations of facilities. To meet
these goals, the Bank continued to promote least-
cost planning, construction and operation of energy
systems, pricing reforms, and measures to make
energy utilities operationally autonomous and
financially viable.

2> ADB. 1989. Report and Recommendation of the President to the Board of Directors: Proposed Loan—Hopewell Energy (Philippines). Manila

(Loan 7043,/0991).
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Box 4: Synthesis of Postevaluation Findings in the Power Subsector

The power sector was the largest recipient of Bank assistance from 1967 to 1996, comprising about 20% of the total
value of bank lending (or $12.5 billion). ADB sought to (i) expand or upgrade power supply to meet growing demand for
electricity, (ii) reduce dependence on imported oil for energy needs, (iii) improve overall power systems reliability and
efficiency, and (iv) improve access of the poor to electricity. Overall, 79% of postevaluated projects in the sector were
found to be generally successful, 20% were partially successful, and 1% was unsuccessful. ADB’s experience highlighted
the following lessons.

Tariffs reforms. The financial viability of power utilities depended largely on how electricity tariffs were managed.
Tariffs levels were found to be generally too low and their structures too complicated. Yet, many DMC governments
were reluctant to approve tariff increases. Tariff reforms require full government support. Electricity prices should
reflect the true economic costs involved.

Timely and adequate operation and maintenance. The reliability of power supply and sustainability of project
benefits were contingent on the operation and upkeep of project facilities. In some DMCs, governments were more
concerned with obtaining new generating equipment than properly maintaining existing equipment. Operations
and maintenance problems were often attributed to nonavailability of spare parts, lack of technical personnel, and
inadequacy of budgetary allocations.

Reduction of system losses. The single most important operational challenge facing many power utilities was the
reduction of system losses. In a number of projects, loss reduction programs were implemented usually involving
progressive metering of all electricity consumers, recertification of energy meters, resealing and rehabilitation of
service terminals, and enactment and revision of electricity legislation to enforce accountability and curb illegal
practices.

Shortage of qualified personnel. Difficulties in recruiting and retaining suitable technical and managerial personnel
were identified as major causes of institutional weakness. Regular training programs could help to ensure continuous
availability of capable personnel. A greater degree of autonomy for executing agencies to determine staff remuneration
would allow compensation to move toward market levels, allowing them to compete for qualified technical personnel.

Institutional strengthening and capacity building. Bank assistance for the establishment and institutional support
of strategic planning units in power utility companies would allow them to identify clear and achievable objectives,
and conduct technical assessments of resources and options. ADB assistance for such institutional support in power
projects in Thailand were mentioned as excellent examples of successful institution strengthening and capacity
building components.

Environmental control. The environmental and health impacts of power plants in some DMCs necessitated
adopting mitigative measures in the design of these plants to (i) conserve and manage ecological systems, (i) control
pollutants and wastes, and (jii) protect public health.

Private sector participation in power provision. The integration of independent power producers was often
proposed as a supply-side solution to achieve optimal utilization of generating capacities, greater power availability,
and lower systems costs. However, in some cases, it complicated the management and reduced the economies of
scale in power operations. Governments should carefully weigh the benefits and costs of allowing greater private
sector participation in power generation compared with having the public sector provide power and improving their
efficiency instead.

Source: ADB. 1997. Sector Synthesis of Post-evaluation Findings in the Power Subsector. Manila.
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Box 5: ADB’s Renewable Energy Loan in India

The Asian Development Bank (ADB) implemented a $100 million loan (approved in late 1996) to support the
Government of India’s plan for expanding the development of four major technologies for renewable energy sources
(RES): biomethanation for production of energy, bagasse-based cogeneration of power, wind energy development, and
solar-thermal systems; and for facilitating the transition of RES technologies to mainstream status.

By supporting the development of RES, of which India had substantial potential, ADB support would contribute to
addressing India’s power shortages, reducing the energy sector dependence on fossil fuel, developing an environmentally
friendly energy supply through renewable sources, and preventing depletion of India’s limited resources including forests.
The project would tap financial and managerial resources from the private sector and help promote environmentally
sound investments in small-scale power generation using RES technologies. The loan, onlent to private entrepreneurs
at commercial terms, would facilitate the generation of about 125 megawatts equivalent, which would reduce coal
consumption in the country by about 625,000 tons per year. Provisions were made for capacity building of the institutions
tasked with promoting and financing RES technologies in India. The loan was supposed to serve as a model for replication
in other developing member countries in formulating appropriate regulatory and institutional framework, as well as
designing an economically, financially, and technically viable program for RES development.

Source: ADB. 1996. Report and Recommendation of the President to the Board of Directors: Proposed Loan and Technical Assistant Grant to

the Indian Renewable Energy Development Agency, Limited for the Renewable Energy Development Project. Manila (Loan 1465).

A new energy sector policy paper was approved
in 1995.% The policy focused on increasing
private sector participation in large-scale energy
investments; improving energy efficiency
(on both supply and demand sides), and further
integrating environmental considerations in
energy development. ADB would encourage
power utilities to incorporate in their planning
model key elements of integrated resource
planning, including demand-side management
and internalization of environmental costs.
DMCs would also be encouraged to phase out
subsidies to the power subsector and minimize
cross-subsidies. In the hydrocarbon subsector,
ADB would fund the development, processing,
transportation, and distribution of natural gas.
It would actively promote environmentally
sound coal mining practices and clean coal
technologies. Providing commercial energy in
rural areas would receive priority (if economically
and financially viable). Technical assistance
would be provided to assess the financial viability
of solar, minihydro, and wind energy options,
particularly in isolated rural locations.

26 ADB. 1995. Bank Policy Initiatives for the Energy Sector. Manila.

2. Transport and Information
and Communication Technology

Primarily sourced from OCR resources, operations
in the transport and ICT sector reached
$10.2 billion over the decade (an increase of
more than fivefold compared to the previous
decade), as considerable investments were
required to expand and improve transport and
communication facilities. The sector’s share of
lending doubled from 12% in the second decade
to 24% in the third decade, making it the second
largest sector after energy. ADB operations in
the sector remained heavily focused on roads
(65%), followed by ICT and rail (12% each), water
transport subsector (9%), and air transport (2%).
Compared to the previous decade, ADB placed
greater emphasis on developing the ICT sector.
In contrast, the share of sector lending going to
water transport decreased from 26% in previous
decade to just 9% in the current decade. The
top five country recipients were the PRC (26%),
India (18%), Indonesia (15%), Thailand (9%), and
Bangladesh (8%).
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Transport operations focused on operational
efficiency and environmental pollution control.
In the road subsector, ADB emphasized (i)
upgrading  existing roads, improving their
maintenance, and constructing new ones, while
ensuring the availability of funds needed for these
activities; (i) imposing adequate user charges;
and (iii) encouraging efficiency by liberalizing
road transport policies and deregulating transport
industry operations to facilitate entry. Various
mechanisms were used to encourage private sector
participation, including build—operate-transfer
and build-operate-own arrangements. Railway
and port systems were upgraded and modernized
to increase their capacity and productivity.
Commercial  management  practices  were
encouraged to facilitate operational efficiency.
The priority in urban transport was to (i) provide key
infrastructure to remove congestion and promote
economic growth, (ii) maximize efficiency through
improved traffic management, (jii) develop efficient
public transport systems, and (iv) enhance the
capacity of sector operators through institutional
strengthening and human resources development.
Airports were upgraded on a selective basis, with
emphasis given to safety aspects.

Telecommunications were also increasingly
considered as essential to a country’s economic
development and competitiveness. In 1993, ADB
adopted a new telecommunication strategy that
emphasized (i) modernizing telecommunications
networks; (ii) improving operational efficiency and
quality of service; (iii) gradually commercializing
operations andintroducing private ownership; (iv)
strengthening policy, regulatory, and institutional
aspects; (v) promoting a stronger commercial,
financial, and managerial focus of government-
operated companies; (vi) removing distortions in
costing and pricing; (vii) mobilizing resources for
sector development, including the promotion of
private sector investment; and (vii) strengthening
sector institutions,  particularly  planning,
regulation, and human resources development.?’
While the primary focus on supporting economic
growth remained, projects were to be selected,
whenever possible, with a view to improving

access of disadvantaged groups in low-income,
rural, and remote areas so as to promote balanced
regional development.

3. Agriculture

The share of the agriculture sector in the Bank’s
total lending fell significantly from 31% in the
second decade to just 16% in the third decade,
with the decrease being more pronounced in the
second half (1992-1996). The decline was due
partly to conscious reductions in the number of
loans for the sake of quality (given the complex
social and environmental objectives involved);
partly to allow more equal sector distribution of
country programs; and partly to unanticipated
country constraints (i.e., Indiaopted notto borrow
for agriculture, and the PRC only borrowed a very
limited amount). About two-thirds of agriculture
loans were concentrated in irrigation, drainage,
and flood protection (34%); and agriculture,
production, and markets (30%). The rest went
to forestry (10%); land-based natural resources
management (9%); agriculture and rural sector
development (6%); fishery (5%); water-based
natural resources management (4%); and livestock
(1%). The majority of loans (62%) were sourced
from ADF. The top five country recipients were
Indonesia (28%); Pakistan (22%); Bangladesh
(10%); the Philippines (10%); and the PRC (6%).
Box 6 summarizes postevaluation findings in the
irrigation and rural development sector.

The Bankreoriented its approach to the agriculture
sector in the second half of the decade.”
ADB new directions emphasized (i) resource
management and sustainable development with
particular attention to environmental protection
(i.e., forestry projects increased with significant
conservation and environmental protection
aspects); (i) water resources management,
research, and extension requirements including
integrated pest management and farming systems
approaches; (iii) more attention to policy dialogue
based on stronger sector work; (iv) increased
attention to trade issues; (v) greater involvement
of nongovernment organizations (NGOs) to

27 ADB.1993. The Strategic Context of Bank Involvement in the Telecommunications Sector. Manila.
28 ADB.1992. Operational Agenda for the GCI |V Period (1994-1998). Manila.
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Box 6: Synthesis of Postevaluation Findings in the Irrigation and Rural Development Sector

Operations of the Asian Development Bank in irrigation and rural development constituted one of the primary areas of
Bank intervention and were generally directed toward surface and groundwater development and expansion and upgrading
of rural infrastructure including health, water supply, and road facilities. The overall performance of projects in the irrigation
and rural development sector was poor. Less than half (40.4%) of postevaluated projects were rated generally successful,
47.4% were rated partly successful, and about 12.2% were regarded as unsuccessful. The Bank’s experience highlighted the
complex character of irrigation and rural development projects, and the difficulties associated with implementing such
projects. Although Bank operations in the sector have contributed to improvements in agricultural productivity and farm
incomes, further scope was identified for enhancing agricultural production and alleviating rural poverty.

* Preparation and design. A major factor that affected project performance was inadequate preparation and design.
The lack of feasibility studies or poor feasibility study preparation combined with inadequate consideration of the
socioeconomic, institutional, sociocultural, topographical, geographical, and hydrological conditions in the project
areas, and noninvolvement of beneficiaries in project selection contributed to less than satisfactory outcomes.

¢ Policy environment. The success of irrigation and rural development projects was found to depend critically on
the efficiency and effectiveness of the policy base governing the agricultural sector. To guide policy reforms and
facilitate implementation of appropriate pricing policies and structural changes, policy covenants should be time-
bound, specific, monitorable, and action-oriented. The Bank, on its part, should have continuing dialogues with the
governments to ensure that policy-based reforms are clearly understood and appropriately implemented.

e Stakeholder participation. The involvement of beneficiaries in the design, implementation, and management of
small and medium-scale projects fostered a sense of ownership and cooperation among them and promoted self-
reliance and less dependence on already constrained government resources. With greater beneficiary involvement in
the day-to-day operations and maintenance of irrigation systems, cost recovery could be improved.

* Monitoring and evaluation. For benefit monitoring and evaluation to be effective, the inherent constraints to
implementing such systems, such as lack of understanding of the conceptual parameters, inadequate logistical
support, poor staff capabilities, and complexity of the system designs, should be addressed during project formulation
and appropriate remedial measures should be built into the framework of project designs.

* Water resource management. Competing demands for water arising from urbanization and industrialization of
developing member countries called for a total water resources management approach during project design. This
would help identify priorities in relation to the varied needs for irrigation, domestic use, energy generation, and other
industrial uses.

e Project supervision. Lessons from experience also confirmed the need for increased Bank supervision. The diversity of
Bank operationsinirrigation and rural development projects required more frequent visits to project sites, amultidisciplinary
approach to project or program supervision, and an increased skill mix in the composition of Bank missions.

Source: ADB. 1995. Sector Synthesis of Postevaluation Findings in the Irrigation and Rural Development Sector. Manila.

support local community participation; (vi) greater
emphasis on rural development; and (vii) stronger
loan administration and project supervision.

In line with these new priorities, agriculture
projects increasingly included components
directly aimed at reducing poverty, enhancing the
role of women, and protecting the environment.

29

w Creation. Manila (Loan 1067).

Development. Manila (Loan 1114).

The Bank’s first agricultural project exclusively
targeting women as beneficiaries was approved
in 1990 for Bangladesh.” Likewise, the Upper
Sagarmatha Agricultural Development Project in
Nepal aimed to provide nonformal education and
skills to women in Nepal.*® In Sri Lanka, the Bank’s
Southern Province Rural Development Project
taught computer skills to women to widen their

ADB. 1990. Report and Recommendation of the President to the Board of Directors: Proposed Loan and TA Grants—Rural Women Employment

ADB. 1991. Report and Recommendation of the President to the Board of Directors: Proposed Loan and TA Grants—Upper Samantha Agricultural
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employment opportunities.®* In 1988, the Bank’s
first direct support for NGOs was introduced
through the NGO-Microcredit Project® and the
Sorsogon Integrated Area Development Project
in the Philippines.®® These projects addressed
the needs of the rural poor through the provision
of extremely small credits channeled through
NGOs. Both aimed at alleviating poverty through
job creation, with women targeted as major
beneficiaries. Program lending remained an
important feature facilitating policy reforms,
institutional strengthening, and investment in
high-priority programs, while alleviating foreign
exchange problems. Private sector initiatives were
also encouraged in most projects.

A new Bank policy for the forestry sector was
approved in 1995 emphasizing three key principles:
protection, production, and participation.®* Under
the policy, a new framework for coordinated action
for forestry development in DMCs was introduced,
linking both ecological and economic concerns.
Several priority areas were identified, including
the improvement of DMCs’ policy and regulatory
frameworks for forestry development; support for
technological, policy and valuation research, public
consultationsin forestry development, development
of investment strategies, and raising the capability
of forestry agencies for sector analysis, planning,
regulation, enforcement, and monitoring.

A new policy paper on agriculture and natural
resources research (also approved in 1995)
identified new challenges.®* Despite impressive
accomplishments in agricultural research, poverty
and population pressures persisted while land
and water resources were becoming increasingly
scarce and degraded. Against this background, the
new policy recommended that ADB support focus
on (i) developing sustainable and remunerative

31

- Development Project. Manila (Loan 1128).

farming systems for poor farmers, (ii) ensuring
sustainable management of agriculture and natural
resources, and (jii) raising agricultural productivity.
Under the policy, ADB committed to provide at
least $5 million a year to the Consultative Group
on International Agricultural Research centers
and to strengthen its assistance to other national
research centers.

4. Finance

ADB support to the finance sector reached
$4.7 billion over 1987-1996 (compared to
$1.7 billion in the previous decade) accounting
for 11% of total ADB lending. The bulk of this
assistance (80%) was financed from OCR. In
the past, ADB assistance to the finance sector
remained primarily focused on development
finance institutions (DFls). In 1987, ADB reviewed
its policies on credit lines to DFls, and concluded
that the Bank’s use of DFls to assist the orderly
development of DMC private sector industry had
been effective and should continue.*®* However,
the focus of ADB’s financial sector operations
should be redirected to the broader objective of
developing efficient and modern financial systems
that can provide a diversified range of products
and services. Toward this end, the use of various
modalities of assistance such as policy advice, TA,
program lending, credit lines to intermediaries,
and equity investments was to be encouraged.
ADB should support reforms to enlarge private
ownership in the sector, enhance the autonomy
of state-owned intermediaries, and improve their
efficiency and asset quality. Moreover, ADB should
contribute to the development of capital markets
by helping intermediaries develop their capacity to
undertake investment financing, and by supporting
the growth, diversification, and modernization
of securities markets. ADB should also support

ADB. 1991. Report and Recommendation of the President to the Board of Directors: Proposed Loan and TA Grants—Southern Province Rural

ADB. 1988. Report and Recommendation of the President to the Board of Directors: Proposed Loan—NGO-Microcredit—and TA Grants for the

Microenterprise Sector and for the Strengthening of NGOs (Philippines). Manila (Loan 940).
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ADB. 1988. Report and Recommendation of the President to the Board of Directors: Proposed Loan—Sorsogon Integrated Area Development and

TA Grant—Community Mobilization and Development (Philippines). Manila (Loan 915).

24 ADB. 1995. The Bank’s Policy on Forestry. Manila.
5
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ADB. 1995. The Bank’s Policy on Agriculture and Natural Resources Research. Manila.
ADB. 1987. Review of Bank Policies on Credit Lines to Development Finance Institutions. Manila.



measures to ensure the stability and orderly
growth of DMC financial services industries under
effective prudential regulation and supervision.*

Consequently and in line with these policy
directions, ADB financial sector operations
broadened, with less than half (48%) of total lending
supporting banking systems subsector (compared
to 75% in the previous decade). Finance sector
development and money and capital markets
were new areas of focus, accounting for 21% and
10% of total lending in this sector, respectively.
The rest went to small and medium enterprise
finance and leasing (9%), investment funds (8%),
microfinance (2%), housing finance (1%), and
insurance and contractual savings (0.4%). Bank
operations were tailored according to the specific
needs of individual DMCs. For instance, assistance
to transition economies included projects that
transferred banking skills or supported the
upgrading of banking regulation and supervision.
In South Asian economies where financial sectors
were dominated by public banks, attention was
placed on deregulation, while improving prudential
and regulatory mechanisms. Meanwhile, in more
advanced financial markets, ADB worked with DMCs
to develop their capital markets to facilitate long-
term domestic debt financing to meet the region’s
rapidly growing infrastructure requirements.

5. Social Sectors38

In recognition of the importance of better social
services to enhance the quality of people’s life and
promote growth in the longer term, social sector
lending increased.®

Water Supply and Sanitation and Urban
Development. Total ADB lending for water
supply and other municipal infrastructure projects
reached $3.6 billion from 1987 to 1996, compared
to $1.6 billion in the second decade. The sector’s
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share in total lending decreased slightly from 10%
to 8% over the same period. Around three-fourths
of sector lending was funded from OCR. The top
country recipients were: Indonesia (33%), the PRC
(16%), the Philippines (14%), Pakistan (7%), and
Bangladesh (6%). The main objective of the Bank’s
involvementin the sector was toimprove health and
living standards, thereby contributing to poverty
reduction and environmental improvement. Urban
sector development was given increased attention,
accounting for 53% of total lending in this sector
(compared to 22% in the previous decade). The
remaining share of lending went to water supply
and sanitation (38%), and waste management
(8%). Bank-financed rural water supply projects
sought to promote and strengthen community
participation. Cost recovery and sustainability were
emphasized and appropriate incentives structures
were sought to adequately reflect economic costs.
Water conservation through demand management
and effective tariff policies was also encouraged.

ADB had been providing assistance for urban
development and housing as a separate subsector
since 1976. ADB reviewed its operations in the
subsector in 1987.%° The review concluded that
physical infrastructure such as improvements
in slum and squatter settlements, low-income
housing and water supply, and sanitation should
continue to receive Bank assistance. In addition,
problems created by rural-urban migration,
rapid urbanization, and the explosive growth of
megacities should receive increased attention. To
this end and given that the institutional structure
and policies for urban development in most
DMCs were usually not well articulated, sector
studies, institutional strengthening, and policy
dialogue for rationalization of pricing, revenue
generation, and urban development financing
would require additional support. ADB should
also do more to integrate private sector activities
in urban projects.

37 See also ADB. 1987. Review of the Bank’s Recent Initiatives for Assistance in the Development of Capital Markets in DMCs. Manila; ADB. 1991.
Bank Assistance to Development Finance Institutions. Memo to the Board. Manila.

38
39

0 Report of a Panel. Manila.

At the time, social sectors referred to education, health and population, urban development and housing, and water supply and sanitation.
This was in line with the recommendations of a report on the Bank’s Role in the 1990s. See ADB.1989. Asian Development Bank in 1990s:

ADB. 1987. Review of the Bank Operations in the Urban Development and Housing Sector. Manila.
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Education. A review of the Bank’s role in the
education sector was carried out in 1987-1988,
resulting in a new approach, Education and
Development in Asia and Pacific, endorsed by the
Board in March 1989.4* The new policy widened
ADB’s operational scope from a narrow focus on
technical and vocational education and training
to an approach that embraced the entire sector.
Consequently, total education lending jumped
from $806 million over 1977-1986 to $2.3 billion
in the succeeding 10 years, accounting for 5% of
total lending (same as in the previous decade).
ADB operations now covered virtually the entire
sector, including primary education and nonformal
education. In 1989, the first ADB loan to primary
education was approved, which was also the first
loan focused on girls.** Support to technical and
vocational education and training continued, which
accounted for the largest share of sector lending
(32% down from 49% in the previous decade).
At the same time, greater emphasis was placed on
preprimary and basic education (now accounting
for 30% of total sector lending compared to 5% in
the previous decade). Support to tertiary and higher
education accounted for 21% of sector lending,
with support aimed at making higher education
more responsive to the needs of emerging market
economies. Over time, the focus also shifted from
physicalfacilitiestoagreater proportion of “software”
(i.e., curriculum and institutional development and
sectoral planning and management). Structural
reforms of upper secondary education were
promoted, representing 10% of total lending for
this sector. The rest went to education sector
development (4%) and nonformal education
including distance education methods (3%).
Education sector lending was primarily financed
(56%) from OCR. The top country recipients were
Indonesia (49%), Pakistan (13%), Bangladesh (12%),
Malaysia (6%), and the Philippines (5%).
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ADB. 1991. Education and Development in Asia and the Pacific. Manila.

Health, Social Protection, and Population.
Health sector lending jumped from $329 million
over 1977-1986 to $904 million in the succeeding
10 years, accounting for 2% of total lending (same
as in the previous decade). ADB’s main objective
in the sector was to improve equity, accessibility,
quality, and efficiency at the primary health care
level and to ensure efficient functioning of health
referral networks. The involvement of NGOs was
encouraged in the process. Besides expanding and
improving infrastructure, the management and
financing of health systems was strengthened, and
assistance for control of communicable disease
also increased significantly. Overall, 40% of total
lending to this sector went to health systems, 33%
to social protection (a new area), 22% to health
programs, and 5% to nutrition. Around three-
fourths of lending for the health sector was funded
from ADF. The top borrowers were Pakistan (46%),
Indonesia (14%), Malaysia (12%), the Philippines
(9%), and Bangladesh (6%).

In many DMCs, rapid population growth eroded
the gains from economic growth and made it more
difficult to reduce poverty. Yet, the Bank’s role
in population activities had not been significant
and was limited mostly to small population
components in integrated health and population
projects. In 1992, ADB’s commitment in this area
was strengthened when population planning was
identified as a medium-term strategic objective
in the MTSF, 1992-1995. The MTSF called for
an expansion of ADB’s assistance for population
planning activities, including (i) continued
integration of health and population activities (but
including the possibility of stand-alone population
projects); (ii) improved accessibility of family
planning services; (iii) institutional strengthening
of family planning programs; and (iv) inclusion of
population-related activities in projects in other

2 ADB approved its first loan to primary education in 1989 in Pakistan (Loan 977-PAK); general secondary education in 1988 in the Philippines
(Loan 898-PHI) and nonformal education in rural training in 1990 in Bangladesh (Loan 1066-BAN). Primary and nonformal education was
given increased attention, as parts of efforts to target women and underserved populations.



sectors. In 1993, the Bank approved its first
stand-alone population project in Papua New
Guinea.”® In 1994, ADB approved a new policy on
population.* The policy endorsed a three-pronged
approach for the Bank. First, assistance would be
provided to reduce gender disparities in school
enrolment, since educated women were the most
persistent advocates of small families. Second,
attention would be paid to safeguarding women’s
reproductive health, since safe pregnancy and
childbirth were seen as precursors to fertility
decline. Third, ADB efforts would seek to make
access to family services more equitable.

D. Cross-Cutting
and Thematic Issues

1. Growth and Policy Reform

The Bank’s traditional approach to fostering
economic growth in its DMCs was through the
financing of development projects. However, the
economic difficulties experienced by some DMCs
in the 1980s and the deterioration of the global
economic environment for development meant that
restoring DMCs (especially the poorest ones) to a
sustained growth path required increasing emphasis
on macroeconomic stabilization and policy reform.
The lead in these efforts was taken by the Bretton
Woods institutions. Over the decade, the Bank
increasingly sought to play its part through policy
dialogue primarily at the sector level. The Bank’s
policy agenda encompassed a wide range of issues,
including the regulatory and legal framework for
growth, trade and investment regimes, relative role
of the private and public sectors, pricing and tariffs,
cost recovery, good governance, decentralization,
beneficiary  participation, and social and
environmental issues. ADB’s greater emphasis on
policy reforms led to an increased use of TA and
adjustment to its program lending instrument to give
it a stronger policy focus (see section V.A).
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2. Poverty

While a number of ADB projects had benefited
the poor, it was felt that a more systematic
and focused approach was needed, given the
magnitude of the poverty problem in the region.
An internal Task Force on Poverty Alleviation
was established in 1988 and suggested a dual
approach to the problem.*> On one hand, the
Bank should pay more attention to poverty issues
during the formulation and implementation
of traditional projects. This meant that ADB
should identify target groups among the poor
more clearly, involve beneficiaries in project
development and implementation, decentralize
decision-making as much as possible, and
undertake socioeconomic analyses as the
basis for specifying, monitoring, and guiding
projects activities. On the other hand, the Bank
should supplement this approach with projects
specifically designed to alleviate poverty. These
included projects on social infrastructure and
environment, projects designed to increase
income and employment opportunities and
increase access to basic social services, and
sector development and/or  adjustment
programs to support DMCs’ poverty alleviation
efforts (specifically in the education and health
sectors). In addition, the Bank should intensify
its economic and sector work related to poverty
(Box 7).

Over the decade, ADB’s lending was consciously
reoriented to balance economic growth objectives
with social objectives. ADB established a
medium-term target of achieving a 50,/50 lending
mix between traditional activities (i.e., growth-
oriented projects) and newer efforts like poverty
reduction, human resource development, and
environmental protection. In parallel, ADB
adjusted its approach within key sectors. Poverty
issues were also considered systematically during
country strategy and operational programming
exercises (Table 2).

ADB. 1993. Report and Recommendation of the President to the Board of Directors: Proposed Loan to Papua New Guinea for the Population and

ADB. 1994. Population Policy Paper: Framework for Bank Assistance to the Population Sector. Manila (R80-94).
ADB. 1988. Task Force Report on the Bank’s Role in Poverty Alleviation. Manila.
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Box 7: Poverty in Asia

Throughout the decade, the Asian Development Bank (ADB) intensified its research and analytical work relating to poverty
reduction. Two major research projects on rural and urban poverty were undertaken in selected developing member
countries (DMCs), financed through regional technical assistance. A number of publications emerged from these studies
including a book entitled Rural Poverty in Asia: Priority Issues and Policy Options copublished by Oxford University Press.

These studies confirmed that the poverty problem in Asia was largely a rural phenomenon. In terms of incidence, about
a third to a half of the rural population was considered poor in Bangladesh, India, Pakistan, the Philippines, and Sri Lanka.
Compounding the problem of rural poverty was the rising incidence of urban poverty caused by accelerating urbanization
and urban population growth in DMCs. In Indonesia and the Republic of Korea, the incidence of poverty was higher in
urban than in rural areas. With rapid urbanization expected to continue in the future, urban poverty was expected to be a
persistent problem in DMCs, one that may diminish more slowly than rural poverty.

The DMCs were making significant efforts to reduce poverty, with some making greater headway than others. The single
most important factor underlying the success of DMCs in poverty reduction was economic growth. Thus in the newly
industrializing economies (NIEs), such as the Republic of Korea and Taipei,China and in quasi-NIEs, such as Indonesia,
Malaysia, and Thailand, total poverty incidence was cut to half or even less in 10-15 years. In the Republic of Korea,
poverty incidence was reported to be below 5%, while in Indonesia, Malaysia, and Thailand, it ranged from 15% to
20%. There was also dramatic progress in the People’s Republic of China. In countries with relatively poor to modest
economic performance, such as South Asian DMCs and the Philippines, poverty reduction was correspondingly slow
and somewhat less clear. Poverty incidence in these countries remained at 30%-45%, and in some cases, the actual
number of poor people appeared to be on the rise. Given the strategic role of economic growth in poverty reduction,
sound macroeconomic (fiscal, monetary, exchange rate, and trade) and sectoral (agricultural and industrial) policies to
promote growth were deemed critically important. In many DMCs until the late 1980s, the economic policy framework
was unfavorable. However, in the early 1990s, most DMCs embarked on major policy reforms aimed at liberalizing their
economy, expanding opportunities for the private sector, and increasing global competitiveness.

The emerging policy environment in these DMCs was thus expected to be more conducive to economic growth and
poverty reduction.

Sources: ADB. 1994. ADF VI: Progress Report. Manila; M. G. Quibria, ed. 1994. Rural Poverty in Asia: Priority Issues and Policy Options.
Manila: Asian Development Bank.

Table 2: Classification of Projects by Objective, 1993-1996

I T 1994 1996 1993-1996

Classification Number % Number % Number % Number % Number %

Traditional Growth

Projects® 28 45 24 51 25 38 30 39 107 43

Social Projects 22 35 10 21 21 32 31 41 84 34
Poverty Reduction 4 6 0 0 4 6 9 12 17 7
Human Development 17 27 9 19 17 26 21 28 64 26
Women in Development 1 1 3

Environmental Projects 1 5 8 8 11 16

Growth-Oriented

Projects® 10 16 12 26 14 22 7 9 43 17

Total 62 100 47 100 65 100 76 100 250 100

a  Aproject was classified as a growth project if its primary aim is to promote economic growth through investments that increase economic
production capacity and/or enhance economic efficiency.

b A project was classified as a growth-oriented project if social emphasis is a secondary aim.

Notes: Loan projects were classified based on a new project classification system introduced in 1992. The number of loan projects excludes

private sector loans and/or equity, and technical assistance loans.

Source: ADB.1997. Annual Report 1996. Manila. p.88.



The Bank also strengthened in-house capacity
and techniques for undertaking poverty
operations. In 1991, the Guidelines for the Social
Analysis of Development Projects were issued to
ensure that social aspects of a project’s design
were taken into account on a uniform basis.* A
Social Dimensions Unit was established in 1992
to integrate cross-cutting social dimensions,
including  poverty reduction, women in
development, human resource development, and
the avoidance or mitigation of any adverse effects
of development interventions on vulnerable
groups. The major goal of this unit was to help
staff and DMCs incorporate these dimensions
into their operations.

The importance given to poverty projects also
led ADB to intensify its cooperation with NGOs,
especially those that operate at the local level.
ADB had earlier established a framework to
promote greater and more effective cooperation
with NGOs in 1987.* The policy highlighted
how the Bank could enhance the effectiveness
of its operations by drawing upon NGOs in
certain niche areas where there was strong
potential for expansion and cooperation (i.e.,
rural development, small-scale industry, social
infrastructure, and environmental protection).
Over the decade, the bulk of the Bank’s
cooperation was concentrated in those sectors,
particularly in projects aimed at poverty reduction
and environmental protection and management.
In these projects, ADB sought to “put people
first,” which necessitated assessment of people’s
needs, demands, and absorptive capacity, as
well as their active participation in the project
cycle. To this end, ADB found it useful to involve
NGOs in all stages of the project cycle. This form
of cooperation grew over the decade. TA was
also provided to NGOs to improve their project
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preparation and implementation capabilities
(e.g., enhancing the managerial capacities of
NGOs participating in Bank-financed microcredit
projects in the Philippines).* On a selective basis,
the Bank also helped NGOs to organize seminars
on issues of mutual interest.*

In 1995, ADB approved a new policy oninvoluntary
resettlement to ensure that people displaced by
Bank projects receive assistance (preferably under
the project), so that they would be at least as well
off as they would have been in the absence of the
project.®® Consideration of vulnerable groups was
also regarded as an important means to improve
project quality and project implementation,
especially in cases where land had to be acquired
and persons resettled.®® Substantial work was
completed on a policy to address indigenous
peoples. Participatory approaches were considered
as important elements to allow individuals and
groups to identify, formulate, implement, and
evaluate policies, programs, and policies that
affect them. It was also considered to be a powerful
means of enhancing ownership and support for
Bank activities. A handbook was published in 1996
on mainstreaming participatory development
processes in operations that described how ADB
aimedtoinstitutionalize participatory development
processes in all stages of the project cycle.*

3. Women in Development

The issue of women in development (WID)
continued to receive increasing attention. In
1985, the Bank adopted a policy on WID whose
main thrust was integration of gender
consideration into all aspects of operations, i.e.,
addressing the role of women and the effects of
projects on them, at every stage of the project
cycle. Emphasis was given to projects in the social

ADB. 1993. Guidelines for Incorporation of Social Dimensions in Bank Operations. Manila; ADB. 1994. A Handbook for the Incorporation of Social

ADB. 1987. The Bank’s Cooperation with Non-governmental Organizations. Manila (R79-87).
ADB. 1988. Technical Assistance to the Philippines for Institutional Strengthening of NGOs. Manila (TA 1093-PHI); ADB. 1992. Technical

Assistance to the Philippines for NGO Development Program and Institutional Strengthening of DTI. Manila (TA 1842-PH]I).
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ADB. 1992. Technical Assistance for Regional Workshop on Banking with the Poor. Manila (TA 5496).

51 ADB. 1996. Handbook on Resettlement: A Guide to Good Practice. Manila.
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sectors that provide direct benefits to women and
in sectors such as agriculture, rural development,
and small-scale industries that provide
employment opportunities for women. Financing
of stand-alone, women-targeted projects was
also given priority. As a basis for the Bank’s work
in this area, WID country briefing papers were
prepared for most DMCs.>® At the same time,
gender-disaggregated data were prepared and
collected to monitor changes in the status and
participation of women in each DMC.

The Social Dimension Unit was in charge of
coordinating and monitoring WID activities and
for sharpening their focus. There was also a shift
over the decade, from an emphasis on project-
specific activities to “mainstreaming.” The revised
operational framework stressed (i) promotion
of women-friendly macro policies; (i) gender
analysis in all projects; (iii) equal access of women
to project inputs, including participatory aspects;
(iv) project components exclusively targeted for
generating employment for women; and (v) social
service projects with preferable access for women.
Since country operational strategy studies set the
stage for future Bank activities in a DMC, WID
concerns were to be integrated at the country
level (in these studies) to ensure that the specific
needs and concerns of women in that country were
adequately addressed.

4. Environment

Environmental lending increased considerably, from
4% of total lending in 1991 to 11% in 1996). ADB’s
efforts centered on three areas: (i) comprehensive
environmental assessment of all Bank-financed
projects, (ii) financing of projects that address
environmental concerns, and (iii) strengthening the
capacity of borrowers for environmental assessment
and other aspects of environmental planning and
management. The preparatory efforts for ADB’s
participation at the Earth Summit in Rio de Janeiro
in 1992 (where President Tarumizu led the ADB
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delegation); the subsequent identification of
actions to respond to Agenda 21; and the dialogue
with DMCs on ways of meeting the monitoring
and reporting requirements of the United Nations
Conference on Environment and Development,
helped give greater impetus to these initiatives.
ADB’s Environment Unit, which was created in
1987, was upgraded into a division in 1989, and
further converted to the Office of the Environment
in 1990.

ADB systematically screened all proposed
projects for their expected environmental impact.
In 1992, the criteria employed for this purpose
were modified to align with the system followed by
the World Bank and other international financial
institutions. To ensure consistency in coverage
and quality, the format of environmental impact
assessments was standardized. In addition,
environment sector reports were prepared for
each DMC and regularly updated as an input
to country strategy and country programming
work. Environmental considerations were also
integrated in sector operations. For example,
industry sector lending included large investment
for energy conservation and environmental
improvement in several DMCs. In terms of
institution building, ADB assisted DMCs to
enhancetheirlevel of environmental management
to formulate policies, strategies, and legislation;
and strengthen mechanisms for participation
of NGOs. Capacity building also covered staff
capability for undertaking environmental impact
assessments. Direct environmental lending
supported (i) pollution control; (ii) energy
conservation and end-use efficiency; (iii) marine,
water, land, and soil resource management and
conservation; (iv) environment improvement
in both rural and urban areas; (v) interlinked
poverty and environmental improvement; and
(vi) tropical forest management and conservation
of biological diversity. In addition, the Bank
encouraged regional and global cooperation on
environmental issues.

A country briefing paper is prepared as a background document to ADB’s country operational strategy to ensure mainstreaming of gender

considerations. Through these papers, the Bank began to incorporate consideration of gender issues into the programming activities of each
DMC. In 1986, WID briefing papers were prepared for Bangladesh, Indonesia, and Thailand.



5. Private Sector

Bank assistance to the private sector started with
credit lines to DFls. In 1983, ADB took a major
initiative in directly assisting the private sector
in its DMCs by introducing an equity investment
facility. Support to the private sector was further
strengthened in 1985 with the approval of
lending to the private sector without government
guarantees. The Board paper envisaged a review
of the policy after 2 years. An interim study of the
Bank’s private sector operations was completed in
1987.>* A comprehensive review was submitted
to the Board in 1988.>> Some changes were
made to allow more responsiveness to private
sector needs and to enable the Bank to play a
more catalytic role. As a result of the review,
amounts allocated for loans without government
guarantees were raised from $145 million to
$375 million. Greater flexibility was introduced
with respect to the size of equity investments and
loans. The commitment fee for loan to private
sector companies was also reduced.

In 1989, a Private Sector Department was created
to act as the focal point for private sector activities
within the Bank. ADB also invested $35 million in
the Asian Finance and Investment Corporation
(AFIC) to complement ADB’s direct private sector
operations. This was seen as part of a series of
initiatives to strengthen ADB’s developmental role
in strengthening and diversifying the institutional
structure for financing private enterprises in its
DMCs. ADB’s association and seed money enabled
AFIC to mobilize substantial additional funds by
way of equity and borrowings from other sources
for channeling into productive private enterprises
in DMCs. ADB would be AFIC’s largest, though
minority, shareholder, with the remaining equity
being held by leading financial institutions of diverse
specialization both within and outside the region.>¢

Given the rapid development of the Bank’s private
sector activities, another review was undertaken
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in 1990.5” The review highlighted the need
for a flexible response to the requirement of
private enterprises depending on the economic
environment, government policies, and availability
of project finance resources in each DMC. The
review concluded that, as an agent of change, ADB
should focus on operations that have qualities of
demonstrability, catalytic function, and policy
dialogue. Increasing private sector operations could
require administrative and procedural changes
over time. A more comprehensive review of private
sector operations (including DFI lending) was
therefore needed to identify possible ramifications
of such changes. The Board also approved an
increase in the existing ceiling of $375 million for
private sector investments without government
guarantees to $1 billion.

In March 1991, a private sector task force
established to explore institutional and human
resource requirements for effective private
sector operations expressed concern that ADB’s
private sector activities lacked an overall, unifying
operational framework, and tended to be selected
on an ad hoc basis. It therefore recommended
that ADB bring them more in tandem with its
public sector program.® In response, private
sector operations were integrated into the Bank’s
overall operational activities in 1992. A Private
Sector Support Unit was created to (i) advise on
privatization, financing of projects through build-
operate-transfer or build-operate-own schemes,
and capital markets; (ii) assist operational
departments in promoting and facilitating private
sector alternatives and project formulation; (iii)
undertake regional operations in capital markets
and financial sector development; and (iv) assume
responsibilities for portfolio management. In
addition, staff of the Private Sector Department
were redeployed to resident missions to help
evaluate and process private sector projects.

A Strategy for the Bank’s Assistance for Private Sector
Development was approved in 1995.%° |t sharpened

ADB. 1987. An Interim Review of Bank Policy and Procedures for Private Sector Operations. Manila.

Following the market difficulties AFIC faced during the Asian financial crisis, ADB decided to eventually cease its support for AFIC.

ADB. 1995. Strategy for the Bank’s Assistance for Private Sector Development. Manila.
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the focus of the Bank’s private sector operations
and reconfirmed the importance of TA support
and policy advice to improve the environment for
private sector development, particularly in terms
of policy, legal and regulatory reforms, institutional
enhancements, and human development. The
formulation and implementation of reforms
should continue to be supported, on a selective
basis, through program lending. In terms of direct
financing of private sector projects, priority should
be given to capital markets and infrastructure
development. The strategy also recommended
that private sector development be dovetailed with
country operational strategy studies and country
assistance programs to increase the synergy
between public and private sector operations.

6. Regional Cooperation

Support for regional cooperation is a fundamental
part of ADB’s operations. The ADB Charter gives
it a mandate to foster economic cooperation in
the region. The nature of the Bank’s involvement
in this area evolved over the years, in line with
the needs of its DMCs. In its early years, ADB
coordinated studies for a number of subregional
projects. ADB also contributed to regional
research institutions, such as the International
Rice Research Institute and the Asian Productivity
Organization; and sponsored major regional
surveys such as the Asian Agriculture Survey
(1967 and 1976), the Asian Industrial Survey
(1971), the Southeast Asian Regional Transport
Survey (1968), and the Regional Energy Survey
(1980). Over the third decade, ADB’s support
gained momentum and became more diversified.
It grew from an average of $700,000 a year in
the 1970s to around $17.5 million a year in the
second half of the decade (1991-1996).

ADB’s first MTSF (1992-1995) signaled an
expanded role for the Bank in promoting regional
cooperation as one of its strategic objectives. It
identified three complementary functions for the
Bank in this area. First, through its research and
TA activities, ADB could provide information to
increase DMCs’ understanding of the importance
and benefits of cooperation in areas such as trade,

investment, finance, technology, infrastructure,
natural and human resource development, and
environmental protection. Second, because of its
nonpartisan character, the Bank was in a position
to act as an “honest broker,” playing an important
supportive role by encouraging dialogue, suggesting
approaches, and identifying possible projects. Third,
as a development catalyst, the Bank could provide
its own funds to support regional cooperation but
also help mobilize funds from other sources.

The Bank supported regional cooperation in the
Greater Mekong Subregion (GMS). It funded a
comprehensive study of the prospects for such
cooperation among the six GMS countries,
namely, Cambodia, the Lao PDR, Myanmar,
Thailand, Viet Nam, and Yunnan Province in the
PRC. A series of reports was prepared to identify
the scope, opportunities, benefits, costs, and
mechanisms for enhancing cooperation. The
transport and energy sectors were identified as
essential to expanding subregional cooperation
and detailed sector studies were prepared. Many
possible actions were also identified in the areas
of tourism, trade, investment, environment, and
human resource development. The GMS Program
was officially launched in 1992 and would become
one of ADB’s largest and most successful regional
programs (Box 8).

ADB also actively promoted the concept of
growth triangles. In early 1993, at the request of
the governments concerned, it initiated a study on
the Indonesia-Malaysia-Thailand growth triangle.
A similar study done in 1994-1995 explored the
potential for an east ASEAN growth area involving
Brunei Darussalam, Indonesia, Malaysia, and
the Philippines. Both studies concluded that
complementarities across countries were strong
enough for substantial cooperation. ADB also
supported studies on specific regional issues
(capital market development, population control,
environmental protection, etc.). Annual forums
such as development roundtables, workshops
on Asian economic outlook, and conferences on
development economics provided occasions for
policy dialogue on matters concerning the region
as a whole.
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Box 8: An Enduring Commitment to the Greater Mekong Subregion

In his address at the 1972 Annual Meeting of the Asian Development Bank (ADB), President Takeshi Watanabe said: “Our
least developed members hold special claim on our attention... that commitment has extended to the war-torn countries of
the Mekong Basin, where loans and technical assistance have been forthcoming to Cambodia, the Lao People’s Democratic
Republic (Lao PDR), and the Socialist Republic of Viet Nam.” He added, “Development is not easy amid the destruction of
war... but we have not avoided our responsibility to bring development to the people of that region.”

ADB?’s second President, Shiro Inoue, also believed that ADB, as an Asian institution, should play an important role in
the economic reconstruction of Southeast Asia and made this one of his special priorities. Under his leadership, the Bank
joined the World Bank in convening a meeting of potential donors in 1975 in the Lao PDR, to help the reconstruction of
Southeast Asia. But peace and development remained elusive, and the subregion continued to be plagued by conflict,
massive destruction, and historic divisions among neighboring countries.

It was not until 1992 that the Greater Mekong Subregion (GMS) Economic Cooperation Program would be formally
established. It covered six countries: Cambodia, the Lao PDR, Myanmar, Thailand, Viet Nam, and Yunnan province in
the People’s Republic of China. ADB assumed the role of Secretariat as well as facilitator, financier, honest broker, and
technical adviser. The uncertainties surrounding the relationships among the various countries required flexibility in the
design and selection of priority projects for cooperation. During its initial years, the program focused on establishing a
platform for GMS policymakers to meet, discuss, and explore avenues for cooperation. These early initiatives (financed
primarily through regional technical assistance) contributed to building mutual trust and goodwill among the countries.
ADB’s approach was pragmatic. For ADB and the early architects of the GMS, the first step in linking together disparate
countries was the simple act of building roads, bridges, and other infrastructure investments that would provide clear
benefits to at least two participating countries. In 1994, ADB brokered two such projects, the Yunnan Expressway (in the
PRC) and Theun Hinboun Hydropower Project (in the Lao PDR).

This gradual approach eventually paid off as the GMS countries became more confident in their relationships. ADB’s
independent evaluation concluded that ADB’s pragmatic and activity-based approach (compared with the rules-based
approach of other regional cooperation schemes) proved to be effective in generating early and tangible results. This
approach would become a template for other subregional economic cooperation activities, and was adopted in ADB’s
first regional cooperation strategy.

Since then, the GMS has witnessed a dramatic transformation. The GMS Program would deepen in the next decade, as
the 1997 Asian financial crisis would further strengthen the countries’ resolve to pursue regional cooperation, eventually
leading to a 10-year GMS Strategic Framework (2002-2012) forged during the first GMS Leaders’ Summit in 2002. This
would mark an important turning point for the GMS Program as countries, previously torn by war and conflict, came
together to cement their commitment to a shared vision of an integrated, prosperous, and harmonious subregion.

Sources: ADB. 2004. Bank Support for Regional Cooperation. Manila (R60-94); ADB. 2000. The Greater Mekong Subregional Economic
Cooperation Program Assistance Plan: 2001-2003. Manila; ADB. 1999. Impact Evaluation Study of the ADB’s Subregional Economic
Cooperation Program in the Greater Mekong Subregion. Manila; ADB. 1994. Report of the Recommendation of the President to the Board
of Directors: Proposed Loan and Technical Assistance Grants-Heilongjiang and Yunnan Expressways Projects (People’s Republic of China).
Manila (Loan 1325); ADB. 1994. Report of the Recommendation of the President to the Board of Directors: Proposed Loan-Theun-Hinboun
Hydropower Project (Lao People’s Democratic Republic). Manila (Loan 1329).

In 1994, ADB adopted a regional cooperation
policy.®® The policy proposed a three-phased
approach to guide ADB’s initial regional
cooperation activities. In the first phase, ADB
was expected to raise awareness of DMCs on
the importance of regional cooperation through
information dissemination, with the overall aim
of building mutual respect, confidence, and trust

60 ADB. 1994. Bank Support for Regional Cooperation. Manila.

among DMCs. In the second phase, potential
regional projects and programs that could yield
quick and tangible results were to be identified.
In the third phase, ADB was to finance cross-
border projects and national projects with a
significant cross-border or regional dimension.
Greater support was envisaged in areas such as
intraregional trade, cooperation in technology
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research, and management of common natural
resources. Financing of loan projects (particularly
in natural resource management (i.e., water and
energy as well as transportation) and use of TA for
regional activities (in areas such as policy support
and capacity building) were to be pursued.

7. Governance

Over the decade, there was increasing concern
about governance issues in the development
agenda. The issue also received attention during
the fifth ADF replenishment discussions and
the negotiations on ADB’s fourth general capital
increase (GCI IV) where the Bank was urged
to address governance issues in its operations.
In view of the importance and urgency of the
subject, interim staff instructions on governance
were issued February 1994. In 1995, ADB
became the first multilateral development
bank to have a Board-approved governance
policy.®* Under the new policy, governance was
considered synonymous with sound development
management, as it related to the effectiveness
with which development assistance was used, the
impact of development programs and projects
(including those financed by ADB), and the
absorptive capacity of borrowing DMCs.

The Bank recognized that the policy environment
in which development took place should be
appropriate, that equity issues should be
addressed, that DMCs should strengthen their
ownership of projects and take a participatory
approach in project design and implementation,
and that the experience of the high-performing
economies in the region could be useful in
formulating development strategies. To make
the elements of good governance operationally
relevant, four areas of focus were identified:
(i) accountability (building government capacity);
(i) participation (participatory development
processes); (i) predictability (legal frameworks);
and (iv) transparency (openness of information).
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These dimensions were integrated into operations
to raise the quality of governance in DMCs.

The Bank also sought to strengthen its internal
governance and enhance its accountability to
its member governments, by ensuring maximum
transparency in its operations. In September
1994, the Bank approved a new policy on
disclosure of information.®® It also established
procedures for its implementation and revised
the classification system on the release of ADB
documents. The policy encouraged a two-way
flow of information and sought to promote
greater local participation in decision-making
and ownership of decisions, and broadened
understanding of the Bank’s role and support
for its mission. In October 1994, the Board
approved an information policy and strategy to
deliver the Bank’s messages more effectively
in member countries.®® The policy codified
information requirements and objectives, while
the strategy identified the key messages the
Bank should deliver, its target audience, and the
most cost-effective modes of delivery.

In  December 1995, ADB approved the
establishment of an inspection function to
complement ADB’s existing audit, supervision,
and evaluation systems. The inspection function
provided a forum for project beneficiaries to
appeal to an independent body in relation to
ADB’s compliance with operational policies
and procedures in its assisted projects.** The
inspection function sought to address increased
attention to accountability, transparency, and
public participation by ADB and MDBs.

E. Technical Assistance

Through its TA operations, ADB assists its DMCs
in identifying, formulating, and implementing
projects; improving their institutional capacities;
formulating development strategies; promoting

ADB. 1994. Information Policy and Strategy of Asian Development Bank. Manila.



technology transfers; and fostering regional
cooperation. Over the third decade, the use
of TA gained prominence and became a vital
element of ADB’s development strategy,
as the Bank sought to redefine its role from
project financier to a broad based development
institution, providing integrated services of
financing, policy support, and capacity building.
Over 1987-1996, TA operations increased
dramatically, reaching $882 million (Figure 4), a
sevenfold increase from the previous decade.®
Of this amount, 82% were allocated to specific
countries, while the remaining 18% funded
regional TAs. The top five county recipients were
the PRC (14%), Indonesia (12%), the Philippines
(8%), Bangladesh (6%), and Pakistan (5%). ADB’s
TA operations covered a multitude of sectors and
subsectors. Compared to the previous decade,
there was a shift in the focal areas of assistance.
Assistance in the agriculture and energy sectors
decreased, accounting for 30% and 9% of TA,
respectively, compared to 41% and 14% in the
previous decade. In contrast, support for public
sector management, transport and ICT, and

Operational Overview

social sectors expanded (accounting for 16%,
14%, and 15%, respectively, compared to 9%,
10%, and 12% in the previous decade).

In 1988, ADB introduced various measures to
streamline the processing and financing of TA.
A number of TA ceilings or limits were raised,
largely to reflect the increase in the remuneration
of consulting services. With the expansion of TA
operations, ADB was conscious of the need to
ensure that these activities were not spread too
wide nor too thin. Starting in 1989, the annual
TA program was planned and monitored within a
framework of “indicative planning figures,” in terms
of both numbers and amounts of TA assistance.
In the case of RETA, an interdepartmental
review committee was set up to examine in a
comprehensive manner all aspects of the Bank’s
TA program. The TA program would eventually be
integrated in the country programming and strategy
formulation process, as well as in the Bank’s
multiyear planning framework. Box 9 provides an
overview of the evolution of ADB’s TA over the
first 3 decades.

Figure 4: Technical Assistance Approvals, 1987-1996
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65 During the first 2 decades, TA assistance represented 0.75% and 0.78% of total ADB assistance, respectively. This percentage jumped to 2%
in the third decade.
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Box 9: Effecting Change through Technical Assistance—Historical Perspective

Over the years, the focus of technical assistance (TA) of the Asian Development Bank (ADB) has shifted. When ADB
was first established, the focus was on the preparation of projects suitable for financing. TA was used to finance feasibility
studies and other project preparation work, as well as project implementation through the provision of supervision services
and institutional strengthening of project executing agencies. At the time, TA was regarded primarily as a modality to
support the project financing function of the Bank, which was perceived as its main function.

The emphasis changed in the second decade, as it became evident that effective development required much more than
close attention to projects. More often than not, the success or failure of a project was decided not by the technical or
financial quality of the project but by the economic environment, both at the macro and sector levels. The Bank responded
to these findings by intensifying policy dialogue with governments in developing member countries (DMCs), introducing
a policy-based lending modality (the program loan), and through increased used of TA to address key policy issues.

In the third decade, the emphasis on policy and broader institutional capacity was further intensified, and the role of TA
acquired new dimensions. Many DMCs embraced market-oriented, outward-looking economic management strategies
and began to undertake various policy and regulatory reforms to move in that direction. Several centrally planned
economies began the process of transitioning to a market economy. At the same time, as a result of the end of the Cold
War, opportunities increased for regional and subregional cooperation through enhanced trade and investment and
cross-border development of infrastructure and management of natural resources. Through its TA operations, the Bank
was uniquely positioned to act as a broker, promoter, and financier providing knowledge, experience, and network to
support its DMCs.

Source: ADB. 1998. Annual Report 1997. Manila. pp. 19-39.




V. BUSINESS PROCESSES
AND OPERATIONAL POLICIES

* In keeping with its continuing efforts to respond to evolving
needs and expectations of its member countries, ADB’s
lending instruments and processes were adjusted and new

ones were introduced.

* More emphasis was given to improving project quality, as
projects grew more complex and demanding of staff efforts.
A new organizational structure was introduced to ensure a
strengthened country focus in operations.

A. Instruments and Modalities

1. Program Lending

iven the increased attention on policy
G aspects, a revised program lending

instrument was introduced in 1987.%¢
Since 1978, the Bank had provided program
loans to promote increased capacity utilization
by financing imported inputs, particularly in
high-priority areas (mostly agriculture). In 1987,
the objective of program loans was redefined to
address underlying sector needs and constraints,
including policy reforms, investment plans, and
institutional strengthening. Further, the ceiling on
program lending was raised from 10% to 15% of
total ADB lending and the 20% ceiling for individual
countries was abolished.®” The scope of lending
was broadened to include the financial, industry,
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ADB. 1987. A Review of Program Lending Policies. Manila (R117-87).

energy, transport and ICT, and social sectors.
Procurement procedures were eased to facilitate
faster disbursement. The new policy cautioned
that program loan conditionalities should not be
expected to work in the same way as for project
loans; instead, they should be assessed in the
broad context of policy reform. To capture this,
the process should be reflected in a development
policy letter from the government requesting
the program loan. Reforms should be paced and
transitional adjustment costs reduced by providing
retraining and other adjustment assistance,
especially for the poor. The policy also called for
compatibility of program loans with policy reform
measures of the International Monetary Fund and
the World Bank. However, unlike earlier program
loans, reference to a “no objection” clause from
the International Monetary Fund was no longer
required. In December 1987, the Bank approved

7 For ADF lending, a limit on country lending of 22.5% was set during the ADF VI replenishment.
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the first loan under the revised program lending
policy with a $150 million Non-Qil Export
Promotion Program loan to Indonesia.®® The loan
supported Indonesia’s policies to stimulate non-oil
exports. These policies are part of a continuing
trend toward deregulation and liberalization with a
greater role for the private sector.

Further amendments to the program lending
instrument were made in 1996.% By then, it was
recognized that meeting loan conditions did not
guarantee the realization of the expected impact
of a program. Even the reformulated program loans
tended to be implemented over a relatively short
period, providing inadequate time for policies to fully
work. Given the significant role of the International
Monetary Fund and World Bank in policy-based
lending at the macroeconomic level, it was felt that
ADB program lending should be strengthened at
the sector level. Hence a new sector development
program was introduced as a combination of three
existing modalities (program loan, project loan, and
TA) to address sector needs more comprehensively.
Sector analysis became a precondition for program
lending. In addition, poverty, social, environmental,
and mitigation measures were emphasized.

2. Special Interventions
Project Loan

Another lending facility was introduced for
the first time in 1990, with the approval of a
$10.5 million Special Interventions Project Loan
for Papua New Guinea.”® Part of a multidonor
effort, the loan was intended to mitigate some
of the possible social costs of the government
structural adjustment programs. Projects to
be implemented with the loan, under the
Government Public Investment Program, had to
have a strong poverty focus and funds had to be
disbursed quickly to contain unemployment or
income reduction.
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Program. Manila (Loans 0876 and 0877).

9 ADB. 1996. Review of the Bank’s Program Lending Policies. Manila.
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Project. Manila (Loan 1054).

3. Scholarship Program

In its commitment to broaden its beneficiary
base, ADB adopted a new operational instrument
for education and training—the scholarship
program. Two such programs were approved
in 1988. The Japan Scholarship Program
financed by the Government of Japan provided
for postgraduate studies in development-
related fields at a number of selected regional
institutions for DMC nationals. The Scholarship
Program for Smaller DMCs (financed through a
regional technical assistance worth $300,000)
sponsored short-term scholarships in specific
fields of training for candidates nominated by the
governments of Bhutan, the Lao PDR, Maldives,
and eight Pacific DMCs.

4. Disaster Emergency Assistance

ADBwasthefirstregional multilateral development
bank to adopt a disaster and emergency assistance
policy in 1987, with a focus on Pacific countries
(Box 10).”* The policy allowed ADB to assist
small DMCs in quickly restoring vital economic
infrastructure and social services following
damages caused by natural disasters. Through the
policy, the Bank was able to provide emergency
assistance loans (up to $500,000) under
expedited procedures (within 6 weeks of receiving
such loan request) and applied its procurement
and disbursement procedures more liberally.
Initially, this applied only to Maldives, Papua New
Guinea, and the small Pacific DMCs given that
these DMCs suffer disproportionately from natural
disasters. Faced with increasingly disruptive effects
of natural and man-made disasters on economic
developmentin many other DMCs, ADB expanded
the policy in 1989 to include attention to disaster
risk management and the restoration of productive
activity for all DMCs.”? The 1989 policy was
significant as it incorporated elements of disaster

ADB. 1987. Report and Recommendation of the President to the Board of Directors: Proposed Loan to Indonesia for the Non-Oil Export Promotion

ADB. 1990. Report and Recommendation of the President to the Board of Directors: Proposed Loan to Papua New Guinea for the Special Interventions

7L ADB. 1987. Rehabilitation Assistance to Small DMCs Affected by Natural Disasters. Manila.

72 ADB. 1989. Rehabilitation Assistance after Disasters. Manila.
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Box 10: Disaster Policy and ADB’s Response During the Decade

The Asian Development Bank’s (ADB’s) early support for rehabilitation assistance for Pacific developing member
countries (DMCs) affected by natural disasters included an emergency power rehabilitation assistance to Samoa when
Cyclone Ofa struck two major islands (Upolo and Savaii) in 1990; an emergency typhoon rehabilitation assistance
program in the Marshall Islands following the destruction of infrastructure and crops by Typhoon Gay in 1992; emergency
rehabilitation of the main infrastructure facilities in Solomon Islands after Cyclone Nina in 1993; and emergency support
to repair severe damages to infrastructure after the 1994 volcanic eruptions in the town of Rabaul in Papua New Guinea.

In1991, a devastating cyclone struck Bangladesh, and ADB provided immediate assistance for the repair and rehabilitation
of damaged infrastructure through a reallocation of $40 million saved from four ADB-financed projects in the country.
In the same year, two natural disasters hit the Philippines. The volcanic eruption of Mt. Pinatubo and the subsequent
mudflows resulted in widespread damage to infrastructure and agriculture, a considerable loss of life, and the dislocation
of families. In response, ADB provided advisory services to assess the damage followed by emergency assistance to
support rehabilitation and recovery plans for affected areas. Later in the year, the Philippines experienced extensive loss
of life and property in Leyte (central part of the Philippines) due to Typhoon Uring. ADB quickly provided support for the
reconstruction of public facilities in affected areas.

The 1990s saw a growing recognition among the international community of the need to mitigate the effects of natural
hazards before they develop into disasters. In 1989, ADB’s first disaster-related regional technical assistance led to the
dissemination of important disaster management information in two books. The first book summarized lessons learned
in selected DMCs, with a focus on overall strategies for disaster mitigation and technological and management issues.
The second, essentially a handbook, summarized state-of-the-art disaster management techniques for practitioners
in DMCs. These books are among ADB’s bestsellers and are still in demand, as references in the field and as text for
university and training courses throughout the region.

Sources: ADB. 1989. Regional Technical Assistance for Regional Study on Disaster Mitigation. Manila; ADB. 1990. Disaster Mitigation in
Asia and the Pacific. Manila; ADB. 1991. Disaster Management: A Disaster Manager’s Handbook. Manila; ADB. 2004. ADB’s Disaster and
Emergency Assistance Policy. Manila; ADB. 2012. Special Evaluation Study: ADB’s Response to Natural Disasters and Disaster Risks. Manila.

risk reduction. For the first time, ADB explicitly
helped DMCs reduce their vulnerability to natural
hazards. The new policy also identified ways to
prevent disasters or mitigate their effects after
they had occurred, allowing DMCs to reallocate
surplus funds from other projects to respond to
an emergency, provided that the projects were in
the same sector. It also expanded the coverage
of ADB’s disaster assistance policy to include
non-natural disaster (e.g., wars, civil strife, and
environmental degradation).

B. Projectand Loan
Administration

More emphasis was given to improving project
quality, as projects grew more complex. A major
endeavor to enhance the overall delivery of Bank
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services was initiated in 1993 with the setting up
of the Task Force on Improving Project Quality,
chaired by VP Schulz. Although it was essentially
an in-house effort, the task force interacted with
DMCs and also benefited from the views of two
external experts (both former executive directors
of the Bank). The report of the task force was one
of the most important policy papers reviewed
by the Board in 1994.7% It identified three major
themes or areas of focus to improve project
quality and impact.

First, ADB needed to pay greater attention to
the needs of its DMCs. This implied shifting
away from an “approval culture” in which
adequate project design and attention to local
needs, demands, and absorptive capacity were
sacrificed to achieve annual lending targets.
It also meant strengthening the country focus

ADB. 1994. Report of the Task Force on Improving Project Quality. Manila.
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of operations, including the links between
economic and sector work, programming,
and project design. Second, ADB needed to
put more emphasis on the development of
institutional capacity and on country ownership.
This required stronger long-term programs in
DMCs and involvement of DMC officials and
beneficiaries at all stages of the project cycle.
Third, there should be more accountability
within the Bank for ensuring project quality.
To do this, project implementation should be
given the same priority as project processing.
The report recommended a one-time “spring
cleaning” of the project portfolio to weed

out inactive and slow-moving projects. In
addition, systems and procedures should be
more decentralized to allow greater flexibility
and initiative, and feedback from lessons of
past experiences should be better utilized in
the design and implementation of projects
and programs. An action plan was developed
to implement the report’s recommendations.
As a result, a review of ADB’s organizational
set-up was also completed to ensure a
strengthened country focus in operations. A new
organizational structure dividing the Bank under
two “regionalized” Vice-Presidents (East and
West) became effective in 1995.




VI. FINANCIAL POLICIES

AND RESOURCE

MOBILIZATION EFFORTS

* ADB remained actively engaged in resource mobilization efforts.
Preparatory work started for a fourth general capital increase,
which would take over 8 years to complete. There were two
rounds of Asian Development Fund replenishments.

* In parallel, ADB introduced numerous enhancements to its
financial management practices to retain the Bank’s “AAA”
rating in the capital markets, which underpinned ADB’s ability
to raise low-cost, competitive funding that it could then extend
to developing member countries.

A. Ordinary Capital Resources

tthecloseofthethirddecade (31 December
A1996), the Bank’s authorized capital stock

amounted to $50.1 billion (compared to
$19.7 billion at the end of the second decade).”
This included subscriptions from the fourth general
capital increase (GCIl 1V) and earlier GCls;
subscriptions from nine new members; and special
capitalincreases for Japan, Sweden, and the United
States (US) (approved by the Board of Governors
in 1988).
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1. Fourth General Capital Increase

In May 1986, at the request of the Board of
Governors, ADB initiated a study of its future
resource requirements, which would eventually
lead to the formulation of specific proposals for
GCI 1V, whose negotiations lasted until May 1994,
As part of the negotiations, ADB undertook a
series of studies on its income and liquidity policies
and its loan charges.

This section draws heavily from ADB. 2016. A History of Financial Management at the Asian Development Bank. Manila.
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Ongoing Review of Financial Policies. In
considering the need for a GCI and the target date
by which countries should make their subscription,
ADB normally took into account (i) the limitation
imposed by the ADB Charter on ordinary lending
operations, (ii) the limitation on borrowing imposed
by certain covenants in bond issues, and (jii) other
limitations on financial activities arising from general
considerations of prudent financial management.

Lending Limitation. Article 12.1 of the ADB
Charter states that the total amount of outstanding
loans, equity investment, and guarantees in ordinary
operations should not at any time exceed the total
amount of its subscribed capital and ordinary reserve
(known as the Bank’s lending authority). In the past,
the Charter reference to “amount of outstanding
loans” had been interpreted as the total amount of
loan commitments, net of repayments (also referred
to as net loan commitments). The difference
between the lending limitation and the volume of net
loan commitments is known as the Bank’s lending
headroom, which measures the Bank’s financial
ability to commit additional loans. A GCI would
normally be required before the headroom reaches
zero, to avoid a hiatus in the Bank’s lending activities.

The International Bank for Reconstruction and
Development (IBRD) had similar charter limitations
on lending but interpreted them differently—in
terms of loans disbursed and not yet repaid (rather
than in terms of loans committed, which included
the undisbursed portions of loans). During the
GCI IV negotiation discussions, ADB considered
adopting a similar approach, as it would provide
for additional headroom. However, after lengthy
discussions, ADB ultimately opted to maintain the
traditional interpretation since this had been the
practice to date and was considered the closest
interpretation to the originalintention of the Charter.
ADB’s decision was consistent with the institution’s
cautious approach toward financial management.”
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adopt IBRD’s interpretation.
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BorrowingLimitation. Inthepast,andasaresult
of covenants included in earlier bond issues, the
Bank’s borrowings had been restricted to the
callable capital subscribed by specified member
countries whose currencies are convertible (this
covenant was known as the callable capital in
convertible currencies limit or “CCCC limit.”
In previous GCls, this limit had been the main
factor triggering the need for a capital increase
and determining its timing. During the GCI IV
negotiations, however, only one such borrowing
was still outstanding and projected to mature
by June 1993. The Board agreed to redeem
it and redefine its borrowing limitation policy
to remove the callable capital in convertible
currencies limit, thereby increasing the Bank’s
borrowing capacity substantially. As a result,
and unlike in previous GCls, the Bank’s lending
limitation became the primary consideration in
determining the size and timing of GCI IV.

Other Limitation Policies. The Bank also
had a policy of maintaining its year-end
holdings of liquid assets at no less than 40% of
undisbursed balances of both effective and
not yet effective loans. The Bank’s primary
objective in holding liquidity at this level was to
ensure the uninterrupted availability of funds
for its operations, while maintaining flexibility
in its borrowing decisions, in case of adverse
conditions in the capital markets.

In September 1987, the Bank sought to
maintain the adequacy of its net income by
ensuring that its long-term interest-coverage
ratio would not fall substantially below 1.25,
while the minimum target for the Bank’s long-
term reserves to outstanding loan ratio would
be maintained within the range of 20%-25%.7°
Certain reductions in loan charges were also
approved, providing significant cost savings to
borrowing member countries.

During parallel GCI negotiations, similar considerations took place at the Inter-American Development Bank, which eventually opted to

The interest-coverage ratio measures ability to meet its debt obligations out of earnings. The reserves to outstanding loan ratio measures the

ability to protect itself against capital impairment due to possible loan losses.



A comprehensive review of ADB’s investment
guidelines was undertaken in 1991. The objective
of the review was to enhance ADB’s flexibility in
meeting its income objectives, while retaining its
sound risk management practices. Essentially,
the existing guidelines were split into two parts:
the Investment Authority dealing with overall
investment policy to be approved by the Board of
Directors; and the Investment Guidelines, providing
detailed guidance and relevant limits to be applied
to the actual management of the portfolio, to be
approved by Management. The benefits from the
new Investment Authority were expected to be
significant. Futures and option contracts would
allow the Bank to change the risk profile of its
investment portfolio quickly without disturbing
its cash market security positions, enhance the
liquidity of certain higher-yielding investments, and
lower transaction costs.

Financial policies were further reviewed in 1992. An
interdepartmental working group was established to
review the country risks of the Bank’s loan portfolio
and portfolio concentration. In response, ADB
committed to diversify its portfolio and strengthen
its country risk assessment and management
systems. An explicit policy was adopted for loan
sanctions, loan loss provisioning, along with a new
policy framework for its private sector operations
to minimize the impact of such operations on the
overall OCR portfolio risk. The Bank also approved
in parallel new currency management practices to
improve the currency composition of the borrower’s
debt obligations relative to the applicable lending
rate and the predictability of their debt service
repayments. This was in response to shareholders’
concerns, given the debt crisis faced in other
regions of the world. The review also included a
further review of the Bank’s liquidity policy, income
management policy, and major financial indicators
(interest-coverage ratio and reserves to outstanding
loan ratio). While the Bank adopted a cash flow
approach in its liquidity management, no changes
were made to its income management policies.
Finally, the Board gave preliminary considerations
to the paid-in capital requirements for GCI V.

77 See also section I1I.A.
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Inearly 1994, ADBstartedanannualincomereview
to assess its medium-term income prospects. The
review was meant to assess the Bank’s ability to
meet its Board-approved income policy objectives,
taking into account the various financial risks facing
the Bank. On the basis of this annual review, the
Board would review the adequacy of loan charges
and would recommend to the Board of Governors
how net income should be allocated. This process
is still being implemented to date.

An initial proposal for GCI IV was considered
by the Board in November 1993. Management
projected that the Bank’s lending headroom
would be nearly exhausted by the end of 1993.
The Board generally agreed on the need for a
further GCI in the range of 100%-120%. This
was envisaged to support OCR operations
growing at an average of 7.7%-10.5% annually
over a 6-year period. The future role of the Bank
and its operational agenda were key factors for
consideration in finalizing GCI IV. In line with
the recommendations in the Panel Report on
the Bank’s Role in the 1990s,”” Management
committed to (i) further strengthen its recently
adopted strategic planning process and adopt
a broad-based development approach and
country focus, through improvements in its
organizational structure, business processes,
staff incentives, and expertise; (ii) strengthen
its environmental activities; (iii) pay particular
attention to social dimensions in operations;
(iv) revise key sector policies; (v) give increased
attention to population issues; (vi) implement
fully the recently revised financial policies; (vii)
further improve interagency collaboration and
aid coordination; (viii) prepare an issues paper
on good governance, formulate new policies
on disclosure of operational information, and
examine how the Bank can best respond toissues
relating to its inspection function (following
similar developments at the World Bank);
and (ix) seek closer working relationship with
members of the Board on operational matters
and develop stronger partnership with DMCs to
improve project quality and implementation.
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After the initial proposal in 1993, the Board
submitted in early 1994 its final recommendation
to the Board of Governors for a substantial
increase in the Bank’s authorized and subscribed
capital stock of 100%. On 22 May, the Board of
Governors authorized it. GCI IV became effective
immediately (on the same day) and amounted to
almost 1.8 million shares worth over $25 billion
(Table 3). Subscriptions were to consist of a 2%
paid-in portion, with the remaining 98% in the
form of callable shares. Of the payments for the

paid-in shares, 40% were to be in convertible
currency and 60% in the national currency
of the subscribing member. The final date of
subscription was set to 31 December 1995. The
deadline was subsequently extended by 6 months
to 30 June 1996 and by a further 3 months
until 30 September 1996. Fifty-five members
had subscribed by the final deadline. Italy and
the Philippines would be late in making their
payments and, as a result, their voting power had
to be temporarily reduced.

Table 3: General Capital Increases and Capital Composition, 1966-1994

Initial Subscription

Capital Increase

(1966)

% increase 0
Number of new shares 110,000

Composition of Capital (%)

Callable 50

Paid-in 50
Components of Paid-in Capital (%)

Convertible currency 50

National currency 50

GCl I GClll GCl GCl IV
(1971) (1976) (1983) (1994)

150 135 105 100
165,000 414,800 754,750 1,770,497
80 90 95 8

20 10 5 2

40 40 40 40

60 60 60 60

GClI = general capital increase.

Note: Increases in authorized capital are based on the number of subscribed shares, which may be lower than the number of authorized shares.

Source: Asian Development Bank.

2. Borrowings

As the Bank’s lending operations grew, and with
the need to maintain its liquidity target, paid-
in capital continued to be supplemented with
borrowings. Total borrowings doubled in the third
decade to $12.2 billion (against $6.4 billion in the
previous decade). About half of total borrowings
were from Japan and Eurobond markets. The Bank
also placed bond issuances in the global market,
including Austria, Germany, the Netherlands,
Switzerland, and the US; and Asian markets
including Hong Kong, China; the Republic of
Korea; and Taipei,China.

The Bank’s borrowing program has evolved over
the years. In the first decade, the main concern was
to become known in as many markets as possible
and to maintain a regular presence in them. In

the second decade, when interest rates started
to rise, the Bank was compelled to concentrate
its borrowing in low-interest currency. The third
stage came with the Bank’s introduction of a pool-
based variable lending rate in 1986. It came at a
time when globalization and deregulation were
sweeping world capital markets. Under this system,
the Bank was able to concentrate its borrowing
in low-coupon currencies, but by using financial
engineering techniques such as swaps, it was able
to expand in high-coupon markets.

The Bank also made conscious efforts to stimulate
the development of Asian’s markets. This was best
exemplified in the “Dragon Bond” concept that ADB
started. The first Dragon Bond issue (worth $300
million) was launched in 1991 simultaneously in the



capital markets of Hong Kong, China; Singapore;
and Taipei,China. This pioneering example
demonstrated ADB’s significant understanding of
the regional bond market at that time and would
be replicated by a series of top-rated issuers, such
as international and regional financial institutions
in Europe and the US. A second Dragon Bond
issue followed in October 1992. This was the first
borrowing for the Bank’s newly established pool-
based, variable rate, US dollar-specific lending
window. In the following year, the Bank issued its
first ever Dragon yen bond issue, providing it with an
opportunity to diversify its cost-effective sources of
yen funding and at the same time, introduce another
international currency to the Asian regional bond
market. During this period, the Bank continued
to focus on enhancing the secondary market
liquidity of its bonds through targeted and sizable
benchmarkissuance in selected markets. The move
toward large benchmark issues accelerated in 1994
and 1995, with the first two US dollar “global” bonds
(bonds issued in several countries at the same time
and traded outside the country where the currency
is denominated) ever issued by the Bank.

3. Market-Based Window,
Cofinancing, and Guarantee
Operations

In light of the growing need of DMCs for capital,
the limited volume of official development
assistance, and the resulting need for an increased
mobilization of private resources, ADB introduced
its market-based loan window and reviewed its
cofinancing and guarantee strategy.

In 1994, the Board approved the establishment of
a new market-based loan window to provide funds
at current terms prevailing in international capital
markets,”® which became the Bank’s third lending
window.” The new window primarily benefited
the private sector and broadened the product

Financial Policies and Resource Mobilization Efforts

line offered by the Bank, with access limited to
financial intermediaries in the public sector and all
borrowers in the private sector.

ADB also continued to pursue its efforts as a
catalyst to increase resource flows to DMCs
through cofinancing and guarantee operations.
In 1988, the Bank approved a policy framework
to guarantee loans by private sector institutions
to DMCs.® The framework was approved in light
of substantial balance-of-payments surpluses
in some DMCs combined with difficulties in
mobilizing sufficient resource flows on acceptable
terms to sustain economic recovery programs.
The guarantees were to be used only in selected
circumstances on a case-by-case basis. ADB’s
guarantee facility was used for the first time in
Indonesia in 1989.

Cofinancing operations gained momentum with
the approval of new cofinancing and guarantee
policies in 1995. The main objectives of the new
cofinancing strategy were to catalyze additional
private capital to DMCs by assisting cofinanciers
in the appraisal and management of risks, and
to continue to promote official cofinancing,
particularly ~ for  low-income  countries.®
Implementation of the strategy called for the
mainstreaming of cofinancing activities in Bank
operations. The Office of Cofinancing Operations
was established in 1996 for this purpose.

Under its new guarantee policy, the Bank agreed
to provide either a credit guarantee, providing all-
inclusive cover for a portion of the debt service; or
arisk guarantee, covering specific risk events for all
or part of the debt service. The eligibility criteria for
guarantee operations were also enlarged.®

Over the third decade, official cofinancing
continued to account for the largest share of
cofinancing arrangements. Direct value-added

78 ADB. 1994. A Proposal to Introduce a Market-Based Loan Window. Manila.
79 The other two windows were pool-based multicurrency loan window, and pool-based single currency loan window in US dollars.

80 ADB. 1987. Bank’s Guarantee Operations. Manila.
81 ADB. 1995. The Bank’s Cofinancing Strategy. Manila.

82 Previously, the Cofinancing Unit, which was created in March 1982, served as the focal point for official and commercial cofinancing.

ADB. 1994. Review of the Bank’s Guarantee Operations. Manila.
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(DVA) cofinancing® from official sources (bilateral
and multilateral donors) increased to $3.9 billion
covering 54 loan and grant projects (compared
to $499 million for 50 projects in the previous
decade). The Japan Bank for International
Cooperation was the top source, accounting for
over 90% of official DVA cofinancing. Other
sources included the International Fund for
Agricultural Development, the OPEC Fund for
International Development, Frankfurt-based
KfW Development Bank, the Netherlands,
the International Bank for Reconstruction and
Development, Norway, and the International
Cooperationand Development Fund. Cofinanced
loans were most prominently used for large
infrastructure projects in energy, transport and
ICT, agriculture, and water and other municipal
infrastructure services. In addition, the Bank
actively pursued TA cofinancing. TA cofinancing
from external sources almost doubled in value
compared to the previous decade (reaching $132
million and covering 171 TA projects.)

B. Special Funds and Facilities
1. The Japan Special Fund

At the 20th Annual Meeting of the Bank in Osaka,
the Government of Japan expressed interest in
establishing a special fund to contribute to the
accelerated economic growth of the Bank’s DMCs.
The Japan Special Fund was formally established
in March 1988. It aimed to support DMCs’ efforts
toward industrialization, natural and human
resource development, and technology transfer,
and was to be used to finance or cofinance (i) TA
projects (onagrantbasis) in both publicand private
sectors, including project preparation, advisory
services, and regional activities; (ii) private sector
development projects through equity investment;
and (iii) in special cases and on a grant basis,
TA components of Bank-financed public sector
development projects. The Fund had an initial
contribution of 2.5 billion yen (equivalent to about
$20 million) on 25 March 1988, supplemented by
a further contribution of 2 billion yen ($16 million)

a month later. Annual contributions peaked in
1995 with just over $100 million. From 1990,
the Japan Special Fund was diversified to support
specific activities (economic and research work,
environment-related activities, gender activities,
and others). Proposals were submitted at regular
intervals. A small unit was established in ADB
to process this work and that required for other
Japanese funds. Annual administration costs were
charged to the Japan Special Fund.

2. Fifth Replenishment of ADF
(ADF VI: 1992-1995)

With the ADF V period scheduled to conclude at
the end of 1990, a meeting of representatives of
ADF donor countries was held at the time of the
23rd Annual Meeting in May 1990 in New Delhi
to consider the ADF resource position and the
timeframe for a further ADF replenishment (ADF
VI). Additional meetings were held in September
1990 in Washington, DC; January 1991 in Tokyo;
April 1991 in Vancouver; June 1991 in Stockholm;
September 1991 in Istanbul; and December 1991
in London. At these meetings, donors reiterated
their support for ADF and discussed various
matters relating to the replenishment.

In January 1991, the Board completed a review
of ADF financial policies and made three key
decisions. One, ADB should commence using
the ADF investment portfolio for ADF loan
disbursements with a view to gradually wind
down the portfolio over the period 1991-1995.
Two, ADB should discontinue the existing policy
of maintaining a provision for exchange rate
fluctuations in determining the availability of ADF
resources for loan commitments. Instead, ADB
should adopt an ADF lending limitation policy in
order to reduce the risk of undisbursed resources
becoming overcommitted as a result of exchange
rate fluctuations. Three, 85% of projected ADF
investmentincome and loan repayments during the
period 1991-1995 should be made available to the
Bank immediately as advance ADF commitment
authority, thereby enabling ADF borrowers to
benefit from this growing source of funds at the

83 Cofinancing with contractual or collaborative arrangements between ADB and financing partners.



earliest possible date. As a result of these policy
changes (particularly the third item), additional
ADF resources of about $1.5 billion became
available in early 1991. Consequently, donors
agreed at the Tokyo meeting that commencement
of the ADF VI period should be delayed by a year,
to cover 1992-1995.

During the various meetings, several major policy
issues were discussed. These covered not only the
directions that ADF operations should take over
the ADF V period, but also specific operational
aspects and suggestions for strengthening
planning and management systems within the
institution. More specifically, donors urged ADB
to (i) give higher priority to poverty and social
sector issues in its operations; (ii) strengthen
its efforts to support policy reforms in its
DMCs through more thorough economic and
sector analysis, TA, and lending operations;
(i) integrate fully environmental activities into
its overall operations; (iv) pay greater attention
to the effects of ADB projects on women and
the need to enhance women’s opportunities
to contribute and benefit from economic
development; and (v) increase assistance
for activities designed to address population
problems. Donors also highlighted the need to
strengthen the Bank’s strategic planning capability
and country programming process, as well as
the need to enhance social sector investments
and attention to cross-cutting issues, including
women in development, poverty reduction, the
environment, and private sector development.
They requested that an overall review of the Bank’s
organizational structure be undertaken.

Donors also underlined the importance of
establishing a link between the allocation of ADF
resources to individual DMCs and the effective use
of such resources, as was increasingly being done
by the International Development Association
(IDA). ADB was asked to emphasize performance
as a criterion for allocating ADF resources to
individual DMCs. Country performance should
be assessed regularly (annually or biennially) in

Financial Policies and Resource Mobilization Efforts

terms of sound economic management, efforts
toward growth with equity and poverty reduction,
and efforts toward sustainable economic and
social development. Given the continued needs
of traditional ADF recipients and other potential
borrowers,® donors concluded that it would not
be possible to make ADF resources available to
the PRC and India during the ADF IV period (even
though both of them were classified as Group A
countries and hence eligible). Indonesia and the
Philippines were two Group B countries that were
granted renewed access to ADF resources on a
temporary basis during ADF V, to assist through
major economic restructuring efforts. Donors
allowed the possibility of continued but reduced
ADF access for those two countries during ADF VI
for projects directed at poverty reduction, social
sectors, and protection of the environment.

The ADF VI negotiations were concluded in
December 1991. Donors eventually agreed on
a total replenishment size of $4.2 billion (2.969
billion in special drawing rights). Of this amount,
$140 million was to be set aside and allocated to
the Technical Assistance Special Fund primarily for
project-related TA to poorer DMCs or for regional
TA. Donors also recommended that the BOD
consider annually the use of OCR income for the
financing of technical operations. Notwithstanding
this, the existing policy of receiving voluntary
Technical Assistance Special Fund contributions
from member countries would continue. Most
donors contributed based on the burden sharing
arrangement of ADF V except for the Republic
of Korea and Sweden that substantially increased
their  contributions.  Nauru;  Taipei,China;
and Turkey participated in the replenishment
negotiations for the first time. Hong Kong, China
and Finland made additional contributions;
while Denmark, Japan, the Netherlands, Spain,
Switzerland, and the United Kingdom provided
supplementary contributions. Japan and Australia
reduced their burden share contributions to around
33.7% (Japan’s original burden share) and 6.5%,
respectively. The ADF VI arrangements became
effective on 20 August 1992, when the total

84 Potential borrowers consisted of three DMCs in which the Bank had no lending program for many years (Afghanistan, Cambodia, and
Viet Nam); Myanmar (which did not borrow from ADB during ADF V); new members that recently joined the Bank (the Marshall Islands,
the Federated States of Micronesia, and Mongolia); and potential new members from Central Asia.
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amount of unqualified commitments received
by the Bank reached $2.1 billion (or 50% of total
committed amount).

3. Sixth Replenishment of ADF
(ADF VII: 1997-2000)

As an initial step, donors held an informal
consultation in May 1995 in Auckland to review
ADF operations and resources. As the ADF
commitment authority was nearing exhaustion,
donors agreed to formally start negotiations on a
further ADF replenishment (ADF VII) to finance
the Bank’s concessional operations over the
period 1997-2000.% Donors subsequently held
seven meetings in Amsterdam in November 1995;
Bonn in February 1996; Manila in April 1996;
Hong Kong, China in June 1996; Kuala Lumpur in
September 1996; Copenhagen in October 1996;
and Tokyo in January 1997. All meetings were
chaired by President Sato.

During negotiations for the previous replenishment
(ADF VI) as well as GCI IV, donors had requested
the Bank to reorient its strategic objectives and
operational priorities. Donors endorsed the
continued validity of these priorities over the ADF
VII period and stressed that the emphasis should
now shift to effectively implementing the policy
and operational changes introduced so far. While
stressing the continued relevance of the strategic
agenda and objectives resulting from ADF VI and
GCI IV, donors noted that the global and regional
contexts were substantially different from those of
previous replenishments. Concessional resources
were very scarce and the role and expectations
of multilateral development finance had changed
considerably. In this context, donors outlined
their long-term vision to make ADF operations
progressively self-financing.

To ensure continued support to ADF, traditional
donors indicated that they would need to be
assured that their level of contributions would
gradually decrease over time. This would require
the integration of donor resource mobilization

efforts and effective financial management on
one hand, and accelerated development and
graduation from concessional assistance on the
other. In augmenting the volume of nondonor
resources, two approaches were considered: OCR
net income transfer to ADF and hardening of ADF
loan terms. Donors requested ADB to undertake
a comprehensive review of its financial policies,
in order to develop a new planning framework
for the financial management of ADF resources.
Other general policies relating to ADF should also
be developed and/or reviewed, such as access
criteria, lending terms, graduation, performance
evaluation, and resource allocation.

Donorsalso emphasized the need for broadening
the base for donor resources. In this context,
traditional donors recognized and appreciated
the Bank’s efforts to mobilize donor support,
through consultations with nonborrower DMCs
and advanced borrower DMCs within the
region. Donors agreed that the overall burden
share between nonregional and regional donors
should move from 55:45 under ADF VI toward
parity. Ultimately, donors agreed to an ADF
VIl lending program of $6.3 billion, of which
$2.6 million was expected to be generated
from donor contributions. Japan agreed to a
higher burden share of 35.1%. Several higher-
income borrowing developing members such
as Hong Kong, China; the Republic of Korea;
and Taipei,China increased their contributions
significantly. Malaysia and Thailand became
new donors. As a result, the burden share
between nonregional and regional donors
(including  supplementary  contributions)
reached 49.4:49.1. The near parity between
nonregional and regional members in total
donor contributions was considered a major
milestone. ADF VIl became effective on
24 September 1997, when the total amount of
unqualified contribution received by the Bank
exceeded the minimum trigger. Contributions
were to become available to the Bank for
operational commitments in four equal tranches
over 1997-2000.

85 Atthe end of 1995, the maximum amount of new lending that the Bank could undertake with available ADF resources was about $1.4 billion.

By end 1996, this amount was projected to drop to $400 million.



VII. KEY LESSONS
FROM EVALUATION

* Given the growth in lending operations and the rapid increase in
the number of completed projects, ADB switched in 1988 from a
policy of postevaluating all completed projects to one of selective

postevaluation of projects.

* ADB began to play an increasing role in helping DMCs develop
and strengthen their own evaluation capabilities.

he postevaluation program of ADB

| had been run by the Post-Evaluation
Office (PEO), which reported directly

to the President and had two main objectives:
to improve the design, implementation and
performance of future development projects in
light of past experience; and to enable the Bank
to better account for the effectiveness of its
assistance. Postevaluation was generally carried
out 3-4 years after a project was implemented
to ensure availability of adequate data relating
to project costs and benefits to facilitate a more
objective assessment of project performance and
sustainability. Project performance audit reports
examined the effectiveness and sustainability of
projects and focused on specific issues meriting
closer attention. Apart from project performance
audit reports, PEO also conducted impact
evaluations, reevaluations, and special studies.®

From 1987 to 1996, PEO completed 299 project
performance audit reports, 19 technical
assistance performance audit reports, 13 impact
evaluation reports, 24 reevaluation studies, and
15 special studies.

The Audit Committee of the Board was responsible
for reviewing the work of PEO at the time and for
ensuring that lessons learned from the experience
of completed projects were properly taken into
account in the design of new projects. In 1987,
the Board committees were rationalized. The audit
and budget review committees were expanded
to six members each, while the committee for
administrative matters relating to Members of
the Board was disbanded.*” In the same year,
the audit committee advised that an additional
project category unsatisfactory should be added
to the category of generally successful and partially

86 |mpact evaluation and reevaluation studies took a second look at projects on the basis of a sufficiently long period to assess actual benefits
(including lasting contributions in a DMC’s development) and reassess their economic and technical viabilities. Special studies involved
intensive analysis of a particular issue of operational importance in a specific country, sector, or region.

87 Prior to being disbanded, this committee was responsible for reviewing the provisions for shipment allowances and insurance on appointment,

termination, and official travel for members of the Board.
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successful.# Of the 299 projects and programs
evaluated over the decade, 53% were rated
generally successful, 35% partially successful, and 12%
unsuccessful. Projects in the energy, industry, and
transport and ICT sectors had higher success rates.
In contrast, projects in the agriculture and social
infrastructure sectors did not perform as well.

Given the growth in the Bank’s lending operations
and the rapid increase in the number of completed
projects, ADB switched in 1988 from a policy
of postevaluation of completed projects to one
of selective postevaluation of projects, while
evaluating all program and sector loans. This
helped release PEO’s limited resources to initiate
new activities, such as postevaluation of TA and
strengthening the evaluation capacity of DMCs.
In 1988, PEO undertook, for the first time, in-
depth evaluations of TA projects (i.e., a project
preparation TA in Indonesia and an advisory TA
project in Solomon Islands). Over the decade,
lessons from technical assistance performance
audit reports included the need for carefully
preparing the terms of reference for consultants
and recruiting consultants with good knowledge
of local conditions). The need to accurately
assess the effective demand for services and the
absorptive capacity of beneficiary agencies was
also identified, as were ensuring high levels of
TA ownership by the government and recipient
agency, hands-on TA management, and intensive
supervision of TA consultants. Toward the end of
the decade and in line with the recommendations
of the task force on improving project quality, the
postevaluation program placed greater emphasis
on impact evaluation studies, reevaluation studies,
and special studies.

Building Evaluation Capacity in Developing
Member Countries. The Bank also began to
play an increasing role in helping DMCs develop
and strengthen their own evaluation capabilities.
Throughout the decade, PEO organized various
activities (such as trainings and seminars)
aimed at increasing the awareness in DMCs of

the importance of performance evaluation as a
management and planning tool. In 1992, aregional
seminar was organized in Malaysia. One of the
main outputs of the seminar was the adoption
of an action plan for strengthening performance
evaluation in Asia and the Pacific.

Feedback of Postevaluation Findings. Efforts
continued to facilitate the application of lessons
learned with a view to improve new and ongoing
projects. A management committee on post-
evaluation findings was established in 1991. It held
biannual meetings to discuss issues arising from
postevaluation studies that warranted specific
attention and guidance from Management. PEO also
initiated an internal review of its current feedback
system to further improve the dissemination of
postevaluation findings. PEO’s computerized Post-
Evaluation Information System was redesigned in
1995 and became operational in 1996. The system
allowed all Bank staff to access PEO reports. These
efforts were supplemented by the circulation of
postevaluation abstracts, annual review of post-
evaluation reports, and country and sector syntheses
of postevaluation findings (see Box 11).

One of the recommendations of the task force
on improving project quality was that the Bank
should prepare each year a comprehensive annual
performance evaluation program to bring together
the activities of various departments and offices as
they relate to project performance. The first annual
performance evaluation program was issued in 1996,
reviewing activities completed in 1995. It concluded
that the institutional mechanism for generating
feedback in the Bank was fairly comprehensive and
well developed. It also noted growing awareness,
appreciation, and use of the feedback process among
Bank staff, as well as by some DMCs. Nevertheless,
some possible improvements were identified at
various stages of the project cycle. Some questions
were also raised on the level of resources made
available for project and TA supervision activities.
These were deemed insufficient to implement the
recommendations of the task force.

88 A project was considered generally successful if it was expected to be economically viable or could generate socioeconomic benefits
commensurate with original expectations and/or costs incurred. A project was rated as partly successful if its benefits were believed to
be sustainable at reduced levels, with reasonable prospects for improvement if remedial actions were taken. A project was classified as

unsuccessful if it was not technically or economically viable.



Key Lessons from Evaluation

Box 11: Country Synthesis of Postevaluation Findings in the Philippines

Total assistance by the Asian Development Bank (ADB) to the Philippines from 1967 to 1996 had reached $6.2
billion, making the Philippines the third largest recipient of ADB financing after Indonesia and Pakistan. By sector,
ADB assistance was broken down as follows: energy (27%), agriculture and agro-industry (25%), social infrastructure
(16%), transport and information and communication technology (15%), finance (10%), multisector (5%), and private
sector (2%). Fifty percent of postevaluated projects were rated generally successful, 26% as partly successful, and 24% as
unsuccessful. These findings caused concerns both for the Philippine government and for ADB. Common factors affecting
project performance were (i) inadequate assessment of sector-related institutional and policy issues and macroeconomic
conditions in project preparation and appraisal; (i) poor analysis of risks and uncertainties arising from external forces,
domestic policy distortions, natural calamities, and political turmoil; (iii) lack of availability of counterpart funding from
the government; and (iv) weak supervision and monitoring feedback mechanisms. Sector-wise, agriculture projects
incurred greater incidence of failures given the complexity of scope and multiplicity of project components.

A study by ADB’s Post-Evaluation Office offered a number of recommendations to improve project performance.
During project preparation, the Bank should not solely focus on technical aspects of creating new infrastructure
facilities but should also consider relevant elements to ensure sustainability of operations and continued maintenance
of facilities created, and the efficient management of natural resources. Timely availability of counterpart funding
should be realistically assessed in country programming exercises, and if the problems were concerned largely with
fiscal management, policy dialogue relating to fiscal policy reforms should be pursued with the government. More
critical assessments of macroeconomic and market conditions, demand forecasts, input availability, and external risk
factors ought to be undertaken and linked with project performance indicators and targets. Beneficiary participation and
preferences should also be sought in designing and implementing projects to improve their quality and sustainability. The
government and the Bank should also consider a systematic approach to monitor projects during implementation and
after completion to sustain their developmental impacts. Finally, the Bank should seek to improve the effectiveness of
its technical assistance for institutional strengthening in the Philippines with emphasis on improving the organizational
structures of executing agencies, streamlining of procedures, reforming incentive systems, and training staff.

Source: ADB. 1996. Country Synthesis of Evaluation Findings in the Philippines. Manila.




VIII. EPILOGUE

resident Sato’s speech at the 30th Annual in Fukuoka summarized well the mood at the end
Meeting of the Board Governorsin May 1997  of the third decade (Box 12).

Box 12: Excerpts from President Mitsuo Sato’s Speech at the 30th Annual Meeting
The Last 30 Years in Asia—Extraordinary Achievements

Over the last 3 decades, developing Asia has emerged at a speed unparalleled in history, from economic laggard to growth
leader. Asia’s “flying geese” have elicited wonder and admiration from around the world, and the Asian Development
Bank (ADB) has been able to assist in their takeoff. First in the newly industrializing economies, or NIEs, industries were
able to capitalize on the dual logic of comparative advantage and competition with spectacular results. Then Southeast
Asian countries followed this example, liberalizing their economies and launching into rapid growth. In this way, the lives
of hundreds of millions were improved. ADB learned many valuable lessons by contributing to this development, lessons
that have since then been incorporated in our programs for other countries. Following basically the same pattern, the
People’s Republic of China, Viet Nam, and other Asian transitional economies implemented wide-ranging reforms, and
the Bank supported their efforts. Reduction of state intervention followed in South Asia and ADB assisted the reform
process there too. Asian governments played an active role in promoting and coordinating economic activity, especially in
the earlier stages of growth. To enhance the productivity of labor, they ensured broad access to education, housing, and
other public services. They provided crucial infrastructure and encouraged the region’s entrepreneurial spirit.

ADB Achievements

The Bank has been an integral player in this transformation. ADB has acquired broad multidisciplinary expertise and a
strong record of operational performance over the past 30 years. This is recognized by its member countries, as reflected
in the recent successful conclusion of the sixth Asian Development Fund replenishment. Asia’s NIEs, whose development
was assisted by the Bank, actively participated in the replenishment. This testifies to Asian solidarity. Along with the
traditional donors, their participation also demonstrates the continued relevance of multilateralism and the confidence
and trust that all shareholders have in the Bank to carry out its development mandate. The growth of annual lending
volume reveals only a small segment of the Bank’s overall role in the historical transformation that has taken place in
Asia. More importantly, ADB has assisted developing member countries (DMCs) though policy reforms, by helping build
institutional capacity, by disseminating best practices, and by inspiring DMCs to develop.

This confidence and trust we have gained is the result of having closely worked in partnership with our DMCs. We are
attuned to their changing needs and emerging development constraints. We listen before we speak. We diagnose before
we prescribe. And we continue to make follow-up. In short, we are the family doctor.

continued.
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Box 12. continued.

The confidence and trust we have gained is also the result of the Bank’s concern about efficiency and effectiveness. ADB
monitors carefully the quality of its projects, and is very conscious of the need to improve operational efficiency. We
pay close attention to the management of staff and budgetary resources, and exercise prudence is seeking additional
resources. ADB is thus recognized as one of the most efficient development institutions. The Bank is proving itself as a
living institution. We have been striving to adapt to the changing needs and emerging challenges of the region, and to the
changing ideas as development thinking progresses, just as dynamic Asian economies have displayed an extraordinary
ability to adapt.

Looking to the Future

Looking ahead, we see the trend toward global economic interdependence on an ever increasing scale. The future of a
particular economy will depend not only on its own circumstances; it will also be linked to the global economy. We see the
rising tide of private capital flows across borders, far surpassing official development assistance in the developing world.
Harnessing private capital for the purpose of more productive investment has become a major task facing DMCs. Official
development assistance will have to expand its role from mere resource transfers to catalyzing continued development
on a broad front. In country after country, we see the process of economic reforms and institutional changes taking place.
Striking a more synergetic balance between market and state is now essential. Amid all this change, however, poverty
persists. Tremendous social issues are compounded by environmental degradation.

Against this background, the Bank has reshaped its strategic agenda. | believe four areas constitute the most important
entry points to exert our development efforts: (i) to intensify our efforts in poverty reduction; (i) to facilitate policy
and institutional reforms, especially for economies in transition; (iii) to raise productivity, particularly in middle income
countries to ensure continued economic dynamism; and (iv) to promote subregional cooperation, not only to accelerate
the growth momentum but also to maintain and ensure peace and stability. By combining policy support, capacity building,
promotion of regional cooperation, and highly selective and leveraged project financing, ADB aims to maximize its overall
development impact. This is the type of multilateral assistance called for in this new era of the region’s development.
And this is also where we have a comparative advantage vis-a-vis other development agencies and the private sector.

Conclusion

The region’s and the Bank’s progress over the last 30 years is highly encouraging. But formidable challenges remain, which
the Bank is relevant to address.

In closing, therefore, permit me to quote what the Bank’s founding President, Mr. Takeshi Watanabe, wrote in his memoirs,
Towards a New Asia, some 24 years ago. “All people harbor dreams...in my capacity as the first president of the ADB,
| was able to be personally involved in the process in which this new international organization took shape as realization
of my dream...it is a particular source of satisfaction for me to know that it was a dream that has brought happiness to
hundreds of millions of people. However, what has been accomplished to date is only part of the great dream. | shall
continue to dream, confident that those who will follow me will continue to join hands in their efforts to see that the whole
of this dream comes true.”

Let us join hands and work together to make the whole of this great dream come true.

Source: ADB. 1997. Opening Address. Speech by President Mitsuo Sato delivered at the 30th Annual Meeting of the ADB Board of
Governors. Fukuoka. 11-13 May 1997.




APPENDIXES

Appendix Table A1.1: Key Macroeconomic Indicators, 1986 and 1996

GDP GDP per capita Sharein GDP

(2010 constant US$, Population (2010 constant Agriculture Industry Services
million) (million) Us$) % (D) %

_ss85 | | 1oo6 1986 1996 1986|1906 1986 106 1566

Central and West Asia 213618 1678 2123 1,097 28 24 23 27 49 49
Afghanistan .14 175 . 33(002) .. 2% 38(2002)
Armenia 3554 34 32 1120 17(1990) 37 52(1990) 33 31(19%0) 31
Azerbaijan 9467 68 78 1220 29(1990) 28 39 38(1990) 33
Georgia 20,046 5325 47 46 4261 1154 27 34 37 24 36 42
Kazakhstan 5942 156 156 .. 3814 27(1992) 13 45(199) 27 29(1992) 60
Kyrgyz Republic 3,788 2613 41 46 931 565 34(1990) 50 35(1990) 18 31(19%0) 32
Pakistan 63,589 105001 952 1257 668 835 28 25 23 24 49 50
Tajikistan 6,454 2138 47 59 1376 365 33 39 40 32 27 29
Turkmenistan 9,506 (1987) 9223 33 43 2872(1987) 2,161 27(1987) 13 38(1987) 69 35(1987) 18
Uzbekistan 17,897(1987) 16875 186 232 960 (1987) 727 28(1987) 26 38(1987) 30 34(1987) 43

East Asia 1,068,685 2,596,955 1,134.9 1,2933 942 2,008 18 12 42 42 40 46
China, People’s Rep. of 616,801 1,625,871 1,066.8 12176 578 1335 27 19 44 47 30 34
Hong Kong, China 79,674 140520 55 64 1442 21835 04 0.1 30 15 69 85
Korea, Rep. of 257,792 590,829 412 455 6,255 12978 11 5 37 38 52 57
Mongolia 3,507 3428 20 23 1775 1480 19 41 28 25 53 34
Taipei,China 110911 236308 193 214 5733 1,021 5 3 46 33 49 64

South Asia 430,882 742,648 929.0 11412 464 651 30 27 25 26 44 47
Bangladesh 36,747 55328 956 1210 385 457 34 24 21 23 45 53
Bhutan 263 53 05 05 54 1043 42 31 20 34 38 35
India 370,104 649,877 799.6 9793 463 664 30 27 26 27 44 46
Maldives w02 03 . 11995 11 141995 13 75(1995) 76
Nepal 5,602 9,083 171 219 328 415 51 42 16 23 33 36
SriLanka 18,166 27825 161 182 1130 1528 27 23 27 27 46 51

continued.
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Appendix Table A1.1. continued.

Gop GOP per capita

(2010 constant US$, Population (2010 constant Agrlculture Industry Services
million) (million) Us$) %)

- 1996 1996
45

Southeast Asia 542,748 1133398 407.7 490.9 2 309 20 33 34 44
Brunei Darussalam 9,302 11528 02 0.3 40,547 38115 2 1 59 56 39 43
Cambodia 3857 80 110 350 47(1993) 47 13(1993) 16 40(1993) 38
Indonesia 225214 471391 1684 1999 1337 2358 24 17 34 43 42 40
Lao PDR 1,672 2840 38 50 442 572 61(1989) 53 13(1989) 21 26(1989) 26
Malaysia 59,387 141477 162 213 3,661 6,654 20 12 39 44 41 45
Myanmar 8331 11325 393 453 225 250 50 60 12 10 38 29
Philippines 77,566 111364 558 714 1390 1559 24 21 35 32 41 47
Singapore 45,289 109941 27 37 16,569 29951 1 0.2 34 34 65 66
Thailand 91,515 221897 530 599 1727 3706 16 9 33 37 51 54
Viet Nam 23972 47778 602 732 398 653 38 28 29 30 33 43
The Pacific 12208 61 76 1822 30 29 27 30 43 42
Cook Islands . 00 00 . 14 10 1 7 75 83
Fii 1,990 2538 07 08 2769 3235 21 20 20 24 59 56
Kiribati 129 129 01 01 197 1634 27 27 9 9 64 64
Marshall Islands 104 145 00 01 2598 2,825
FSM 203 28201 01 2310 2606 25(1995) 25 7(1995 8 67(1995) 68
Nauru .00 00 . 28(1987)  7(1994)  9(1987) 14(1994) 63(1987) 79 (1994)
Palau 194 00 00 10970 19(1992) 4 13(1992) 9 69(1992) &7
Papua New Guinea 4327 7118 38 48 1147 1471 35 33 31 37 34 30
Samoa 395 439 02 02 2463 2564 23(1994) 18 28(1994) 27 49 (1994) 54
Solomon Islands 595 03 04 1611 29(1990) 41 5(1990) 16 66(1990) 43
Timor-Leste . 07 09
Tonga 244 29201 01 2588 3033 39 24 15 22 46 54
Tuvalu 23 00 00 2528 18 25 17 1 65 64
Vanuatu 347 452 01 02 2611 2631 24 18 10 1 66 72
Developing Member 4,698,826 2,645.5 3,145.2 1503 23 17 35 37 42 46
Economies

... = data not available, 0.0 = magnitude is less than half of unit employed, FSM = Federated States of Micronesia, GDP = gross domestic
product, Lao PDR = Lao People’s Democratic Republic.

Notes: Where no data are available for the specific year headings, available data for the earliest and/or nearest years are reflected. Aggregates
are provided for subregions/region where at least two-thirds of the economies and 80% of the total population are presented.

Sources: ADB. Statistical Database System. http://sdbs.adb.org (accessed 20 January 2017); World Bank. World Development Indicators
Database. http://data.worldbank.org (accessed 20 January 2017); ADB estimates.
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Appendix Table A1.2: Selected Trade and Social Indicators, 1986 and 1996

Trade Indicators Social Indicators
Exports Imports Life expectancy Mortality, <5
(% of GDP) (% of GDP) (years) (per 1,000 births)

1986 1996 | 1986 1996 | 1986 1996 | 1986 1996
61 62 133

Central and West Asia 115
Afghanistan 46 54 209 149
Armenia 35 (1990) 23 46 (1990) 56 69 69 59 37
Azerbaijan 44 (1990) 30 39 (1990) 56 66 65 99 92
Georgia 42 (1987) 13 41 (1987) 32 70 70 50 43
Kazakhstan 74 (1992) 35 75 (1992) 36 69 64 58 52
Kyrgyz Republic 29 (1990) 31 50 (1990) 57 65 67 75 59
Pakistan 12 17 23 21 59 62 149 123
Tajikistan 35 (1988) 77 46 (1988) 80 63 63 118 116
Turkmenistan 39 (1991) 75 27 (1991) 75 62 63 100 89
Uzbekistan 29 (1990) 28 48 (1990) 34 67 66 81 69

East Asia 68 70 53 44
China, People’s Rep. of 10 18 11 16 68 70 54 46
Hong Kong, China 109 136 100 138 77 80
Korea, Rep. of 33 26 28 29 69 74 9 5
Mongolia 30 36 81 42 59 61 130 80
Taipei,China 56 47 38 44 74 (1992) 75

South Asia 56 61 143 105
Bangladesh 5 10 12 16 56 63 168 109
Bhutan 18 35 52 46 49 57 159 100
India 5 10 7 11 56 61 141 105
Maldives 68 92 61 73 58 66 115 66
Nepal 12 23 20 36 51 59 170 102
Sri Lanka 24 35 35 44 69 69 27 20

Southeast Asia 64 67 84 56
Brunei Darussalam 62 (1989) 60 35 (1989) 61 72 74 14 10
Cambodia 25 44 52 56 120 123
Indonesia 20 26 20 26 62 65 100 64
Lao PDR 4 23 8 41 52 57 178 136
Malaysia 56 92 50 20 70 72 21 13
Myanmar 7 1 57 61 121 93
Philippines 26 41 22 49 64 66 72 44
Singapore 149 176 146 160 74 77 10 5
Thailand 26 39 24 45 69 70 46 27
Viet Nam 7 41 17 52 69 72 59 40

continued.
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Appendix Table A1.2. continued.

Trade Indicators Social Indicators

Exports Imports Life expectancy Mortality, <5
(% of GDP) (% of GDP) (years) (per 1,000 births)

1986 1996 1996 | 1986 1996 | 1986
56 59 99 79

The Pacific
Cook Islands 70 (1992) 71 27 21
Fiji 42 63 39 59 65 67 34 26
Kiribati 32 13 42 92 58 63 112 79
Marshall Islands 63 (1998) 67 59 42
FSM 3 (1983) 84 (1983) 66 67 59 56
Nauru 58 (1992) 59 57 (1990) 46
Palau 20 (1991) 13 67 67 (1990) 67 40 30
Papua New Guinea 44 59 51 48 55 58 96 82
Samoa 32 50 63 68 36 25
Solomon Islands 37 34 75 56 57 60 43 35
Timor-Leste 45 55 210 134
Tonga 26 20 70 58 69 70 25 19
Tuvalu 61 62 59 50
Vanuatu 35 46 65 53 62 66 45 30

Developing Member 22 36 23 37 63 66 101 82

Economies

... = data not available, GDP = gross domestic product, FSM = Federated States of Micronesia, Lao PDR = Lao People’s Democratic Republic.
Note: Where no data are available for the specific year headings, available data for the earliest and/or nearest years are reflected.

Sources: ADB. 2016. ADB Key Indicators 2016; ADB. Statistical Database System. http://sdbs.adb.org (accessed 20 January 2017); Directorate-
General of Budget, Accounting and Statistics.http://eng.dgbas.gov.tw/mp.aspemp=2 (accessed 8 November 2016); World Bank. World
Development Indicators Database. http://dataworldbank.org (accessed 20 January 2017); United Nations Inter-agency Group for Child
Mortality Estimation. http://www.childmortality.org (accessed 28 December 2016); ADB estimates.
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Appendix Table A2.1: Loan and Technical Assistance Approvals, 1987-1996

($ million, %)
Ordinary Capital | Asian Development Technical
Resources® Fund® Assistance® Total
($ million) ($ million) ($ million) ($ million)
Indonesia 8,579 735 90.40 9,404 21.40
China, People’s Rep. of 6,346 - 100.03 6,446 14.67
India 6,338 - 34.57 6,372 14.50
Pakistan 2,334 3,434 44.01 5,813 13.23
Philippines 2,739 956 55.39 3,750 8.53
Bangladesh 3 2,997 47.24 3,047 6.93
Thailand 2,100 - 21.19 2,121 4.83
Sri Lanka 6 1,254 30.86 1,291 2.94
Viet Nam 30 937 37.72 1,005 2.29
Nepal 50 904 31.02 985 2.24
Malaysia 667 - 14.95 682 155
Lao PDR - 574 37.34 612 139
Region¢ 241 - 155.26 396 0.90
Mongolia - 315 28.70 344 0.78
Papua New Guinea 88 185 18.05 291 0.66
Cambodia - 246 29.63 276 0.63
Korea, Rep. of 262 - 0.70 263 0.60
Kazakhstan 190 40 9.80 240 0.55
Kyrgyz Republic - 160 10.67 171 0.39
Fiji 61 - 11.03 72 0.16
Uzbekistan 50 - 173 52 0.12
Samoa - 40 7.70 47 0.11
Tonga - 37 8.69 45 0.10
Marshall Islands - 31 891 40 0.09
Maldives - 31 6.46 37 0.08
Bhutan - 27 9.87 37 0.08
Vanuatu - 24 494 29 0.07
Cook Islands - 21 5.70 27 0.06
Micronesia, Federated States of - 17 7.64 25 0.06
Solomon Islands - 15 4.99 19 0.04
Kiribati - 2 4.30 6 0.01
Tuvalu - - 194 2 0.00
Myanmar - - 0.60 1 0.00
Afghanistan - - 0.10 0 0.00
Nauru - - 0.00 0 0.00
TOTAL 30,082 12,981 882 43,945 100

- =nil, Lao PDR = Lao People’s Democratic Republic.

Lending operations include loan, grant, equity investment, and guarantee approvals.

Technical assistance operations cover grants funded by the Technical Assistance Special Fund and Japan Special Fund.

As percent of total lending and technical assistance operations.

“Region” refers to lending or technical assistance to a subregion or a group of member economies within the region, not to any particular economy.
Source: ADB loan, technical assistance, grant, and equity approvals database.
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Appendix Table A2.2: Loan and Technical Assistance Approvals by Fund Source, 1987-1996

| 11987/1988/1989 1990/1991/1992| 1993 | 1994 | 1995 1996 | % | % | Total

Total Lending® 2,466 3,135 3,691 4,008 4,771 5114 5230 3,728 5585 5335 100 100 43,063

($ million)

A. Ordinary Capital Resources 1,509 2,051 2,328 2,528 3,424 3,960 3,933 2,551 4,130 3,669 70 100 30,082
Indonesia 441 507 675 809 1,211 1,156 1,224 705 999 852 20 29 8,579
China, People’s Rep. of 133 239 40 50 511 903 1050 1,167 1,201 1,052 15 21 6,346
India 402 500 507 719 924 982 866 168 671 600 15 21 6,338
Philippines 44 207 423 461 177 266 310 68 531 254 6 9 2,739
Pakistan 250 331 343 337 410 3 20 145 160 337 5 8 2,334
All Others 240 268 341 153 191 650 463 299 569 574 9 12 3,747

B. Asian Development Fund 958 1,083 1,363 1,480 1,347 1,154 1,298 1,177 1455 1,666 30 100 12,981
Pakistan 293 319 386 375 372 410 303 262 432 283 8 26 3,434
Bangladesh 266 268 338 356 419 256 331 280 227 256 7 23 2,997
Sri Lanka 106 108 127 196 198 120 84 130 140 44 3 10 1,254
Philippines - 178 137 235 113 87 25 72 41 68 2 7 956
Viet Nam - - - - - - 262 140 233 303 2 7 937
All Others 293 211 375 319 246 281 293 293 382 711 8 26 3,403

Total TA® 25,971 45,915 68,342 83,075 84,742 92,761 103,457 106,752 133,476 137,631 100 100¢ 882,122

($ thousand)

China, People’s Rep. of 652 2,941 3585 1,77713,82613,767 16,298 16,722 17,372 13,094 14 11 100,034
Indonesia 3,470 6,548 5,31511,76914,537 8,768 7,526 9,269 10,605 12592 12 10 90,398
Philippines 1835 7,895 6,403 8,566 5,450 3,830 4,829 4946 5057 6,584 8 6 55,395
Bangladesh 479 1,950 3,227 7,967 4,905 8,059 6983 4349 3586 5735 6 5 47,240
Pakistan 2,863 4,449 6,551 3,759 5,230 4,545 4065 4805 2855 4890 6 5 44,012
All Others 16,672 22,132 43261 49,237 40,794 53792 63756 66,661 94001 94735 54 62 545042
(including RETA)

- =nil, RETA = regional technical assistance, TA = technical assistance.

Lending operations include loan, grant, equity investment, and guarantee approvals.

Technical operations only cover grants funded by the TA Special Fund and the Japan Special Fund.

As percent of total TA operations excluding RETA.

As percent of total TA operations including RETA.

Notes: The top five recipients of Asian Development Fund, ordinary capital resources, and TA are listed in this table. Lending and
TA approvals for all other developing member economies are classified as “All Others.”

Source: ADB loan, technical assistance, grant, and equity approvals database.
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Key ADB Milestones, 1987-1996

1987 °* The Asian Development Bank (ADB) establishes an external panel led by Japan’s former foreign
minister, Saburo Okita, to conduct an in-depth study of ADB’s role in the 1990s (completed in 1989)
Framework of cooperation between ADB and nongovernment organizations is approved

Revised policy on program lending (in support of sector policies and adjustment programs) is issued
Disaster and emergency assistance policy with focus on Pacific countries is adopted

ADB reorganizes its organizational structure, creating an environment unit

Indonesia Resident Mission opens in Jakarta

Board Committees rationalized: Audit and Budget Review Committees expanded from four to six
members; Committee on Administrative Matters of the Board disbanded

ADB reviews its income and liquidity policies along with loan charges

1988 ® ATaskForce on Poverty Alleviation convenes to formulate guidelines for ADB action and recommend
directed and specific poverty-oriented projects

® A policy on education focusing on primary, nonformal, and environmental education is adopted

® ADB intensifies project administration efforts and introduces innovative and streamlined project
administration procedures, e.g., delegation of more authority to executing agencies, earlier procurement
and recruitment of consultants
A new policy framework for guarantee operations that allows ADB to guarantee loans by private
financial institutions to developing member countries (DMCs) is approved
A comprehensive review of private sector operations is undertaken
A policy on steamlining of technical assistance (TA) is issued
The Japan Special Fund and Japan Scholarship Program are established by the Government of Japan
The People’s Republic of China and India are classified as Group A countries

1989 ® Kimimasa Tarumizu becomes ADBs fifth President

® ADB launches the Asian Development Outlook, an annual publication series on the economic
performance and prospects of the Bank’s DMCs
The Panel Report on the Role of ADB in the 1990s is issued, highlighting social infrastructure, living
standards of the poorest groups, and protection of the environment as new priorities
Private sector activities are reorganized within a new Private Sector Department
A policy framework for speedy rehabilitation assistance to DMCs after natural disasters is designed
The Environment Unit is upgraded to a division
A primary education (girls) sector loan to Pakistan is approved, the first loan in which women are
targeted exclusively as beneficiaries
ADB opens the Pakistan Resident Mission in Islamabad and the Nepal Resident Mission in Kathmandu

1990 ° The Marshall Islands and the Federated States of Micronesia join ADB
® A task force on strategic planning is established to examine ADB’s strategic planning processes and
institutional arrangements
® The Environment Division is upgraded to the Office of the Environment

19971 © Mongolia, Nauru, and Turkey join ADB

® The Strategic Planning Unit is established under the Office of the President to develop and coordinate
ADB’s strategic planning

® A high-level task force is appointed to recommend ADB’s private sector operational activities

® ADB moves to its new headquarters in Mandaluyong City

® An administrative tribunal comprising three judges is established as an independent external and
impartial appeal mechanism for the resolution of employment disputes

® The fifth replenishment of the Asian Development Fund and Technical Assistance Special Fund starts,
and the Board of Governors passes the resolution in 1992 inviting members to make
additional contributions

1992 © Thefirst Medium-Term Strategic Framework, 1992-1995 is approved
® The Operational Program for 1992-1994 and 3-Year Rolling Work Plan with Budget Implications for
1993-1995 is developed
ADB establishes the Greater Mekong Subregion program
ADB resumes operations in Cambodia
The Social Dimensions Unit is established to integrate cross-cutting social issues in ADB’s operations
The India Resident Mission opens in New Delhi
ADB approves its first information technology strategy



Key ADB Milestones, 1987-1996

1993 ° Mitsuo Sato becomes ADB’s sixth President
® Tuvalujoins ADB
® The Medium-Term Strategic Framework, 1993-1996 is formulated to establish a strategic planning
process in ADB and sharpen country focus
The 3-year Rolling Work Program and Budget Framework is introduced
At the country level, country operational strategy studies are formulated
The Guidelines for Incorporation of Social Dimensions in Bank Operations are issued
ADB resumes lending in Viet Nam
ADB reviews its major financial policies and currency management practices
The Human Resources Development and Management Operational Study is completed

1994 °© Kazakhstan and the Kyrgyz Republic join as members

® The fourth general capital increase (GCI 1V) is approved

® The Medium-Term Strategic Framework, 1994-1997 is formulated to highlight the expanded role of
operational agenda for ADB

® A policy on population is adopted, highlighting the relations between population growth and economic
development

® The policy on the role of women in development (Women in Development: Issues, Challenges and
Strategies in Asia and the Pacific) is updated

® The Report of the Task Force on Improving Project Quality recommends (i) further strengthening of project
preparation, (i) adopting stronger country focus, (i) undertaking internal reorganization of ADB,
(iv) emphasizing capacity building in DMCs, and (v) increasing beneficiary participation.

® The Confidentiality and Disclosure of Information, and the Information Policy of ADB endorse the
presumption in favor of disclosure for a more open, accessible, and transparent organization—the first
among multilateral development banks

® The Bank is reorganized to pursue better country focus (programs and projects)

® A new market-based window is established

1995 e The sixth replenishment of Asian Development Fund is started (effective 1997)
® Uzbekistan joins ADB
® ADB becomes the first multilateral organization to have a Board-approved governance policy that
introduces the concept of sound development management
® ADB establishes an inspection function
® The policy on involuntary resettlement, which is designed to protect the rights of people affected by a
project, is approved
® The policy on forestry is adopted, balancing production and conservation and encouraging participatory
approaches
The Strategy for Bank’s Assistance to Private Sector Development is approved, highlighting sustainable
investment in infrastructure and the financial sectors.
The new energy sector policy is approved
The new policy on agriculture and natural resources research is approved
The Cofinancing Strategy and Review of Guarantee Operations is approved
ADB establishes its first representative office in North America
ADB creates its website, www.adb.org

1996 ° Mitsuo Sato is reelected for a second term as ADB President

® ADB reviews its program lending policy, whereby sector analysis becomes a precondition for the
modality, and poverty, social, environmental, and mitigation measures are emphasized

® A new sector development program is introduced

® The first loan for renewable energy (in India) is approved

® ADB revises its human resources strategy, focusing on the need to strengthen staff competencies,
enhance work unit and staff productivity, and promote staff morale and professional growth

® The ADB Institute is established

® The European Representative Office and Japan Representative Office are established

® The Cambodia and Viet Nam Resident Missions are established

Note: Establishment dates of resident missions indicated above are dates of the host country agreements but if these are not available,
establishment dates based on R-papers circulated/approved by the Board of Directors were used.
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ADB’s Organizational Structure, 1996
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AFG = Afghanistan; BAN = Bangladesh; BHU = Bhutan; CAM = Cambodia; DMCs = developing member countries; HKG = Hong Kong, China; IND = India;
INO = Indonesia; KOR = Republic of Korea; LAO PDR = Lao People’s Democratic Republic; MAL = Malaysia; MLD = Maldives; MYA = Myanmar;
NEP =Nepal; PAK = Pakistan; PHI = Philippines; PRC = People’s Republic of China; SIN = Singapore; SRI = Sri Lanka; TAP = Taipei,China; THA = Thailand; VIE = Viet Nam.
Note: This organizational chart was as of 21 October 1996.
Source: Asian Development Bank.
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The Asia and Pacific region experienced continued growth. Intraregional trade and investment grew rapidly
as Asian economies drew increasing strength from within the region. Interest was growing both within
and outside Asia to understand and assess policy recipes for rapid and sustained “miracle growth.”

This volume presents the story of the third decade of the Asian Development Bank (ADB), which opened
with recommendations from a panel of eminent development experts for a new role for the ADB in the
1990s. Donor expectations evolved and there was greater emphasis on effectiveness in the delivery of
development assistance. In response, ADB also strengthened its internal procedures and gave greater
attention to project quality. For the first time, in 1994, ADB’s lending program ran up against the lending
headroom and had to be frozen. ADB moved to a new headquarters to centralize its operations, which had
spread to several locations over the years. New members joined from Central Asia and some existing but
nonactive members renewed their regular links with ADB. Lending picked up considerably, with the
People’s Republic of China and India looking for more support while regional activities began to grow.

About the Asian Development Bank

ADB?’s vision is an Asia and Pacific region free of poverty. Its mission is to help its developing member
countries reduce poverty and improve the quality of life of their people. Despite the region’s many successes,
it remains home to a large share of the world’s poor. ADB is committed to reducing poverty through inclusive
economic growth, environmentally sustainable growth, and regional integration.

Based in Manila, ADB is owned by 67 members, including 48 from the region. Its main instruments for
helping its developing member countries are policy dialogue, loans, equity investments, guarantees, grants,
and technical assistance.

¥

ASIAN DEVELOPMENT BANK
6 ADB Avenue, Mandaluyong City
1550 Metro Manila, Philippines
www.adb.org
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