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The Asan Deveopment Bank (AsDB) through its the hard loan window, lends at market or near-
market rates to promote sustainable economic development, poverty reduction, and sub-regiona
cooperation in the AsaPecific region. AsDB provides public sector loans to governments, guarantees,
and cofinancing, and makes a limited number of private sector investments. AsDB lending is financed
by bond issues on the internationd financid markets and by repayments and interest earnings on existing
loans. In addition to paid-in capitd, shareholders provide “calable capitd” or obligations againgt which
the indtitutions can borrow. It islargdy the strength of AAA countries such asthe U.S. that dlowsthe
ASDB to issue bonds at favorable terms. There has never been a“call” on AsDB capita. 1n FY 2000,
the U.S. completed its commitment under the Bank’ s last generd capitd increase (GCI-1V).

Key Facts

The U.S. isafounding member of the AsDB, and is the co-largest shareholder with Japan. Japan
and the U.S. each have 15.9% share in the indtitution and 13.1% of the vote,

In 2001, AsDB approved $4 hillion in ordinary capitd resources (OCR), including $68 million for
loans and equiity for the private sector. The Bank mobilized approximately $1.4 hillion in co-
financing from official and commercia sources for 25 projects, representing over 40% of projects
approved in 2001.

The Bank finances its operations from borrowing in the commercid markets. During the current
borrowing period (May 2001 - April 2002), the Bank expects to borrow around $3.4 hillion.

Since its inception, the ASDB has made total commitments, including to the private sector,
amounting to over $65 hillion.

Tawan, Singapore, Korea, and Hong Kong have graduated from regular AsDB assistance. These
four economies, dong with Thailand, now contribute to the Asan Development Fund.

Supporting U.S. Objectives
The U.S. playsamgor rolein shaping the AsDB’ s lending and policy direction. Maintaining leadership at

the ASDB is critical to ensuring that our priorities are reflected in the indtitution and that reforms are
implemented that will lead to more efficient and equitable use of development resources. Aswith the other



MDBs, the U.S. leverages considerable lending through its contribution. As the host and chair of the 34™
Annua Meeting in Honolulu in May 2001, the U.S. sent a strong message about the importance of market-
led private sector devel opment.

Institutional Effectiveness

In 2001, the Bank put in place areorganization that is intended to increase accountability, strengthen
its country focus, and improve the sharing of knowledge and lessons across the inditution. As part
of the reorganization, an environment and social safeguards division was created with respongbility
for monitoring compliance with the Bank's safeguard policies. The U.S. has pressed hard to ensure
that these functions have adequate resources, and will continue to monitor the oversght and
accountability mechanisms.

With aview to promoting collaboration and reducing duplication, the Bank agreed on a
Memorandum of Understanding with the World Bank, a pledge the U.S. negotiated in ASDF-8.
The MOU commits the two inditutions to strengthen their cooperation in country policy didogue,
lending operations, research, and interna policies and procedures. The U.S. plansto pressfor
synchronization in the preparation and timing of country assstance dtrategies, to reinforce
collaboration a the country level.

The Bank isimplementing aresdent misson policy that is putting more gaff in the field to strengthen
diaogue with borrowing country governments, improve coordination with other donors, and
heighten overgght of the portfolio.

AsDB has customized its standard bidding documents and revised its procedures to better
harmonize them with those of the World Bank. This has increased trangparency and efficiency asa
result of sandardization under acommon framework of guiddines.

The Bank has adopted an emergency lending instrument that will charge higher fees when providing
crisssupport. Use of this instrument has not yet been needed.

The Bank'simpact on the ground could be improved further by increasing the percentage of lending
toward socid sectors and strengthening its focus on private sector development. The U.S. will
continue to press for these gods in future AsDF replenishment negotiations and informaly with other
shareholders

Aswith other MDBS, the U.S. is dso concerned that the year-end bunching of project approvas
can reduce project quaity and weaken Board oversight and have raised these concerns with senior
Bank management.

Lending in Support of U.S Foreign Policy Goals

AsDB will co-adminigter atrugt fund for Afghanistan, in collaboration with UNDP, the World Bank,



and the Idamic Development Bank. AsDB isbuilding up itsinternd staff capability to pogtion itsdf
to respond to Afghanistan's urgent reconstruction needs.

In 2001, the Bank increased its assistance to Pakistan to nearly $1 billion, supporting important
policy objectives such asreform of justice. A $100 million project in the 2002 pipeline will support
primary education in Pakistan.

AsDB has strengthened its regiona cooperation work in the Centra Asan Republics, aming to
promote trade and cooperation among countries, thus reducing the likeihood of ingability. The
Bank is dso helping the countries of Centrd Asatrangtion from centraly planned to market
economies, while minimizing socid disruption.

AsDB is dso supporting the efforts againg terrorist financing. The Bank has joined the other MDBs
in emphasizing its commitment to Security Council Resolutions 1267, 1333 and 1373, in order to
prevent any AsDB ass stance from reaching the hands of identified terrorigts.

The Bank responded quickly to the 1997-98 Adan financid crigs, providing assstance for financia
sector reform, governance, and protection of socia safety nets. In Indonesia, the Bank supported
two sector development programs to reform the effectiveness, quality, and equity of basic
education, hedlth and nutrition programs. The projects provided scholarships for lower secondary
school, funds to expand midwife programs, and support for feeding programs for pregnant women,
infants, and young children. Nearly 2 million students received scholarship, 147,000 primary and
junior secondary schools received block grants, nearly 1 million poor pregnant women received
supplementary feeding, and over one million infants and young children received supplementary
feeding.

AsDB and the World Bank are continuing to administer grants to East Timor under a Trust Fund
edtablished to finance urgently needed rehabilitation and basic socia and physicd infrastructure. In
2001 AsDB gpproved six technica assstance grants totaling $2.4 million, including for
microfinance, transport, and the power sector.

Improving performance and measuring impact

Largdy at U.S. urging, the Bank in 2001 established a new Development Effectiveness Committee
of the Board. This Committee gives the Board a more regular oversight of operationd performance
and evauation reports. The U.S. isamember of the Committee.

The Bank has dso upgraded the Evauation Office to a Department (OED), with increased staff and
budget resources. OED has harmonized its evauation procedures with the World Bank. In 2001,
OED completed 36 mgor studiesincluding specia evauation studies on key sectors and countries.

Evduation reports are available on the Bank's web page. The U.S. has urged that OED be made
an independent unit reporting to directly to the Board.



We were successtul in getting the Bank to revise its project rating system to include a project-at-
risk approach, which provides an early warning device for flagging projects that are rated as
successful but have the potentid for problems in the future.

Boosting productivity

Investmentsin agriculturd and rural development increase productivity by focusing on production
inputs, market access and trandfer for technology. Recent examplesinclude the Fujian Soil and
Water Conservation Project (China). The Bank aso supports research in this area, including
through the agricultura research indtitutions which are members of the Consultative Group on
Internationa Agricultura Development (CGIAR).

Roads and transport sector projects can lead to growth by linking markets, reducing transaction
costs, and cregting jobs. A roads rehabilitation project in Indonesiais hel ping the government to
finance civil works while aso helping to implement policies related to road user charges, cost
recovery, road safety, and maintenance fund alocation.

AsDB'stechnica and vocation education projects support skills development and increase worker
productivity, as shown by an impact evauation of such projectsin four borrowing countries. The
study showed that depending on the country, 50-80% of graduates found employment within Six
months. To promote sustainability of such projects, the study recommended that vocationa schools
forge closer tiesto thelocd indudtry.

The Bank also usesits private sector instruments to promote productivity. For example, an
evauation of a private sector loan and equity investment in the Shanghai Investment and Trust
Corporation found that the project had severd multiplier effects in generating economic activity,
including employment for laid off workers, promotion of smal and medium enterprises, and transfer
of technology to provide better linkages to related enterprises.

By providing accessto credit by smadl and medium businesses through microfinance and smal and
medium enterprise projects, the Bank works to expand employment and income opportunities and
support entrepreneurship at the lower end of the economic spectrum.

In 2001, three loan projects and six technica assistance projects went to support
microenterprise, including atechnica assstance grant to help provide financia servicesto poor
women entrepreneurs.

In addition, in 2001, a partia credit guarantee of up to $90 million was gpproved to support
commercid cofinancing for smal and medium enterprisein Si Lanka.

In Pakistan, the Bank isworking to develop the policy framework and indtitutiona mechanisms
to make financia resources available to the poor, particularly women. The god isto finance 1.6



million smal income-generating activities and 4500 small-scale, community-based infrastructure
projects.

In 2001, the Bank approved a $4 million technica assistance grant to develop environmentaly
sugtainable farming systems aimed at increasing agricultura productivity and railsing farm
incomes.

Fighting Poverty in Asia

Since adopting a poverty reduction strategy in 1999, AsDB has taken substantid actions. For
example

°  All projects must demonstrate how they reduce poverty. In 2001, 30% of Bank operations
were classified as “poverty reduction interventions’ or “core poverty interventions’. The
remaining projects seek to reduce poverty by promoting growth and enhancing productivity.

°  After firg establishing a poverty reduction unit as the foca point for Bank operations, the Bank
has reorganized, and poverty reduction is mainstreamed throughout its operations. Twelve new
poverty reduction speciaists have been hired, and the number of staff have increased in related
areas such as socid development, socid safety nets, hedlth and nutrition, and basic education

Poverty assessments have been completed for 14 countries., and will be done for most other
borrowing countries this year. In addition, Poverty Reduction Partnership Agreements have been
sgned with seven countries.

In 2000, with funding from Japan, the Bank established a Poverty Reduction Trust Fund. Initid
projects include grants for victims of sexud abusein Indonesia and livelihood development in the
Southern Philippines.

The Bank continues to serve on the MDB-IMF working group on poverty reduction. A Global
Poverty Report was prepared and submitted to the G-8 Summit in Okinawain July 2000, and in
Genoain 2001. The 2001 report, “A Globalized Market — Opportunities and Risks for the Poor,”
is available on the Bank's website.

Promoting private sector development

The Bank has upgraded the private sector group to the Private Sector Department, and has given it
more resources. At U.S. urging, the Bank has adopted a private sector development Strategy .

Staff with private sector and risk management experience have been recruited to support this
strengthened emphasis, and private sector strategies are being prepared for al borrowers. Thefirst
such strategies were developed in 2001, and more are to follow in 2002.



Seven private sector operations (loans and equity investments) were approved in 2001 totaling $68
million

In addition to direct assstance to the private sector, the Bank provides assistance to build an
enabling environment for private sector development.

° A pilot project in China, for example, is helping to develop the legd and regulatory framework
for private participation in the road subsector.

° ASDB isproviding assstance to Indonesia to strengthen its industrial competitiveness through
deregulation and policies that promote competition and provide aleve playing fied for dl
businesses, including small and medium enterprises. The Bank is helping the government
establish an gppropriate legd environment for commercid activity; smplify the regulatory
framework; remove barriers to domestic competition and trade; strengthen the policy
framework governing domestic investment and foreign direct investment (FDI), and improve
duty drawback and customs procedures.

Despite this progress, AsDB'srole in private sector development has been limited, and we are
pressing them to take a more pro-active gpproach, including support for micro, smal, and medium
enterprises, which are the largest source of income and employment in developing Asa

We are dso encouraging private-led gpproaches in environment and socid sectors. The Bank is
working in Kazakhstan, Kyrgyz Republic, and Uzbekistan to decentrdize management and bring in
private participation into the water sector.

Toincrease its cataytic role, the Bank has stepped up efforts to attract cofinancing for its
operations.  1n 2001, the Bank catdyzed $1.4 hillion in cofinancing; over 40% of projects received
cofinancing. The Bank isworking to increase thisto over $2 billion in 2002, of which at least $1.5
billion would be commercid cofinancing.

Support for good governance and anti-money laundering

Governance assessments are being prepared for each borrowing country and will be used in
preparing annual country assistance programs.  Assessments have been completed for Cambodia,
Laos, Vietham and Tonga. In addition, the Bank is devel oping governance indicators and
scorecards to evaluate countries performance in governance.

An anti-corruption unit has been established to investigate claims of fraud and corruption. The unit
conggts of specialy trained forensic auditors who report to the Generd Auditor. To date, over one
hundred cases have been investigated. Where corruption is found, the Bank has sanctioned firms
andindividuds. The Bank will strengthen thiswork further by developing a policy on anti-money
laundering in 2002.



Recent examples of direct assstance (loans and technica assistance grants) for good governance
and anti-corruption activities are:

°  Philippines $75 million to improve corporate governance in the nonbank financid sector,
through steps such as strengthening the governance of the Securities and Exchange Commission,
improving monitoring and enforcement capacity; and improving reporting.

Regiond: Anti-money laundering technica assstance to ten Asian countries to help them
identify weaknesses and to carry out the recommendations of the Financial Action Task Force
(FATF).

Regiond: Projectsin Indonesia, Cambodia, and the Pacific that require countries to enact
gopropriate legidation on anti-money laundering, consstent with the FATF recommendations.

°  Centrd Adan Republics: In the Centrd Asan Republics, where auditing capacity is il week,
the ASDB is supporting technica assstance to strengthen the ability of genera auditorsto
prevent fraud, and to improve detection and investigation skills.

AsDB managed an AsDB-OECD conference on combating corruption in the Asa and Pecific
Region in November 2001, which reviewed a proposed anti-corruption action plan and initiative.

We are pushing the Bank to do more to strengthen itsrole in good governance. During the ASDF-8
negotiations, we pressed for a governance action plan, which has since been gpproved and is under
implementation. This plan appliesto the full Bank, not just the Fund. We are till working to have
the Bank become more pro-active in the area of fiscd trangparency; in particular, we would like to
see the results of fiduciary assessments (by the World Bank) be reflected in the ASDB's country
assistance drategies.

We have aso been pressing for continued strengthening of internd controls. The Office of Generd
Auditor has reviewed business travel, private sector operations, borrowings, investments, capita
subscriptions, financid forecasting, country assistance plan and programming, project processing,
project implementation and post evauation.

Emergency and Disaster Assistance

The AsDB does not provide humanitarian assistance. It does, however, seek to respond to
extreme emergencies, in concert with other agencies, which are more geared for short-term
assigance. The Bank’s assstance is intended to increase the sustainability of basic infrastructure
investments so that future disasters can be reduced or averted.

In 2001, AsDB provided timely support, often using cost savings from on-going projects, to
respond to natural disasters and post-conflict Stuations. Such projects are processed on an
expedited timeframe, to ensure that funds are received quickly. Recent examplesinclude:



° India: $500 million to rehabilitate basic infrastructure and socia services following a devastating
earthquake, with ass stance reaching needy areas within three months.

°  Tqikisan $3.6 million for emergency restoration of irrigation systems damaged by earthquake.
° S Lanka $25 million for community restoration in areas damaged by civil war.

In 2002, the Bank will review its policy on emergency assstance, with an am to strengthening the
effectiveness devel opment assistance in post-conflict Stuations.

Opportunities for U.S. Businesses

In 2000, AsDB Group operations produced $433 million in business benefitsto the U.S.
including $110 million in estimated exports, $60 million in contracts for goods of U.S.
origin, and $36 million for technica assstance consulting contracts.



