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“The greatest challenge Asia faces in its \ |
endeavors to realize the Asian Century: - Vi s
transforming governance and Ice-President

institutions.” —» World Bank



7 Sector and 8 Thematic Groups at ADB —
to leverage technical expertise THEMATIC GROUP

Sector Groups Thematic Groups

Governance

The Governance Group’s mandate is to help ADB’s developing member countries improve
development results by...

* investing in public sector
reforms and supporting AWK
improved performance AR

of institutions approved

 supporting identification and .
mitigation of governance risks . cf(fsf:iver

in ADB operations of change), % of
total ADB
sovereign

» focusing on capacity

development operations,
2016

sovereign
loans, 2016




The Governance Thematic Group covers both sectoral and

GOVERNANCE
thematic work

THEMATIC GROUP

Sectoral focus I Thematic focus

Governance and Capacity Development as a theme in total

Public Sector ADB sovereign operations (2016): 85%

Management (PSM) Reforms
7 sub-sectors
Public Expenditure and Fiscal

Management (52%)
Economic affairs management (%)

Reforms of State-Owned Enterprises
(12%)

Decentralization (9%)
Social protection initiatives (13%)
Public administration (9%)
Law & judiciary (0%)

PSM as a sector in ADB'’s total

approved sovereign loans (2016):
20.1%

Figures in parentheses above are share of sub-
sector investments as total sectoral investments of

On Governance Risks
Assessing, and mitigating, risks to

development effectiveness of ADB’s

investments; focus on public
financial management,
procurement, and anticorruption

and Anticorruption Action
Plan (GACAP i)

For 2017-2018, as a sector, Governance Thematic Group is engaged in 3 main areas of work

Governance and PSM Area

Domestic resource

On Capacity Development

Ensuring governments have the
institutional capacity to implement
reforms, and manage investment

projects and development programs

Bases: Capacity Development
Operational Plan; Approach to
Institutional Performance

Qutcome

Greater capacity of DMCs to raise revenues from domestic

$5.55 billion (2014-2016) mobilization sources

Reforms of SOEs Better knowledge gathering and sharing on SOE reform work of

ADB

Innovative development ideas incubated at local level and scaled
up, as feasible

Local governance and
localizing global agendas
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Operational Support by GovTG Secretariat — Targeted areas .»

THEMATIC GROUP
Domestic Resource Mobilization SOE Reforms
(Outcome: Greater capacity t_)f DMCs to raise revenues (Outcome: Better knowledge gathering and sharing on
from domestic sources) SOE reform work of ADB)

Policy dialogue with DMCs and donors

DRM Trust Fund to support DMCs (capacity development) .
Use expertise and knowledge of OECD, Global Forum, etc. .
Engage with, and support, regional associations (eg,

SGATAR)

Work with RDs on pipeline development and program

processing

» Working across departments
Central database of ADB operations
Knowledge sharing events and skills development for staff

Localizing Global Agendas

(Outcome: Innovative development ideas incubated at
local level and scaled up, as feasible)

* Links to SDGs / COP21

« Test innovations for upscaling

 Work with RDs for operational application

» Open government partnership

* Service delivery improvements at local level



Setting the overall tone

e [
GOVERNANCE uni THE LAW
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" GOVERNANCE

THEMATIC GROUP

Three guiding principles for rethinking governance for
development are:

» Both form and functions of institutions matter

« Capacity building is important but so are power
asymmetries

 The rule of law, and the role of law, are important

Vote rigging fiesta at Dhaka
College

Presiding officer looks helpless as BCL men enter all the six polling booths of Dhaka
| College polling centre and stuff ballot boxes at their will.



Good Governance, Better Results

What a greater number of MICs means for governance and

. GOVERNANCE
public sector management THEMATIC GROUP
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« Greater pressure to link up regionally and globally
Increasing role of sub-national governments
Rethinking of role of state, eg, use of SOEs
Greater demands for effective service delivery,
transparency, and accountability

Increased number of middle-
Income countries




2017 World Bank-Annenberg Summer Institute

GOVERNANCE
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World Bank-Annenberg Summer Institute
Reform Communication: Leadership, Strategy and
Stakeholder Alignment

The External and Corporate Relations Vice Presidency of the World Bank Group, the Leadership,
Learning, and Innovation Vice Presidency of the World Bank Group, the Annenberg School for
Communication at the University of Pennsylvania, and the Annenberg School for Communication
and Journalism at the University of Southern California have forged a strategic partnership to

provide an executive course on Reform Communication.

B Polltlcal analyses Initially, th.e. course was launched by the. World Bank Communication for Governance a.nd
. Accountability Program (CommGAP) as an instrument for capacity development. In developing

¢ MUIt|'StakehO|der CO||ab0ratI0n, Coa|ItI0n and netWOl'k the CommGAP program, a series of roundtable meetings and global dialogues were held to
bl.“ldmg engage institutions involved in learning programs for public sector reform, strategic
communication, diplomacy, and stakeholder engagement. Two of these institutions were the

U Strateg|c Commun|Cat|0n Annenberg School for Communication at the University of Pennsylvania and the Annenberg

School for Communication and Journalism at the University of Southern California. These

¢ Leveraglng SOCIaI/dlgltal medla tOO|S and analyt|CS universities have contributed their faculty and classroom facilities and have provided access to
° Communication metrics and M&E fra meworks their communication research and graduate and executive education programs.



Good Governance, Better Results

Main Focus Areas of the Program GOVERNANCE

THEMATIC GROUP

Inefficient institutions result from imperfect and costly information

(1) Lack of information across time; (2) asymmetry across space; (3)
asymmetry when static in perception and interpretation = therefore, all
players are at best boundedly rational

Problem-Driven Information

governance =» multi-

level stakeholders asymmetry

Colle;::;\;?eaction Centrality of
. communication
- political will Spectrum of reform
space

- organizational will
- social will




1. Know the Spectrum of Reform Space GOVERNANCE

THEMATIC GROUP

Adapt design to align with Intermediate options Expanding the reform space
existing reform space

« Do the political analysis * Build transparency Proven methods:
« Targeted information * Carry out contained public » Empower stakeholders

« Do what you can, and move on dialogue * Build coalitions
* Target capability to analyze * Consider system-wide

certain reform issues communication

LQADLP

DEVELOPMENTAL LEADERSHIP PROGRAM

Learning from others about reform space

Everyday Political Analysis

“Why liberalize? When
you see your neighbor
being shaved, you
should get your beard
wet. Otherwise, you

: e could get a rough
e shave”

Mwalimu Julius Nyerere, former President of Tanzania, 1964-1985



2. Dive below the ‘waterline’ - understand the informal institutions ‘ GOVERNANCE

THEMATIC GROUP

Formal institutionz

<10]0)

a4

Informal institutional content:
below the water; out of view

Institutions Organizations

Formal Policies, laws, regulations, Executive agencies, parliament,
guidelines, codes, standards, ... judiciary, private sector, NGOs, ...

Informal Customs, beliefs, norms, values, Traditional leaders, pressure groups,
historical experiences, practices, religious groups, clans, social clubs,
community watchdog committees, ...


http://www.google.com.ph/url?sa=i&rct=j&q=incentives and rewards&source=images&cd=&cad=rja&docid=gjUYqUkRJcn3RM&tbnid=mj_4QIl2V2m9YM:&ved=0CAUQjRw&url=http://www.cdc.gov/leanworks/promote/incentives.html&ei=HRkXUsKrCIi3iQfN4YDADQ&psig=AFQjCNEpGkk4QtMU-w9supahuMcB683HVg&ust=1377331758527053

THEMATIC GROUP

s o “Politics and the political economy matter for
. - i whether and how reforms happen in developing
g st gt . as well as in developed countries.”
% X t. R X, https://openknowledge.worldbank.org/handle/10986/16777

PROBLEM-DRIVEN
GOVERNANCE
! AND POLITICAL

| ECONOMY ANALYSIS

44982

GVERNANCE

REFORM

UNDER REAL-WORLD CONDITIONS
Citizens, Stakeholders, and Voice

Good Practice Framework

SINA ODUGBEMI AND THOMAS JACOBSON, fdron

Verena Fritz
Kai Kaiser
Brian Levy

3. Analyze the political economy of reforms to understand the
incentives for.action/inaction
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“Pmnmshasnuwetodo
with change than

Comparative Political Economy of ﬂ
East and South Asia: A Critique of
Development Policy and Management
by R. C. Mascarenhas

economics, but

THE POLITICAL ECONOMY OF
VIOLENCE AGAINST WOMEN

7

“Lack of
understanding of
the political

the economy an ociety an
i ti i
P

economy approach adopted in
promoting political and socio-econ

MODERN
economy of SOUTH ASIA
refo rm i S History, Culture, Political Economy

Increasingly seen S
as arisk to Rest of Us!

development
effectiveness...™

SUGATA BOSE s AYESHA JALAL
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Political economy — Definition and Lens GOVERNANCE
THEMATIC GROUP

“... all the many activities of cooperation, conflict and negotiation involved in decisions about the
use, production, and distribution of resources™

Historical context Central Asian countries as part of the former Soviet Union
Political context Move to federalism (Nepal)
Economic context Regional cooperation in the Mekong region

Values, ideas, development philosophy  Tanzania’'s Ujamaa (common good, self-reliance, cooperation)

Power relationships Among political parties (eg, in Bangladesh), judiciary-
executive tussles, trade unions, civil society, media, etc.

Policy environment Subsidy regimes

Binding constraints Bhutan,* Kazakhstan



We ourselves have dabbled in PEA a bit...

Guidance note on political economy analysis

Carried out PEA at various levels:
= CPSs (Philippines, Armenia)
= Sector level analysis (road sector in PNG)

= Policy dialogue and policy-based lending
(in PARD countries)

Managng Relormns
for Development

b ——

However,

e

VERNANCE
THEMATIC GROUP

Guidance Note

Use of Political Economy Analysis
for Asian Development Bank Operations

March 2013

Asian Development Bank

GACAP Il and Governance Risk Assessment are still the “bread and butter” approach taken




Good Governance, Better Results

4 Re_fqrms have to have cornpelllng narratives, and GOVERNANCE
the vision has to be communicated well THEMATIC GROUP

Change the

campaign - the Be aware that reforms
drumbeat can be blocked at all
(consistent stages of the process

message)

: _ Create a
Consider practical

“coalition of the
refo.rms, and _focu::; on willing” to
technical sc?lut.lons in the coordinate
beginning change

implementation

Forming a coalition — (a) linkihg CSOs with government reformers; (b) engaging champions in
legislatures; (c) fostering reformers and champions in public sector; (d) building a core team; (e) “In

reform, you don’t need a battalion; a squad will do...”; (€) mobilizing public support; (f) sustaining the
reform; legislate!




Good Governance vs Good Enough _ GOVERNANCE
THEMATIC GROUP
Governance

“Small improvements in governance are generating exponentially
positive results for Africa”

Interview with Muhtar Kent, Coca Cola Chief

‘... good
governance Is
deeply
problematic as a

, “Real thing to focus on in Africa is governance”
quide to Financial Times, 16 June 2016, p. 16*
development” -

Merilee Grindle,
KSG
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But “good enough governance” alone is not
the right answer...

1996: ADB first MDB
to support state-level
PFM reforms in four

states of India. ADB’s
work was conS|dere

suct:ess xtbe-u
Independen ':
Evaluation
Department...
performance in PPM
out-ranked the
performance of
transport, energy,
water and urban %
services, and finance

) | 4’;\‘ : | R ‘ ' .\
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In that journey, we should be aware of “best

practice”...
'+ “We tend to focus 0

solutionsjrather than
ology of best practice re
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We should also remember that reforms are not sustained when
stated preferences differ from revealed ones...

JERRY B. HARVEY

THE
ABILENE

PARADOX

AND OTHER
¥ MEDITATIONS ON
' MANAGEMENT

B JOSSEY-BASS

A My 1 o

“All those in favor say ‘Aye.”
“Aye.” “Aye.”’
“Aye.), “Aye"’



“Frankly, my dear, | don’t give a damn...”

inant theme was: “Political
ry and sufficient condition
(at all levels of government)”

commitmen
' for

.
\.- -
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Way Forward:
1. Focus on DRM

[ (Tax : GDP Ratio, Maldives, 2010- ]

2016)
FAST-TRACK )
Domestic Resource Mobilization 3 T AX v 25 L. e i
(use of DRM Trust Fund) * : | . .

Adherence to global standards (eg, - REFORM - 15 1360
BEPS, Beneficial Ownership, AEOI, X L %
EIOR) 4 :
Capacity building: (a) of DMC | o e
agencies; (b) of ADB staff 5 LESSONS FROM ' . ;
Knowledge sharing: (a) across global THE MALDIVES 2010 2011 2012 2013 2014 2015 2016

EE Tax:GDP ratio e e e @ Linear (Tax:GDP ratio)

bodies (OECD, Global Forum, IMF,
etc.); (b) across regional associations

(eg, SGATAR); (c) across DMCs (eg, o
MIRA/Maldives) d .
Political economy of DRM at country o other country has embarked

. . upon such wide-ranging tax
and global levels (policy window reforms within such a short
opened by Panama Papers;

period and, in particular,
leveraging the work of others, eg, ImP!emelt?ted a gentifal G?T
OECD) regime at one month’s notice, as

the Maldives did.”




Way Forward:
2. SOE Reforms

Figure 1 SOEs in the Fortune Global 50

Global 500
S0OEs as % of Global 500 SOE revenues
(pased on number of companies) (Ussbn)
259% 1 ~ 8,000

- 7,000
20%
- 6,000

159 - -5,000

-4,000

10% 1 -3.000

-2,000
5% 1
-1,000

0% - -0
2005 2006 2007 2008 2009 2070 2011 2012 2013 2014

[l Rest of the world = Revenue (USSbn)
Il china
MNote: SOEs defined as having 50% or Source: PwC analysis, Fortune

more government ownership

SOEs’ share of global market capitalization
is around 13% (Economist, 2014)

THEMATIC GROUP

SOE Reforms

« Corporate governance
(governance risks for NSOs)

* Contingent liabilities

« Specific country focus (eg, PRC,
INO, IND, ...)

 Knowledge sharing (within ADB
and with partners and DMCs)
 Support for possible public sector
NSOs

« Political economy of SOE
reforms at country and global
levels (policy window from
reluctance to take on contingent
liabilities; Saudi ARAMCO

listing); leveraging the work of
others (eg, OECD, ACGA);
spotlight on corruption and
mismanagement



Commentary | State-Owned Enterprises

State-Owned Enterprises | Commentary

Corporate Gove
and State-ownec
Fnterprises

ell=run state-owned
enterprises (SOEs) can offer
tremendous potential as 2
driver of indusive economic
growth and development in
emerging markets.

The Isnportance of SOEs to the economies
and weliare of emerging markets cannol be
overestimated: in Africe, SOEs are estimatod to
represent 15 per cent of the gross domestic
product (GDP), while in the Middle Rast and
North Alfrica they make up more than 50 per cent
of GIP. SOEs also play a significant rofe in the
ecomeoenies of major energing markels such as
Brazil, China, Indas, Indonesta and Russin.

Beyond the profit motive

The vafue of SOEs lies In thelr potential to
provide efficient, rellabie and affordable critical
products and services In key sectoes, such as
power gemeration and water sanply, transport,
ol and gas and hospitals. They emabk expensive
e espunsiwe investments thae am oftm beyoed
the private sectors capacity. Thas, wellnun SORs
o contribete to health, welfar, adacation and
imlrastructum improvenents, poverty reduction
and Inclustve economic growth.

However, running SOEs wedl represents a
significant challenge, not just for emerging
markets, but for QECD (Organisation for
Economic Co-operation and Development)
countries 25 well. Faced with making
commesciadly-driven decisions when they are
charged with & product and service delivery

\ DWNED ENTERPRISES
A GLOBAL SNAPSHOT

Issues:

Subsidies, dividends, taxes, contingent liabilities,
weak corporate governance (ownership), corruption

The reality is that many

How improvements
markets address thei

model that Is Inhesently net economic, SOEs
must cope with a buft in tensiom thal createsa
deenino effect of problems and complexiLics.
For exarmpin, rasing ctiiey rales may make
sense from an eccnomic penspective bat doing
s0 could creste addac rali'.'u‘:hlp for the pooe
Or consider the case of a state-owned compeny
that operates i th oetinue providing
needed services - say cloan water or retall
banking - the comnpemy may require additionsl
financing from the state. But propping wp

complicated mix
Add political medd!ing to this
muddle and striking the

Imposstbie Lask. tn theo
& SOE may have
created for the benefit of
e citixenry. Bot the roalty
is that many SOEs are
accountzble only to
whatever political pasty J
Is In powes. The origima!
notion of providing
efficient and affordable
services Lo the nation's
citizems Is long bost.
Herein lies Lhe
fundesnental gowernance

optimal balznce between |
socizl and commercial q f
goals can become a neas

the SO could comstrain an already tight
nationad budget, meaning fowrr mescurces
for other key services.

Politics and good
governance: a

The board is usually where these dramas
play out. Mixing uwm Aip and regulatory

The reality is that many SOEs are accountable

only to whatever political party is in power.
Herein lies the fundamental governance problem

1 farmore difficul for these Independint dimetons
w0 alfer Informed contributions.

Board comtinuity ks another Issue. Without amy
protections to curb such beharior, the SOE may
be troatod] as a political instrament of the ruling

SOEs are accountable
only to whatever
political party is in
power. Herein lies the
fundamental
governance problem

2 2! the bowrd labie
onnections, rather
kills and industry
it on the political-
tioe they may not
lons. Mus, being =
s 1t it wkwaard

could get in the wi
O, the keader may
ctherwise tricky p)
where to place 2mi|
fvour but still wid

may lack
ted with
n, snce ey may not
7 Industry end

role many SOEs
markets, the risk
could seversly Impac
sach 15 banking or pow e
the nationaf ecomormy.

Fixing SOEs: improvi
governance as part

of a holistic approach
AL [FC we have worked with SOEs in emesging
markets around the world on a varlety of

we rurlm-:n.! with cur colleagues
waorld Bank to develop & wr:umc
governance toolkit for SOKEs, offering
coempeehensive guidanoe on ways Lo addroess the
challenges that enpede effoctive governasoe and
cificient operaticns,

In car experience, we have seen that
attending Lo SOE governance lssues can
contribute to Improved performance
] wned companies &s part of a
oo .mpr henstve and contextually refevant
approach that also Inc

estructuring, ext]

2 Increased cor
privale soctor
a5 fiscal disaig

Cowermana]
with amore
arcand the sq

experience In
Lithuania, board

INTERNATIONAL EFFORT mgaired to demony
Imgroving SOE tmesparency
D Daen J gote! Nl

‘The isswe of Independent directors Is also
moving to the focefront in some markets, with
pood results. In Brazl, for mstance, 20 per cent
of 0K board membars must be Independent.
In Indin 2nd Malaysia, SOE bozards mast be
compeised of at least one-third independent
gt

Fixing SOEs:
improving
governance as part
of a holistic
approach

criteriz, In recognition that the SOE & & valuahic
asset with an cbligatkm Lo defiver efficient and
effectove products and services.

Rixguiring SOEs to refinance oo ntermational
markets, rather than refying on the govenment,
can zlso have a wide-ranging and positive
Impact, with a disciplining effect on governance.
Fmencial statements and governance will be
subject i lender scratiny and the cost of capital
will depend on credat rating. In countries such
as South Africa, such market-detven prossurs
shouid help isti] 2 measure of fmanciad dsctplne
In combination with governanoe enbancoments
through enabling legislation

Other governance Improvesnents that
can make & difference include separating the
ownership function from the regatory function,
which helps to shield decision-making from the
petitical exigencies of the moment and glves
the regulater soene sstomomy on how the market

1999-2012: ~ 1/3 of all
bribery cases involved
bribery of SOE
employees, while
80.1% of the value of
all bribes were paid to
SOE employees*
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Way Forward:
3. Local Governance

Local Governance

Localizing global agendas (eg, COP21 at local level)

Federalism issues and challenges

Fiscal devolution and moral hazard

Municipal financing

Information asymmetry, and open government partnership

Service delivery and transparency

Local governance and prevalent political economy (eg, policy
window of New Urban Agenda; leveraging the work of, eg, The Asia
Foundation)

Number of countries with
RTI Acts

100

1997 e 2014

GOVERNANCE

THEMATIC GROUP

Localizing global agenda

¥

Impact on citizens through improved service delivery

¥

Strengthening
Effective delivery mechanism » local
government

Vicious cycle of inadequate revenues

”

Poor state of
municipal finances

Low
infrastructure
investment

Poor quality of
services

Inability or lack of
willingness to pay
taxes / user fees



4. Unify three strands of ADB’s work: PSM,

governance, capacity development
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Good Governance, Better Results
Giving more attention to institutional GOVERNANCE
performance is consistent with SDGs THEMATIC GROUP

ADB’s existing plans:

1 PEACE AND JUSTICE . Promote rule of law and access to justice

STRONG INSTITUTIONS . Reduce illicit financial flows, and recover and return stolen assets (i) Second Governance

Reduce all forms of corruption and bribery and Anticorruption Action Plan

Develop effective, accountable and transparent institutions at all
levels

I
I
I
I
I
I
I
I
I
I
I
I
i
- - - !
Ensure public access to information :
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

2
-

(i) Medium-Term Framework and
Action Plan for Capacity
Development

Strengthen domestic resource mobilization, including tax and other

revenue
17 PARTNERSHIPS sEhnahr?r?ge access to technology and innovation, and knowledge
FOR THE GOALS Enhance effective and targeted capacity-building in developing
countries  ETmmmmoommmoooommoooooooooooooooooooe !

Unified Approach to PSM and Institutional Performance
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Enhance and differentiate results-

orientation of operations

GOVERNANCE
THEMATIC GROUP

Project-level: Sector-level: Cross-sector-level:
Enhance project Support sector-wide Respond to cross-sector
readiness and policy and institutional development challenges
implementation reforms

New project classification—from GCD to institutional performance

Existing GCD classification of operations not
linked to quality criteria or subsequent
monitoring of results

= Change how institutional support
in operations is recognized

= New classification according to scope of the
objectives of institutional support

= |ntroduce differentiated quality requirements
according to revised classifications (“4Ds”)

_<

—

. Sector-wide or cross-
sector institutional
performance

Il. Institutional
sustainability of ADB-
funded projects

lll. DMC agency
performance in
implementing ADB
operations

IV. No explicit institutional
performance

objectives



Good Governance, Better Results

Current and future areas of involvement... GOVERNANCE
THEMATIC GROUP

Examples of involvement

Strategic Program and project design; peer review; dialogue with DMCs; help formulate
Operational CPSs (‘upfront and upstream”); governance risks assessments (eg, EITI)
Support

Knowledge Global standards and commitments; engagement with partners (internal and
Sharing external); database and information analysis; knowledge partnerships and products

(for internal and external audience)

On BEPS, AEQI, beneficial ownership, corporate governance assessments,
municipal financing, political economy analysis, leadership in governance

Skills Development

You are encouraged to join the 370 or so members of the
Governance Thematic Group!




THEMATIC GROUP

Questions? Please contact:

ADB’s Governance Team

w: http://www.adb.org/sectors/governance/main

f: https://www.facebook.com/GovernanceTG/

e: governance@adb.org

t: https://twitter.com/adb_governance

o m
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