Asian Development Bank Group

Asian Development Fund (AsDF)

FY 2002 FY 2003 FY 2003 FY 2003
Appropriation Scheduled Request Arrears Request Total Request
$98.0M $103.0M $44.4M $147.4M

The Adan Development Fund (ASDF) is the concessiond lending window of the AsSDB Group,
providing assistance and policy advice to the poorest countriesin the region.

In FY'2003, the Adminigtration is requesting atotal of $103 million for scheduled commitmentsto AsDF
and $44.4 million to clear one-third of U.S. arrears to the ingtitution.

Thetotal value of AsDF-8is$5.6 billion and covers the four-year period 2001-04. Thetotd U.S.

commitment to ASDF-8 is $412 million. Under this replenishment, the U.S. share of new contributions
to ASDF is 14.4%.

Key Facts
In 2001, the AsDF provided about $1.4 hillion in new loansto 17 countries.
Since its inception, the ASDF has made total commitments amounting to $25.4 hillion.
In 2001, the U.S. contributed $98 million to the AsDF.

ASDF funds are primarily used for the Bank’s projects in areas of hedlth, environment, education,
and socid protection, in keeping with the Bank’s mandate on poverty reduction.

Currently, 24 countries are digible to recelve AsDF resources. The U.S. has cons stently advocated
that only the neediest countries that do not have access to other resources, such as private capitd,
should have accessto ASDF resources. By decision of the ASDF donors, neither Chinanor India
has access to ASDF funds, because of the large size of their economies and their access to other
sources of financing, including capitd markets

Severa former AsDF borrowers are now donors to the Fund, including South Korea, Singapore,
Tawan, and Thalland.

Supporting U.S. Objectives

Eighth Replenishment (AsDF-8)




ASDF-8 put in place, for the first time, a system to alocate AsDF resources based on the
performance of borrowing countries. Thisincludes countries performance on fiscal measures and
good governance, as well as performance in managing their portfolio.

We achieved other key policy godsin the ASDF-8 replenishment negotiation, including:
°  Maximizing our financid and policy leverage;

Greater emphasis on promoting good governance and anti-corruption, including a policy on
combating money laundering;

¢ Commitment to prepare country strategies in consultation with civil society and based on strong
andyticd inputs such as public expenditure reviews, and

°  Agreement to finance some technica assstance through the dlocation of some OCR current
income.

We d 0 reached agreement on internd changes, including the establishment of a Committee of the
Board on Development Effectiveness and commitment to strengthen the Bank’ sinterna contrals.
The U.S. isamember of both the Audit Committee of the Board and the Development
Effectiveness Committee, which is charged with overseeing these important aress.

Most of the commitments negotiated in ASDF are gpplicable to al Bank operations, thereby
maximizing U.S. policy leverage.

Measuring impact and performance

ASDF has begun to implement a performance-based alocation system (PBAS) for ASDF
resources, acommitment we negotiated in ASDF-8. The PBAS is based on arange of
performance targets, with greatest weighting given to performance in good governance. Portfolio
performance and fiscal transparency are adso factored in.

OED has been eva uating the performance of the AsDF, looking at: the objectives, policies, and
drategies governing the use of the AsDF; the alocation of ASDF resources,; the performance of
projects funded under the AsDF; their development impacts, and the lessons and insghts that can
be drawn, and the implications for AsDF's current strategic direction and operations. The
evauation of thefirgt five commitment periods (AsDF 1-5, 1973-91) has been completed, and
draws lessons for future operations of the Fund. This study is available on the website. The study
of ASDF 6 and 7 (1992-2000) is under preparation.

Lending for Basic Health, including the Fight against HIV/AIDS



AsDB lending for basic hedth, including the fight againg infectious diseases such as HIV/AIDS,
totaled $222 million in 2000-01. It is expected to increase to $338 million in 2002-03. A
discussion paper was prepared to better focus the Bank's work in this area

In 2001, AsDB provided an $8 million grant assistance to Cambodia, Laos, and Vietnam to
strengthen and improve coordination of their efforts to address the HIV/AIDs epidemic.

ASDB projects in Pakistan, Indonesia, Bangladesh, Cambodia, and Vietnam are providing direct
investments to strengthen immunization programs and train health workers,

Support for education and social development

The Bank is preparing an education policy that commits to increase education spending to 8.5% of
lending by 2004, up from 6.5% today. Support for basic education will account for the bulk of
Bank support and countries with the lowest education rates -- and greatest need -- will receive

priority.
Ongoing education projects are demongtrating results.

° Basic education projects in Bangladesh and Pakistan are keegping girlsin school by providing
scholarships.

° Aneducdtion project in Laosis targeting 300 ethnic minority villages that have traditiondly
lacked access to education, by providing classrooms, training minority teachers, and supporting
community programs to encourage parents to enroll their children.

° A nonformd education project in the Philippines has brought literacy to 465,00 learners,
primarily rural women. This exceeded the project's target of 458,000

In 2001, the Bank approved a socid protection strategy aimed at reducing poverty in the region by
promoting efficient labor markets, diminishing people's exposure to risks, and enhancing their
capacity to protect themselves againgt hazards and interruption or loss of income.

Asacomplement to its policies on socid protection and hedlth, the Bank will prepare a nutrition
policy in 2002.

Environment and Sustainable Devel opment

Encouraged by persstent U.S. advocacy for more than a decade, the Bank has adopted an array of
policies and procedures to incorporate environmental considerations into its operations.



Lending for sustainable development has increased, and environmenta management has become
better integrated into operations. In 2001, the Bank supported five projects with environmental
protection as a primary objective. Examplesinclude:

°  Lao PDR: $20 million for an Environmental and Socia Program that will help the country
devel op the needed capacity to develop roads and power production, while taking into account
the environmental and socid congderations.

° China $150 million to reduce the incidence and extent of flood damage in the lower Yéelow
River Basin through improved river management and flood protection measures. The Project
will improve the environmenta conditionsin the lower river baan, and upgrade the protection of
the poor and near poor against flood hazards

The ASDB is currently preparing an environment policy to address the principa environmenta
chdlenges of theregion, in consultation with NGOs and civil society.

Given the importance of measures to address globa environmenta concerns, the Bank has findized
an MOU to gtrengthen its partnership with the GEF and permit the AsDB to administer GEF
projects. Three such GEF projects were gpproved in 2001, for China, Philippines, and Sri Lanka.
Three other projects dready under implementation aso received GEF grant funding in 2001.

Core Labor Sandards

The Board approved a Socid Protection Strategy in 2001 that requires al Bank projects comply
with internationally recognized core labor standards, and that socid impact assessments ook a
labor issues and vulnerabilities.

The AsDB has worked with the International Labor Organization (ILO) in anumber of loan and
technica assstance projectsin theregion. In Cambodia, for example, the Bank consulted with the
ILO on the use of appropriate labor intensive technology for the congtruction of roads and irrigetion
sysems. InIndonesia, the ILO participated in the formulation of alabor rationdization policy for
state-owned enterprise employees.

Looking ahead, the Bank is preparing a project in Pakistan that focuses on eiminating bonded labor
and on improving rurd livelihoods.

Increasing Transparency and Information Disclosure

Largdy through U.S. leadership, the ASDB continues to build on its 1995 information disclosure
policy that ensures that key documents are available to the public. A public information center and
expanded website (www.adb.org) have subgtantidly improved the ASDB’ s capacity to make key
documents, including projects and country assistance strategies, available to a broad segment of
Asia s population and beyond. The Bank’s poverty reduction strategy, project audit and evauation



reports, and other key documents are available on-line.

An NGO Center, with additiona staff and budget resources, was established in 2001 to serve as
the foca point for interaction with NGOs and civil society.  Staff from the NGO Center were in the
U.S. for an outreach program in late 2001.

Public participation is fostered through the AsDB’ s consultation process, in which Bank staff consult
with affected populations to provide an opportunity for loca input.

AsDB’s Inspection Panel alows groups that have been affected by AsDB projects to voice their
concern. Two ingpection requests were received in 2001, and inspections related to them are
currently underway. A review of the Bank's ingpection procedures will take place in 2002; we have
urged that this review be done in an open and consultative way.

Technical Assistance

The Bank provides technical assstance (TA), usudly in the form of grants, for advisory services and
cgpacity building. 1n 2001, around $146 million was provided for TA grants. Many of these TA
projects help to build capacity, support policy reforms, and strengthen governance. A policy review
of the Bank TA operations will take place in 2002.

Starting in 2001, the Bank has transferred OCR current income to finance technica assstance
grants. Thiswas acommitment that was negotiated in ASDF-8.



