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Resources Available for Allocation are Drying Up

B Contingencies
O PBA Resources*
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* PBA resources are corrected for impact of negative contingencies


Présentateur�
Commentaires de présentation�
Total expected resources under ADF-11 amount to UA 5.95 billion. As of end-September 2009, resources available for commitment (i.e., internal resources and received unqualified subscriptions) stood at UA 4.49 billion, of which UA 3.46 billion or 77 percent had been committed. This represents more than a doubling of the volume at the time of the ADF-10 MTR.

The pipeline of ADF operations scheduled for presentation to the Board of Directors between end-September 2009 and end-March 2010 totals UA 1.185 billion, i.e. more than the Fund’s current total commitment capacity of UA 1.030 billion, based on received unqualified subscriptions as of end September 2009.

Therefore, the ADF will be unable to authorize commitments corresponding to its full 2009 and first quarter of 2010 pipeline unless all 2009 subscriptions are paid as due and donor countries pay (in cash or in promissory notes) the third installment of their subscription early, preferably in December 2009 instead of end March 2010. We therefore urge you most strenuously to pay this third installment as soon as possible, and to authorize the early commitment of your subscription in order to allow the ADF to continue to provide resources to ADF countries. �
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This slide shows the breakdown for three ADF windows (PBA, RO envelope, FSF). The UA 1.030 billion of commitment capacity which I mentioned is split among these windows and is not transferable among them.

For the RO envelope and FSF, the current balance is enough to support the pipeline through March.

The resource gap is in the PBA envelope. There, the pipeline of projects until the end of the year outweighs the balance of resources by UA 93 million, and the pipeline through March outweighs the resources available by UA 298 million. We therefore need your early payments if the ADF is to commit the full pipeline of PBA projects through end March.

Apart from financing the current pipeline, there is the additional issue of flexibility. The pipeline is dynamic and can still increase. We do not know, for example, what kinds of requests we will still receive from ADF countries who are struggling with the economic consequences of the food, fuel and financial crises. We do know that with a shortage of resources, we have no flexibility at all to respond to these requests. Not only are we unable to fulfil existing demand, we cannot fulfil unforeseen additional demand.

In order for the ADF to be able to continue its critical support to ADF countries, there are two options: 1) as many donor countries as possible pay the third instalment of their subscription early, i.e. in December. 2) donor countries who are willing and able agree to top up ADF-11 with additional contributions.
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This slide shows the breakdown for three ADF windows (PBA, RO envelope, FSF). The UA 1.030 billion of commitment capacity which I mentioned is split among these windows and is not transferable among them.

For the RO envelope and FSF, the current balance is enough to support the pipeline through March.

The resource gap is in the PBA envelope. There, the pipeline of projects until the end of the year outweighs the balance of resources by UA 93 million, and the pipeline through March outweighs the resources available by UA 298 million. We therefore need your early payments if the ADF is to commit the full pipeline of PBA projects through end March.

Apart from financing the current pipeline, there is the additional issue of flexibility. The pipeline is dynamic and can still increase. We do not know, for example, what kinds of requests we will still receive from ADF countries who are struggling with the economic consequences of the food, fuel and financial crises. We do know that with a shortage of resources, we have no flexibility at all to respond to these requests. Not only are we unable to fulfil existing demand, we cannot fulfil unforeseen additional demand.

In order for the ADF to be able to continue its critical support to ADF countries, there are two options: 1) as many donor countries as possible pay the third instalment of their subscription early, i.e. in December. 2) donor countries who are willing and able agree to top up ADF-11 with additional contributions.
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ADF resources available for allocation are divided between PBA resources, which represent 75 percent of total resources after deductions for contingencies, and supplemental resources for regional operations (17.5 percent) and fragile states (7.5 percent). The figure shows the status of commitments for each these resources and demonstrates that resource allocation will have been strongly frontloaded by the end of 2009. We expect that not all countries will fully use their PBA allocation by the end of the ADF-11 period (for example Angola, Guinea, Madagascar); unused resources will flow into ADF-12 as carry-over.

So far in ADF-11 [end-Sept. 2009], 67 percent of country PBA commitments have been for investment projects and 33 percent have been for policy-based loans (PBLs). The significant share of PBLs is due in part to high demand early in the cycle for fast-disbursing instruments. The current 2009-2010 pipeline indicates that the share of PBLs will fall below the 25 percent ceiling for PBLs agreed for ADF-11 by the end of the cycle. However, in the context of the economic and financial crisis, ongoing dialogue with RMCs indicates that there is still solid demand for crisis-related PBLs, which may lead PBLs to exceed the 25 percent ceiling. Management is closely monitoring this ratio and will report to the Board of Directors if demand exceeds the 25 percent threshold.

Countries receive their allocation in the form of loans, grants, or a mix thereof in accordance with the Debt Sustainability Framework. As of end-September 2009, 73% of ADF-11 PBA resources have been allocated in the form of loans and 27% in the form of grants.�
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The allocation system is working well.

Firstly, 90% of resources are allocated on the basis of performance. 75% directly through the PBA system, and 15% through FSF pillar I (supplemental resources, based on ADF-10 allocation) and the cost-sharing element of Regional Operations. Only the resources for FSF pillars II and III and the ROs without cost sharing are not based on performance.

Secondly, the top performing countries consistently receive a larger share of the resources. Since ADF-9, the two strongest performing quintiles have received approximately 67% of the resources.

Thirdly, by netting out the amount of MDRI debt relief from the allocations of HIPC completion point countries and redistributing the compensation received from donors to the 38 ADF-only countries through the PBA system, it is not only the HIPC countries which benefit from MDRI debt relief but all ADF-only countries. Also, the performance-based system is reinforced.�
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During two years of implementation several issues have come forward which should be addressed during the ADF-12 replenishment discussions. 

The first issue is the volatility of CPPRs. Despite the measures taken in the ADF-11 framework, substantial volatility in CPPRs remains a main source of volatility in ADF country allocations, as is the case at other multilateral development banks. It is much higher than any other component of the Country Performance Assessment formula. The quality of the ratings and the size of the portfolio are two of the main factors accounting for the swing in portfolio ratings from one year to the next. Efforts are being undertaken to improve the quality of the ratings through various supervision enhancement procedures presently being implemented by the Quality Assurance and Results department. But the small size of the portfolios of ADF countries—which average 11 projects, with a wide variation between countries—remains a key factor. The smaller the number of projects in the portfolio, the larger the impact on the CPPR of a deterioration in the performance of one of the projects.

A second challenge, in the slightly more distant future, is the netting out of MDRI debt relief. The amount of debt cancellation provided under the MDRI will increase steadily over the coming years and will reach its peak around 2025. These amounts will be netted out from MDRI countries’ allocations and re-allocated to all ADF countries, as described earlier. While the overall level of MDRI netting out is expected to remain low relative to total allocations, the volatility in individual country allocations resulting from MDRI netting out may pose operational challenges for the Fund. The allocations of a small number of countries could decrease by more than 25 percent. While the ultimate impact of MDRI netting out will depend on the size of future replenishments, the Fund’s ability to provide financial support in the form of ADF allocations to some ADF countries could be significantly impacted.

Thirdly, the impending graduation of Cape Verde, the first country to become a blend country since the Bank adopted the World Bank’s Credit Policy in 1995, and the possible graduation of additional countries, raises the need for the Bank to develop a graduation policy to provide blend countries with an adequate mix of resources during their transition to creditworthiness for pure ADB financing. In the paper on the blend policy we requested your guidance on a number of issues. We thank you for your comments and will present a proposal during the ADF-12 replenishment discussion. �
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During two years of implementation several issues have come forward which should be addressed during the ADF-12 replenishment discussions. 

The first issue is the volatility of CPPRs. Despite the measures taken in the ADF-11 framework, substantial volatility in CPPRs remains a main source of volatility in ADF country allocations, as is the case at other multilateral development banks. It is much higher than any other component of the Country Performance Assessment formula. The quality of the ratings and the size of the portfolio are two of the main factors accounting for the swing in portfolio ratings from one year to the next. Efforts are being undertaken to improve the quality of the ratings through various supervision enhancement procedures presently being implemented by the Quality Assurance and Results department. But the small size of the portfolios of ADF countries—which average 11 projects, with a wide variation between countries—remains a key factor. The smaller the number of projects in the portfolio, the larger the impact on the CPPR of a deterioration in the performance of one of the projects.

A second challenge, in the slightly more distant future, is the netting out of MDRI debt relief. The amount of debt cancellation provided under the MDRI will increase steadily over the coming years and will reach its peak around 2025. These amounts will be netted out from MDRI countries’ allocations and re-allocated to all ADF countries, as described earlier. While the overall level of MDRI netting out is expected to remain low relative to total allocations, the volatility in individual country allocations resulting from MDRI netting out may pose operational challenges for the Fund. The allocations of a small number of countries could decrease by more than 25 percent. While the ultimate impact of MDRI netting out will depend on the size of future replenishments, the Fund’s ability to provide financial support in the form of ADF allocations to some ADF countries could be significantly impacted.
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Conclusion

o The PBA system plays a key role in the resource
allocation mechanism under ADF-11 and will continue
to do so.

o Implementation issues have been identified and will
be discussed in the context of ADF-12.

o Commitments are being frontloaded as requested by
the G20. Donor countries are thus encouraged to
expedite payment of their installments so that ADF
can continue its mission.
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Regional Operations in detail
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August 2009 Review of the DSF

 |IMF and WB approved adjustments to DSF :
— Emphasis on diagnostic tool;
— Greater focus on investment — growth nexus
— Remittances
— Flexibility for public enterprises

 Changes will become effective in all DSAs in 2010
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Revision of the NCBP

o IMF approved revised concessionality policy In
August 2009

o Shift from one-size-fits-all approach, to country
specific approach

0 Non concessional debt limits determined based on
—DeDbt vulnerability
—Debt Management Capacity

o ADF will revise its NCBP In coordination with IDA
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