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Editorial

 The setting was the 44th Annual Meeting of the 
Board of Governorsof ADB, which was hosted by 
Hanoi for the first time and by the Mekong region 
for the second time. This annual statutory gathering 
was set against the backdrop of rising prices of food 
commodities in Asia, the increasing degradation of 
the environment, and the worsening impact of climate 
change amid global economic imbalances. 

 Under the Greater Mekong Subregion (GMS) 
program, the Bank has pumped nearly $14 billion 
into 55 projects involving subregional roads, airports 
and railways, hydropower and infrastructure, and 
communicable disease control. As the Bank gears 
for GMS 2012-22 and competes with the bilateral 
investments of Japan, Australia and China in the 
region, the people and thenatural resources on which 
they depend become even more left behind. Be it road, 
biodiversity, or plantation projects in Laos;hydropower 
or road projects in Viet Nam; railway projects in 
Cambodia; oroccasional projects in Myanmar, it is the 
people and the communities who tend to bealienated. 
The development model orchestrated by the Bank, 
which has been religiously followed by the different 
governments in the region,makes its irrationality 
apparent in this issue of Bankwatch.

 Despite such limitedspace and attention accorded 
to the communities and the people under the ADB 
and government operations in the region, the affected 
people spokeup and conveyed the impacts of Bank 
operation to the high officials of the Bank during 
the Hanoi Annual Governors’ Meeting (AGM). In 
this AGM, CSOs led by the Forum revealed and 
analyzed the loopholes of the various projects funded 
by Bank, as well as its ongoing review process of the 
Public Communication Policy and the Accountability 
Mechanism Policy. The Bank’s argument that 
infrastructure growth would determine the food 
security in the region has also been critically assessed 
during the event. The CSOs, especially those from 
Viet Nam andincluding the affected communities 
from the region, rose to the occasion and questioned 
the accountability of the Bank.

 As the increasing “developmental operations” in 
the Mekong region combinewith the adverse alienation 
of its local communities and CSOs,the outcome 
has been neither poverty alleviation nor sustainable 
development.   
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ROADS TO DESTRUCTION*
ADB’s Contradictory Roads, Biodiversity 

and Plantations Activities in Lao PDR

n a country like Laos where the government lacks 
capacity, is authoritarian, and is systematically 
corrupt, the onus is on organizations like the ADB 

to take on a greater duty of care that goes beyond the 
letter of its standing guidelines. In a nation where soldiers 
often accompany officials to effect land transfers, the 
genuineness of informed consent may not be apparent. 

 Providing resources to make development and 
planning processes transparent, participative, and 
sensitive to all aspects of people’s lives, in particular, 
to the needs and specific issues related to indigenous 
peoples, their ‘wild’ foods, places and objects of cultural 
and spiritual significance; and having competent 
processes that are above reproach are essential, but in 
the case of ADB’s activities in Lao, not evident.

I

The Asian Development Bank

 The Asian Development Bank (ADB) has 
provided Lao’s technical assistance for basic 
infrastructure development. Since 1996, the ADB 
has approved US$1.21 billion in loans and US$415 
million in grant assistance for socio-economic 
development in Laos. In 2009, ADB provided 
US$115.2 million in grant aid to Laos to support 
agriculture-forestry, education, energy, finance, 
industry and commerce, health, transport and 
communication. In 2010, ADB approved US$108 
million in loans for six government projects. The 
Bank planned to finance 10 government projects 
with a US$140.18 million financial assistance for 
the 2011-2012 fiscal year.1 This amounts to a huge 
amount of odious debt.

 Laos has been subsumed into the Great Mekong 
Subregion (GMS) North-South Economic Corridor; 
in essence, a backwater bus stop on the buzzy 
journey between the super economies of China, 
Vietnam and Thailand. 
 

 The ADB and other multilateral donors have 
fed the mantra of GNP/ poverty alleviation as 
being focal to Lao’s economic prosperity, and the 
Government has hung onto that idea, approving 
projects despite their impact on the environment, 
cultural and social strata. In addition to alarming 
findings that development is actually causing 
poverty in Laos, and despite being nominally (post) 
socialist, the government pays scant attention to 
income distribution, preferring instead the process 
of amassing wealth. There is ample evidence that 
the Gini coefficient in Lao (0.35) reflects increasing 
inequality. 

 The same model of industrial development 
with associated resource depletion and preferential 
policies that benefit the already well-off, and that has 
devastated most of Asia, has been overlaid on this 
small country, with its wild places and extraordinary 
potential for retention of its natural world.2 

RESEARCH

*Culled from the research “Roads to Destruction: ADB’s Contradictory Roads, Biodiversity and Plantations Activities in Lao PDR” by 
Melody Kemp. To read the full report, visit http://www.forum-adb.org/inner.php?sec=2&id=38

Photo taken by Melody Kemp
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 While much of ADB’s activities in Laos remain 
controversial, none so much as the ‘mega fauna’ of 
dams, this report will focus on biodiversity corridors, 
plantations and roads.  . . . . . . . .

These three major project 
areas reveal an almost 

absurd degree of internal 
contradiction or lack of 
ADB internal discourse, 
as the advent of roads 

and plantations has been 
identified as the singular 

most important factor 
contributing to ecological 

destruction. . . . . . . . .
 It is as though there is no internal planning or 
systems thinking within the ADB, with each fiefdom 
not talking to the others. The effects of that lack of 
cohesion have been devastating in Lao. While having 
as an objective the conservation of biodiversity, the 
roads built have given unprecedented access to what 
until recently were remote or difficult  locations of 
diverse biota. The extraordinary access given by the 
highways and rural roads has enabled the felling 
of trees and the unfettered poaching, bringing 
conditions of abject survival to the people who have 
until now lived off the forests.

Roads, Transport and Biodiversity  

 ADB assistance to the transport sector 
amounted to $406 million between 1983 and 2009, 
contributing about 45% of the total committed by 
the major development agencies working in the Lao 
PDR transport sector. ADB funds have been used 
to upgrade and maintain rural roads and to build 
major highways, most notably the East-West and 
North-South Corridors. The roads, we are told, are 
expected to aid trade and the sale of local produce, 
and to allow people in remote regions access to 
health and education services. The roads, to some 
degree, replicate the vast East-West caravan trading 
routes of ancient times, but will be more rapacious. 
Instead of plodding camels, huge trucks, large 
cars and motorbikes with drivers of varying talent 
plough through, covering the same distance a camel 
would cover in one day in less than an hour. The 
aims seem innocuous, if not noble, but roads are not 
value-neutral. 

Trade and Sale of Local Produce

 In the seven years of residence in Laos, I 
have noticed a gradual increase in the availability 
of goods produced in the remote areas. Produce 
such as organic rice, coffee, forest honey and other 
agricultural produce has arrived in Vientiane care 
of the improved road networks, and are, by and 
large, the product of foreign aid agencies or foreign 
(French) entrepreneurs seeing the potential of the 
products. 

 But in the main, people produce food and goods 
for local markets. Food prices are low to maintain 
affordability. Including the costs of transport would 
increase the prices of goods to an unacceptable level. 
Even Vientiane tends to eat locally grown produce, 
the market gardens being part of the city.

. . . . . . . .
Most agencies agreed that 
there has been a significant 

increase in cross-border 
trade but it comes with 
uncomfortable realities. 
A lot, for instance, has 

been made of the potential 
for trade in Non-Timber 

Forest Products (NTFP), 
but studies done by 

experts on the profitability 
of, say, endangered agar 
wood have shown that 
‘foreigners,’ in this case 
Vietnamese, profit much 

more than Laos. . . . . . . . .
 Moreover, foreigners are likely to be unskilled 
harvesters, taking lots of trees rather than a low-
volume, high-value sap that the locals know about. 
Access to markets is important but more important 
is helping the Laos  take advantage of the markets 
and not be outcompeted by their more aggressive 
neighbors. Unfortunately, a nation like Laos with 
little to trade has found its local produce swamped 
by Chinese and Thai goods. 

‘

’

’

‘
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 The ADB had admitted that the roads have 
allowed access to the forest and, thus, proliferation 
of the trade in endangered species. Many CITES  
species are now in a critical state.  

 Roads have also added impetus to the sex 
trade and trade in humans. Trucks take women and 
girls across the border to female-deprived China as 
wives.  

 The East-West Corridor that links Dong Ha 
in Vietnam to Mywaddy in Thailand courses 
through southern Laos and in particular through 
Savanannakhet which Lao colleagues from the 
area, perhaps pejoratively, tell me is already being 
inundated with landless Vietnamese who have 
married locally in order to gain Lao land. Studies 
done of Vietnamese sex workers in Laos indicate 
a high number come to service the Vietnamese 
men working on Vietnamese plantations and road 
projects in the South. Studies indicate few wear 
condoms (Doussantouss, 20093). So it is surprising 
that the ADB should allocate US$30,000 for HIV 
education programs to Vietnam but none to Laos. 
The road that traverses Lao and Vietnam represents 
an investment of US$76 million, which makes it 
even more surprising that only US$30,000 could 
be found for HIV prevention and then only in 
Vietnam.4 

Road Safety and Road Smashes

 Until 5 years ago, the majority of Lao walked 
or cycled. At that stage, only an elite minority were 
car owners. Motorised tricycles offered regular and 
cheap public transport. They are becoming harder to 
find.  

 The majority of motorized transport is still the 
motorbike. A Vientiane-based physiotherapist noted 
that the head injuries resulting from motorbike 
accidents are generally horrific. Trauma medicine 
and rehabilitation services are underdeveloped. 
Belief systems get in the way of adequate treatment 
for victims. In the rural areas, the situation becomes 
more acute. A child hit by a speeding car would have 
little chance of surviving, unless the wound was 
minor.

 In a nation without emergency transport and 
rudimentary health services, it is moot what real 
contribution roads make to public health. On the 
contrary, the road building we saw was remarkable 
for its production of dry season dust, which not only 
exacerbates or stimulates respiratory illness but also 
reduces visibility and increases risk of accidents, 
particularly that involving small children.  

Construction

 The ADB itself admits that contracting 
issues have caused both wastage and poor quality 
construction. For instance, in the north, a major 
highway in Luang Namtha was built in the rainy 
season, despite the contractor being advised against 
doing so. Deforestation and absent or overly steep 
benching contributed to road collapse. A costly 
mistake which could have been avoided with closer 
scrutiny.

 Spoil was observed dumped on downward 
slopes, where it would wash into villages below 
during the wet season. Severe erosion was seen, as 
was insufficient benching to prevent land slips and 
collapse.

 The ADB also admits that the Lao Government 
does not have the skills or the administrative 
systems in place to support road maintenance in the 
longer term. With rapidly escalating international 
and domestic heavy vehicle traffic, road surfaces, 
culverts and drains will come under severe stress. 
It is not known if Lao will appropriately respond to 
these demands. Evidence from the major highway 
that links Vientiane to Luang Prabang, a road vital 
to Lao tourism, indicates that reactions will be slow 
and sporadic. That road has been seriously degraded 
for several years and has only recently undergone 
patchy repairs.

 Additional pressures are exerted by climate 
with increasingly unpredictable wet seasons 
bringing flood pressures. Due to Laos’ topography, 
roads, where they can, usually follow river valleys. 
As the vehicle numbers increase over time, so does 
the risk of stream pollution by washing aromatic 
hydrocarbons and heavy metals in micro-deposits 
off the roads, poisoning fish upon which people rely 
for protein, unless alternative drainage is available.

 A supplementary grant agreement will provide 
financing for the Northern Greater Mekong 
Subregion (GMS) Transport Network Improvement 
Project, which is under implementation.

Biodiversity Corridors and Plantations 
Let Them Eat Pulp

 At the time of writing, some assessment 
had been done of the Biodiversity Conservation 
Initiatives (BCI 1) which involve Laos, Vietnam and 
Cambodia prior to the operation of the BCI Phase 
2.  For the sake of this report, only Laos will be 
discussed.
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 The information results from discussions with 
conservation agencies and individuals, and taken 
from ADB reports.

 Again there is an inherent contradiction in ADB 
projects. . . . . . . . .

There is the history of ADB-
funded plantations in Laos, 
which have replaced natural 

forest with monoculture 
eucalyptus trees for the 

production of wood chips, 
thus contributing through 

its policy advice and 
implementation to the 

release of carbon into the 
atmosphere. . . . . . . . .

 While ADB claims that planting was only 
carried out on 'degraded' lands, the reality is that the 
ADB has been funding the replacement of villagers' 
community forests, swidden fields, grazing land and 
commons with monoculture eucalyptus plantations 
(see also WRM Bulletin No 68: "Laos: Secrets, Lies 
and Tree Plantations").

 A ‘do no harm’ principle needs to be adopted, 
says K Barney (in Snelder and Lasco, 2008 
Smallholder Tree Growing for Rural Development 
and Environmental Services) for smallholder 
agroforestry programs. Indeed, publicly funded 
donor agencies such as the ADB, they say, “should 
be held to much greater account for documented 
instances of funded projects which lead not to 
livelihood improvements and poverty alleviation but 
directly to intractable debt and impoverishment.” 
He had reported that the ADB had not taken into 
account the smallholders concept of risk and had 
pushed the subcontractor unsuccessfully, to ensure 
the flat broke smallholders repaid the interest on 
loans despite the abject failure of the plantation 
project.

 Despite Lao government officials, international 
aid agencies and forestry consultants being 
unanimous in claiming that large-scale reforestation 

is urgently needed in Laos, under  the Asian 
Development Bank's US$11.2 million "Industrial 
Tree Plantation" project, forests are being further 
eroded and replaced by monoculture plantations. 
The beneficiaries are private companies such 
as BGA Lao Plantation Forestry Ltd, which is 
currently establishing 50,000 hectares of eucalyptus 
plantations in Khammouane and Bholikhamsay 
provinces. The timber from the plantations will be 
exported as wood chips to Japan via the deep sea 
port of Cua Lo near Vinh in Vietnam.

 FAO defines plantations as planted forests. 
But critical observers have protested that they lack 
biodiversity and understoreys that supply food and 
medicinal and other useful plants to Lao people.

 BGA has received direct or indirect subsidies 
from the governments of Laos and Japan as well 
as from the Asian Development Bank. Without 
these subsidies, the project would probably not be 
commercially viable. ADB subsidies are accelerating 
deforestation.

 The Lao government granted land for the 
plantation, rent-free, for the US$30 million, 50-year 
project in return for a 5 percent share in the project. 
The government then bought a further 10 per cent 
share in the scheme. Under Lao Forestry Law, 
plantations are exempt from land tax, and BGA pays 
only 5 per cent income tax on its operations.

 The three companies originally forming BGA 
were: General Finance (a Thai finance company); 
GF-Brierley, a 50-50 joint venture between General 
Finance and Brierley Investments Limited (founded 
in New Zealand, but now registered in Bermuda 
with its head office in Singapore) and Asia Tech (a 
Thai plantation company). GF-Brierley also held a 
22 per cent share in Asia Tech.

 With the onset of the Thai financial crisis in mid-
1997, Asia Tech pulled out of the project. General 
Finance was one of 56 finance companies closed in 
1997 by the Thai government because of mounting 
bad loans. In August 1998, Thailand's central 
bank filed criminal charges against six executives 
of General Finance. The six were charged with 
extending US$8 million in loans without proper 
valuation of the collateral. Brierley and the Lao 
Government have thus become the only partners in 
BGA.5 

 According to its own internal reports and 
a formal evaluation, the ADB’s Industrial Tree 

‘

’
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Plantation Project in Laos was a disaster. It created 
and increased poverty and indebtedness. It replaced 
forests important to the livelihoods of local 
communities with eucalyptus plantations that then 
failed. Loan funds went missing and the Bank is 
investing allegations of corruption.

 But in November 2005, even though they 
were already well aware of these failures, ADB 
staff recommended to their board that a new six-
year Forest Plantations Development Project for 
Laos be approved. Only after that occurred, in 
December, did the ADB’s Operations Evaluation 
Department (OED) release an evaluation of ADB 
lending to the Natural Resources Sector in Laos, 
which included a very critical section on the ADB’s 
plantations project. The very next month the Bank’s 
board approved this new plantations project for 
Laos. Rather than helping to ‘alleviate poverty’ as 
Bank documents claim, this new project is set up to 
repeat the mistakes of the first project. It will help 
facilitate and subsidize private foreign plantations 
companies, enabling them to take over even more 
forest land in Lao, while further impoverishing local 
communities.

Conclusion

 The ancient Lao saying at the head of this 
report appears to be coming to pass.  Great and 
devastating changes are in the wind. The trade 
winds of development are bleaching and scarring 
the traditional and tenacious lives of Lao people. 
Peoples’ lives are being disrupted, and desire and 
consumption will elbow aside satisfaction, dignity 
and self-sufficiency. Children are indeed leaving, 
both pushed by land loss and income depletion and 
pulled through the siren call of modernity and newly 
created desires beamed via TV into villagers lives.

 As the ecological laws tell us, nothing comes 
without a cost. 

 But in this case who pays? Inevitably, the poor 
and upland people who do not have flexibility to 
move anywhere, as their sense of place is rooted in 
their environment. Where their placenta is buried 
is home to many of Lao's peoples. It is their place 

and their culture. Without culture, the Revolutionary 
President Kaysone Phomvihane reminded his people, 
there is no nation. The current leaders of Laos who 
extol his virtue and have the obligatory photos of the 
square-faced leader on their walls, are busy selling 
out that truth with the complicity of the ADB, and 
Lao culture is inseparable from landscapes, forest 
and soil.

 Projects and policies requiring resettlement and 
relocation such as those for road and plantations 
requite of the people not only a movement of the 
body but a movement of the soul, of the being. 
Displaced families, products of development and 
modern wisdom, now see their children leaving to 
seek work across the border. Many never return. 

 It is hard to believe that the ADB could be 
any more inept at project design and destructive 
of the precious Lao environment through project 
implementation than they have so far shown to be. 

 Despite engaging consultants or at least having 
access to reports such as those by Jim Chamberlain 
and despite the entreaties  of conservation-based 
NGO’s such as World  Conservation Society and 
International Union for the Conservation of Nature, 
they have gone ahead and privatized Laos’ natural 
resources, made inept decisions and shown cavalier 
insouciance in the face of increasing evidence of 
Lao’s debt bondage.

 Moreover, the Vientiane Times in early 
February revealed that fuel prices were inexorably 
rising, putting more pressure on Lao households 
and ensuring that only the already wealthy can 
afford to run a car. The Times also reported a rise in 
motor vehicle accidents, linked to speed and alcohol 
consumption. The cost to the nation of accidents is 
unacceptably high, particularly in the face of lack of 
services.

 The overall impression of the left hand not 
knowing what the right hand is doing is hard to 
resist.  The ADB might better look at supporting less 
energy-intensive activities and those that consume 
less arable land in the face of Global Climate Change 
and the need for adaptability. 
 

Endnotes
1 KPL: The Government’s official news source edited
2 http://www.rtdonline.com/BMA/ABM/7.html
3  http://www.informaworld.com/smpp/content~db=all~content=a909391976 
4 http://www.adb.org/Documents/Books/ADB-HIV-Toolkit.pdf
5  http://www.wrm.org.uy/bulletin/43/Laos.html

***
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THE ADB IN BURMA: 
Behind the Scenes*

  
urma (Myanmari) became a member of the 
Asian Development Bank (ADB) in 1973. 
The ADB has, however not provided any 

loans or direct technical assistance to Burma 
since 1986–1987, purportedly in response to 
internal political pressure from shareholders after 
the brutal crackdown by the Burmese military on 
pro-democracy protesters in 1988. Burma has a 
substantial debt to the ADB and is currently in 
arrears.  Between 1973 and 1986-87 Burma received 
loans of US$530 million, and owes the ADB US$325 
million.1 2 

  In 2007 in a response to a petition from civil 
society groups in the region, the ADB states that 
they are very attentive to the political and security 
situation in which they operate, and that they haven’t 
provided bilateral loans or technical assistance 
to Burma for almost twenty years, but that they 
do provide regional technical assistance for GMS 
meetings.  What the ADB position fails to address is 
the major role that the ADB has played and continues 
to play in facilitating and mobilizing private sector 
investment in Burma through the Greater Mekong 
Subregion (GMS) economic cooperation programii, 
and also facilitating private investment in Burma 
outside this program. The majority of these projects 
are in contested ethnic territories and have occurred 
without informed public participation, and have 
already had, or will result in environmental and 
human rights repercussions. 

B

The ADB position on Burma 

 In a written response to a civil society petition 
submitted to the ADB President in 2007, the 
ADB states that  the “ADB is very attentive to 
the political and security situation in all countries 
which it conducts operations….In the particular 
case of Myanmar, ADB does not provide lending 
or technical assistance bilaterally to the country and 
has not done so for almost twenty years…ADB has 
drawn up regional technical assistance to facilitate 
GMS meetings and events for all GMS countries, 
including Myanmar.”3

i  In 1989, the government in Burma changed the official name of the country from the Union of Burma to the Union of Myanmar. In 
2010 in the lead up to the November elections the name was officially changed to the Republic of the Union of Myanmar.
ii The GMS program comprises Cambodia, the People’s Republic of China, Lao People’s Democratic Republic, Myanmar, Thailand, 
and Viet Nam. For more information visit: http://www.adb.org/gms/

RESEARCH

*Culled from the research “The ADB in Burma: Behind the Scenes” by S. Bourne. To read the full report, visit    
http://www.forum-adb.org/inner.php?sec=2&id=37

Photo taken by Shan Sapawa
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 What this statement fails to mention is the 
ADB’s role in the mobilization and facilitation of 
private investment in a country where there are 
decades-long civil wars and widespread human 
rights abuses. 

. . . . . . . .
It is unclear what the ADB 
position is now in a post-
election Burma, however 
if it follows that of ASEAN 
countries who are asking 
for the lifting of sanctions 

and are looking to increase 
investment post election, 
then it is in contradiction 
to the statement that the 
ADB is “very attentive to 
the political and security 
situation in all countries 

which it conducts 
operations”. . . . . . . . .

Private sector investment through •	
the GMS program

Promotion of Regional Natural Gas Integration

 In 2009 the ADB released a discussion draft 
energy strategy for the Greater Mekong Sub-region 
entitled “Building a Sustainable Future: The Greater 
Mekong Subregion.” The study concludes that 
energy integration for all forms of energy including 
gas is the least cost solution to meeting energy 
demand in the region. This is the first GMS energy 
strategy to include natural gas. It is the first priority 
area, and the action plan  is to “explore possibilities 
to expand GMS trade in natural gas” by preparing 
national sector plans for natural gas (Cambodia, 
Myanmar, Vietnam); coordinate with other regional 
programs such as ASEAN’, and starting to prepare a 
GMS natural gas master plan.5 

 The document states that “The GMS does not 
currently have a coordinated policy framework 
to enable cooperation in the production and 
distribution of natural gas….(however) potential 
future gas projects are currently being discussed by 
the countries involved. Discussions of the ASEAN 
relating to natural gas pipelines have mainly focused 
on links with countries outside the GMS and plans 
for the trans-ASEAN pipeline exclude new links 
within the GMS. However, as the use of natural 
gas in the GMS increases over the long term, a 
more coordinated regional approach to policy and 
interconnection may be warranted.”6 

 As a major source of gas in the region, Burma 
is included in the model. It is noted that “at present, 
Myanmar is the only GMS exporter…”.7 Current 
bilateral trade with Thailand is then mentioned, 
“ongoing bilateral trade between Thailand and 
Myanmar is supported by Thailand’s well-
established framework for importing natural gas to 
fulfill its electricity generation requirements.”8  

Biofuels in Burma

 An assessment of biofuels in Burma (2009) 
promotes the development of a long-term biofuel 
strategy with a focus on jatropha. A report entitled 
“Status and potential for the development of 
biofuels and rural renewable energy Myanmar” 
was developed as part of the Strategic Framework 
for Biofuel Development in the Greater Mekong 
Subregion which promotes biofuels as a solution to 
energy deficiency in the GMS. 

 The assessment recommends that jatropha is 
a good candidate for biodiesel production as it is 
already a well established crop in Burma and fits 
with several government initiatives. The assessment 
notes that the past four years has seen a dramatic 
increase in the area of jatropha under cultivation 
and the government claims to have addressed food 
security conflicts by restricting cultivation to road 
sides, farm boundaries and village edges.9

 This is however untrue. 

 Each state and division was ordered to plant 
500,000 acres of the industrial crop. The report states 
that “Since 2006, all sectors of Burma’s society have 
been forced to divert funds, farmlands and labor to 
growing jatropha. Teachers school children, farmers, 
nurses, and civil servants have been directed to spend 

‘

’



8 s BANKWATCH First Quarter 2011

working hours along roadsides, at schools, hospitals, 
offices, religious compounds, and on farmland 
formerly producing rice.”10 The report documents 
how the campaign resulted in forced labor and land 
confiscation. Plantations of up to 2,500 acres have 
ignored local climate and soil conditions and been 
planted haphazardly. There were reports of crop 
failure ranging from 25–75%. Interviews reveal that 
people have been fined, arrested, and threatened 
with death for not meeting quotas, damage to plants, 
defying orders, or criticism of the campaign.11 Over 
eight hundred “jatropha refugees” have already fled 
to Thailand from southern Shan State alone.12 . . . . . . . .

Myanmar is pursuing energy 
security at the expense 
of food security, human 

rights and environmental 
concerns. A report by 
the Ethnic Community 
Development Forum 

entitled “Biofuel by decree: 
Unmasking Burma’s 

Bioenergy fiasco” (2008) 
documents a nation-wide 

crop campaign to plant five 
million acres with Jatropha 

curcas for biodiesel 
production which was 

launched in 
December 2005. . . . . . . . .

Tasang Dam

 The GMS Mekong Power Grid is promoted 
under the ‘Regional Power Interconnection and 
Power Trade Arrangements’, a flagship program 
of the ADB GMS program which states the main 
objective is “the goal of cooperation in energy is to 
promote a commercially-based energy system that 
reliably and competitively supplies electricity to all 
areas of the subregion in a manner that minimizes 
environmental and social costs”13.  The plan which 
was first proposed in 1994 consists of a series of 
hydropower schemes in Laos, Burma, Cambodia 
and Yunnan Province, China, which will export 

electricity to Thailand and Vietnam. A regional 
transmission grid will be built to connect these 
schemes and the total cost for transmission and 
generation is estimated by the ADB to cost $43 
billion USD.14 15  

Te ‘Asia Highway’ 

 The ‘East-West Economic Corridor’ (EWEC) 
(or ‘Asia Highway’) is a plan to establish a land route 
connecting the Indian Ocean and the South China 
Sea through Burma, Thailand, Laos, and Vietnam. If 
completed it will be the first transportation corridor 
running the entire width of mainland Southeast 
Asia with a total distance of 1450 kilometers.16 The 
majority of the infrastructure has been completed 
aside from ports in both Vietnam and Burma, and 
a 40 kilometer stretch of road through an area 
in Karen State where there are ongoing human 
rights abuses.17 If the road is built it will provide 
increased access to the area for the Burmese 
military to conflict areas in Karen. The road would 
also threaten a protected area in the Western Forest 
complex. The Western Forest Complex includes the 
Kayah-Karen Montane Rain Forests, which extend 
south into the Tenasserim (Tanintharyi) Division. 

The region contains mainland Southeast Asia’s 
largest remaining tropical and sub-tropical moist 
broadleaf forests. To help protect these species, the 
World Wildlife Fund has added the Kayah-Karen 
Forests to its list of the planet’s 200 most important 
eco-regions.18  This is in contradiction with the 
GMS Environment Program which aims to “embed 
environment dimensions in the GMS economic 
program”, and “Integrate and synergize poverty 
reduction and biodiversity conservation.”19

Facilitating private sector •	
investment outside the GMS 
program

BIMSTEC

 The ADB is involved in the Bay of Bengal 
Initiative for Multi-Sectoral Technical and 
Economic Cooperation (BIMSTEC) which consists 
of Bangladesh, Bhutan, India, Burma, Nepal, Sri 
Lanka and Thailand.  The extent of assistance 
from the ADB to Burma as part of this program is 
not clear.20 However Burma is currently the focal 
point for the energy and agriculture committees.21  
Furthermore, the 13th Ministerial Meeting of 
BIMSTEC was held in the new capital of Burma, 
Naypidaw, on the 22 January 2011. Interestingly, at 
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the meeting the members reiterated an agreement “to 
promote utilization of natural gas as clean energy 
source … and called for more cooperation among 
the Member Countries to promote governmental and 
private investment in natural gas infrastructure.”22 
At present, the ADB continues to liaise/consult with 
BIMSTEC for possible future activities.23 

Contract farming

 A regional economic cooperation strategy 
which ADB helped designed and support paved the 
way for a plan for Thai contract farmers to manage 
and cultivate more than 7 million hectares of land in 
Burma for plantations including sugarcane, oil palm, 
cassava, beans and rubber.24 The MoU was under 
the Ayeyawady-Chao Phraya-Mekong Economic 
Cooperation Strategy (ACMECS), an economic co-
operation framework launched in 2004 and led by 
Thailand under the Thaksin government between 
Cambodia, Laos, Burma, Thailand and Vietnam. A 
memorandum of understanding signed in December 
2005, designated four areas in Karen and Mon 
States. The key drivers were the Thai government 
and agribusiness. However, in 2010 The Ministry 
of Agriculture told Focus on the Global Southiii 
that in Burma was the least successful among the 
three neighboring countries because the Burmese 
government did not want Thai traders to trade with 
ethnic groups along the border so did not facilitate 
the issuing of Certificate of Origin for them. The 
investors mentioned in an ACEMECS report (in 
Thai) were in fact mostly small and medium traders 
that have already been trading across the border in 
Tak and Kanchunaburi. The zero tariff did benefit 
them and so did the legalization of ongoing trade. 
However, the largest new investor was a sugar 
company that invested in growing sugar cane on 
6000 rai of land.25 
 

Technical Assistance •	

 The ADB provides no bilateral technical 
assistance to Burma, however the ADB fund the 
participation of Burma’s military generals in GMS-
related activities and projects, including regional 
meetings and workshops through their Regional 
Technical Assistance Grants (RETAs).26

 From 1 January 1968 to 31 December 2009, 
consultants were involved in 20,087 contracts for 
ADB TA projects worth $2.52 billion. During the 
same period, consultants from Myanmar were 
involved in 23 contracts for ADB TA projects worth 
$1.28 million.27 

Reviewing economic policies  

 Staff from the ADB have joined “Article IV 
consultations” conducted by the International 
Monetary Fund. IMF Article IV consultations 
review a range of economic policies in its member 
countries.  The last consultation in Burma was held 
in January 2011 and the ADB stated that they were 
involved as an observer.28

. . . . . . . .
Burma still lacks sound 
economic policy and the 

state is unwilling to reconcile 
with ethnic armed groups. 
Foreign direct investment 
in Burma is concentrated 
in energy and extractive 

sectors and often results in 
militarization, displacement 
and human rights abuses in 
ethnic areas. The facilitation 
and mobilization of private 
investment is having and 

will continue to have a major 
impact on the environment 

and communities, 
particularly in ethnic areas, 

where the majority of natural 
resources remain. . . . . . . . .

Conclusion

 Current foreign investment is not reducing 
poverty but reinforcing the current power structures, 
and the vast majority of citizens in Burma are 
excluded from the benefits of development.

‘
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 Until the people of Burma can meaningfully 
participate in development decisions, preconditions 
for responsible investment are in place, and adverse 
impacts can be mitigated, then the ADB should 
refrain from any form of new engagement with 
Burma. If they do engage the ADB must follow 
International Financial Corporation’s ‘Sustainability 
Framework’, and apply their own environmental 
and social safeguard policies when they do engage, 
including safeguards on Involuntary Resettlement, 
Environment and Indigenous People, as well as the 
Public Communications Policy. 

 Until the people of Burma can meaningfully 
participate in development decisions, preconditions 
for responsible investment are in place, and adverse 

impacts can be mitigated, then the ADB should 
refrain from any form of new engagement with 
Burma. 

 If they do engage in Burma, the ADB must 
follow the International Financial Corporations 
‘Sustainability Framework’ and apply their own 
environmental and social safeguard policies, 
including safeguards on Involuntary Resettlement, 
Environment and Indigenous People, as well as the 
Public Communications Policy. 

 If the ADB is involved in any future national 
development planning for Burma, they must make 
sure it is based on proper needs assessments and a 
participatory consultation process which ensures 
that it furthers the interest of the people.  
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RESEARCH

Exploring Borders, Exploiting Boundaries*
The Asian Development Bank’s Involvement 

in the Mekong Region

he Mekong Region scours some of the most 
difficult, inconceivable and saddest histories 
in recent years. The reigns of political and 

cultural terrors broke people, lives and cultures. 
The region has been afflicted with internal conflicts 
and external interventions since World War II. The 
long history of struggles and animosities between 
the region’s countries has resulted in economic 
setbacks and stymied, for the longest time, efforts in 
economic recovery.     

 In spite of its dark and complex historical shadow, 
considerable peace was restored in the region. There 
were no more external or interstate threats for the 
first time in many years.  The exhilaration brought 
about by the end of the Cold War and the emerging 
enthusiasm around “free-market economies” largely 
swayed and thrust the region towards an open 
and market-based economy. The possibilities of 
boosting economic development through an open 
and unhindered market were promising, and close 
to a pipe dream. This is a development framework 
bandied about by the proponents of economic 
liberalization. And since the late 1980s -- although 
the Mekong region countries had varying pace of 
openness and differing interpretations of free market 
-- they all have been encouraged to shift to market 
economies. Economic liberalization has laid its hand 
and purpose on the region.  

 Riding the big wave of economic free market 
liberalization, international interest and agenda in 
the development of the Mekong region has steadily 
grown over the years. Several entities were created 
or initiated by external and internal powers such 
as the ASEAN Regional Forum and ASEAN Free 
Trade Area. The Mekong River Commission, which 
replaced the 38-year old Mekong Committee, covers 
the four lower Mekong riparian nations of Thailand, 
Vietnam, Cambodia and Laos. All four countries 

came together and signed an agreement for the 
sustainable development of the Lower Mekong 
Basin. International organizations such as the World 
Bank (WB) and the International Monetary Fund 
(IMF) prominently figured in the Mekong region 
along the lines of economic liberalization.   

 The Asian Development Bank (ADB) has 
likewise firmly asserted its presence in the region 
through its Greater Mekong Subregion Initiative. 
The tagline “from battlefields to market places” 
imprinted by then Thailand’s Prime Minister 
Chatichai Choonhavan in the late 1980s would be a 
precursor to an ambitious program of development 
in the making -- the Greater Mekong Subregion 
Program.   

 The Mekong region is a land of enormous 
economic opportunities and potentials.  “Overall, 
the GMS is well-endowed with resources. Along 
with its strong agricultural base, the GMS contains 

*Culled from the research "Exploring Borders, Exploiting Boundaries" by Abby Don, NGO Forum on ADB.

Nam Theun, Laos PDR
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vast amounts of timber, fisheries resources, a wide 
variety of minerals, petroleum, natural gas, coal, 
and some of Asia’s best potential for hydropower 
projects. The human resource base is also 
considered a potential asset because of its large size 
and affordable labour [emphasis added].”1   And 
by capitalizing on the region’s immense poverty 
[despite its rich natural and human resources], the 
ADB further entrenches its influence and legitimizes 
its unbridled interest and aggressive presence in the 
Mekong Region.    

The Asian Development Bank and its 
Greater Mekong Subregion Program

 The ADB was one of the frontrunners in 
regional cooperation and integration in Asia and the 
Pacific. The ADB adheres to the tenet that “regional 
cooperation and integration plays a significant role 
in growth and prosperity in Asia and the Pacific, 
and sees itself as a catalyst with its decades of 
experience in the region, allowing it to link national 
and regional possibilities.”2 The Bank’s vision of 
regional cooperation means a borderless and free 
market within the realm of neo-liberal economics; 
and according to the Bank, “an Asian regionalism 
that is open to trade and investment within the 
region and with the global economy.” 

. . . . . . . .
The underlying assumption 
is that the free markets are 

a good and sound thing 
in sustaining economic 

growth, and that economic 
growth is the best path to 
development. And with 

rigorous adherence to this 
development framework, the 
Bank aggressively postures 

itself as a coordinator for 
regional cooperation and 
integration in the Mekong 

region, and in several other 
regions in Asia and the 

Pacific.   . . . . . . . .

 With reasonable peace and stability pervading 
the Mekong region in the 1990s, international 
interests and agenda have been peddled in the 
land replete with economic opportunities and 
prospects. The establishment of the GMS economic 
cooperation scheme happened at an opportune time 
when political tensions among the GMS countries 
began subsiding. Vietnam joined the Association of 
Southeast Asian Nations (ASEAN) in 1994 and by 
the late 1990s, Cambodia, Laos and Myanmar had 
become ASEAN members as well.  

 One of the more pronounced initiatives in 
the Mekong region was instigated by the Asian 
Development Bank. In 1992, the ADB initiated and 
masterplanned the GMS Economic Cooperation 
Program, better known as the Greater Mekong 
Subregion Program. “GMS” is an ADB-defined 
geographical grouping that includes Cambodia, 
Laos, Burma (also known as Myanmar), Thailand, 
Vietnam, and China. All six countries share the 
Mekong River; thus the subregional grouping 
“Greater Mekong Subregion” was coined. The Bank, 
through its integrated subregional development 
model, hopes to promote closer economic ties and 
economic cooperation among the six countries.  

 The GMS, according to the Bank, is an integral 
part of the movement toward a greater Asian 
economic community. It is with ambitious optimism 
that, through the implementation of the GMS vision 
for enhanced connectivity, increased competitiveness 
and greater sense of community will be realized.  
“By approaching development at the regional level, 
the Bank considers that it will be able to more fully 
exploit the economic ‘complementarities’ of the 
various national economies.”3 

. . . . . . . .
Regional economic 

integration or market 
integration in ADB parlance 

means unification of all 
the existing economies 

within the Mekong region 
-- a euphemism for 

unencumbered, single and 
borderless economy.  . . . . . . . .

‘
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 In fact, the ADB’s eighth president Haruhiko 
Kuroda’s nub on poverty reduction is predicated 
on the assumption that regional integration is key 
to inclusive growth. -- "If you look at countries in 
the region, many are doing quite well, and some are 
not. You will find those that are not doing well are 
not well-connected to growth centers in the region 
and not well-connected to the global economy. So 
regional integration is key for inclusive growth -- 
meaning poverty reduction supported by growth."4  

 “While the name for the region and program 
refers to a river [the Mekong River], the GMS region 
incorporates a much wider area than the Mekong 
River basin itself and the GMS program implies 
much more than physical connection.”5 Under 
the GMS initiative, the Bank has identified nine 
priority sectors for involvement, to wit: transport 
infrastructure, energy, telecommunications, human 
resource development, environment, tourism, trade 
facilitation, investment and agriculture. 

 The ADB continues its long tradition of 
supporting various development projects in the 
Mekong region. After nearly 20 years since GMS 
Program inception -- from March 1992 to September 
2010 -- forty-seven ADB-assisted GMS loan projects 
and 200 ADB-assisted GMS technical assistance 
projects have been extended to the GMS countries. 
These projects translate to more than US$11 billion, 
of which US$4.2 billion have been provided by the 
ADB.  The GMS governments have also provided 
about US$3.4 billion. . . . . . . . .

Undoubtedly, the most evident 
GMS projects are large-scale 
infrastructures such as road 

and rail linkages, hydropower 
dams and transmission lines. 

From 1992 to September 2010, 
the total project cost of GMS-

assisted roads, railways, dams 
and transmission lines projects 

has reached about US$11 
billion, or more than 98% of the 
total GMS loan and technical 

assistance projects. . . . . . . . .

 With unprecedented ease, the ADB has placed 
most of its financing efforts on roads or “economic 
corridors” in ADB terminology. According to the 
Bank, the development of economic corridors 
is crucial in promoting greater connectivity and 
growth in the GMS. To physically interconnect the 
region, the ADB has pooled approximately US$9.6 
billion for road projects. Economic corridors are the 
most prominent GMS projects linking the Lower 
Mekong countries to each other and to China via 
Kunming, Yunnan province. Hydropower plants and 
transmission lines come second to road projects. . . . . . . . .

The ADB and its financing 
partners have pooled a total 
of US$1.4 billion for dams 
and transmission projects. 
Most of these ongoing and 
in-the-pipeline hydropower 
projects are concentrated in 
Laos, which is completely 

plausible given its abundant 
fast-flowing rivers. . . . . . . . .

The Asian Development Bank and 
Hydropower Development  

 Over 47,000 large dams straddle the world’s 
rivers. The World Commission on Dams (WCD) 
estimated that half of these are in Asia, with the 
People’s Republic of China and India having the 
most number of large dams in the world. China, one 
of the most aggressive drivers in dam-building, has 
more than 22,000 large dams and accounts for fifty 
percent of the total. India ranks third with more than 
4,000 large dams and accounts for forty percent of 
dams currently underway. During the 20th century, 
an estimated US$2 trillion has been invested on 
dams. On average, about US$40 billion is spent 
on dams each year. The rate of damming continues 
at a steady pace, with 1,500 dams currently under 
construction worldwide.       

 Dam-building is touted as a panacea to water 
resources and energy development.  Specifically, 
it is envisioned to respond to the high demand 
for hydro-electricity, address the water resource 
problem, provide irrigation and mitigate flooding. 

‘
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These large dams have obstructed two-thirds of 
all freshwater flows, and more than one-half of all 
large river systems have been fragmented by dam-
building.  At present, more than one billion people 
do not have access to safe drinking water, and double 
that number have no access to electricity.

 Multilateral development banks, such as the 
World Bank (WB), have played a central and key 
role in dam-building. Since its inception in 1944, the 
World Bank alone has spent US$58 billion on 527 
dams in 93 countries.  In the past four decades, the 
World Bank has also funded almost all of Thailand’s 
major hydropower projects.  The Asian Development 
Bank (ADB) has likewise joined the lucrative dam-
building bandwagon. Between early 1990s and 
end of 2000, the ADB’s public sector lending to 
hydropower reached approximately US$1.4 billion. 
Public lending declined sharply from 2001 to 2006 
as a result of the WCD’s findings. In the late 2000s, 
there was a surge again, with close to US$1 billion 
splashed out by the ADB. . . . . . . . .

Historically, the ADB’s 
involvement in hydropower 

projects in the Mekong 
region has dismally 

failed to lived up to its 
goal of both “facilitating 
sustainable economic 

growth” and “improving 
the living standards of the 
poor” as evidenced by the 
reality on the ground, and 

even worse, the ADB’s 
hydropower projects in the 
Mekong region have been 

instrumental in inflicting 
social and environmental 

damages to people, culture 
and nature. . . . . . . . .

 The ADB continues to fearlessly champion 
large hydropower projects in Asia and the Pacific. 
It has likewise played a key role in the push to 
build dams in the Mekong Region under the GMS 
program. Anchored on the tenuous logic that “large 
hydro is renewable, clean, reliable and flexible,” 
it has aggressively pursued this energy path as 
evidenced by its interregional energy trade agenda 
in the Mekong region. All this supply of overly 
optimistic data is in the pretext of economic growth, 
poverty reduction and the realization of some of the 
indicators of the Millennium Development Goals 
(MDGs).   

 The Bank’s overly optimistic, bordering on 
the fallacious, claims and projections of what large 
hydropower projects bring in to the economy does 
not only sidestep the heart of the matter and narrowly  
define development in the macroeconomic context, 
but worse, filters the truth about the contentious 
social and environmental issues surrounding 
hydropower development.  

 Large dams have become the subject of 
international debate over its massive impact 
on people, culture and nature. While large 
dams have been hailed to provide benefits (or 
“project profitability from the perspective of the 
national economy”) by its staunch proponents 
and financiers, they have often caused serious 
social and environmental impacts.  In the Mekong 
region alone, an overwhelming body of evidence 
indicates that these large dams have caused massive 
displacement of millions of people as compulsory 
casualties, cultural alienation of indigenous peoples, 
irreversible impact on biological diversity and 
irreparable destruction of the environment. These 
dams have exacerbated poverty and altered the 
river’s ecology and hydrology. 

 But dam-building is such a lucrative enterprise 
that it lures new financiers. The role, which was 
for the longest time monopolized by Northern 
governments and corporations and multilateral 
development banks, has been taken over by new and 
financially-equipped players from China, Vietnam 
and Thailand. And who would not gravitate towards 
a lending scheme that offers less stringent and 
cumbersome social and environmental safeguards 
requirements? To Mekong governments, the 
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[business] decision is a giveaway. Thus the Mekong 
governments (particularly Laos and Burma), together 
with hydropower financiers and project developers, 
are fast moving towards extensive hydropower 
development.

. . . . . . . .
The worsening social 

and environmental 
problems spawned by the 
unrestrained hydropower 

projects give away the 
short-term gains and self-
serving agenda of a few 

movers, takers and gainers. 
The “cost-benefit analysis” 
does not quite compute.. . . . . . . .

Endnotes
1 http://www.unescap.org/tid/publication/chap1_2183.pdf
2 In Brief. Regional Cooperation and Integration. Asian Development Bank. April 2006.
3 Dangerous Liaisons, Australia and the Asian Development Bank in the Mekong Region, Oxfam Australia, December 1999.
4 http://www.imf.org/external/pubs/ft/fandd/2006/03/people.htm
5 Unraveling the Greater Mekong Subregion Program: An overview and update on key structures, programs and development, 
Oxfam Australia, June 2007.
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 With the new hydropower financiers steadily 
striding their way to the top, it significantly changes 
the hydropower-financing landscape in the Mekong 
region, and creates a serious repercussion on the 
role that the ADB now assumes in the region. 
With limited and less funds at its disposal than 
these new financiers, the Bank is threatened to be 
marginalized.  
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Kunming-Hanoi Highway
The Economic Appraisal of a Road 

Infrastructure Case*
By Pieter Jansen

he Asian Development Bank is a publicly- 
owned regional development bank that 
aims to achieve poverty reduction in Asia 

through the promotion of economic growth.In the 
Mekong countries, the ADB has pledged a lot of 
money into building large-scale infrastructure such 
as roads, railways and high-voltage transmission 
lines. The idea behind such endeavor is to establish 
functional infrastructure to facilitate the trade of 
products, natural resources and energy and enable 
the private sector to earn profit and generate profit 
for the society as a whole. Furthermore ADB 
believes that a regional single market generates 
more profitable business opportunities than the  
local markets. 

 This article reflects on the Asian Development 
Bank’s claim that economic integration through 
roads in the Mekong region brings overall prosperity 
and reduce poverty in the region. Some elements 
of economic viability analysis will be used here to 
assess the validity of ADB’s claim.  

The infrastructure development in the Mekong 
region is set by the Bank as an example for regional 
development in other parts of Asia. The discussions 
about the economic cost and benefit, as applied here 
to the Kunming-Hanoi Highway case, can be used 
by civil society organizations (CSOs) elsewhere 
in Asia in determining their strategy towards the 
infrastructure development they see themselves 
confronted with.  

Introduction

 The Asian Development Bank (ADB) invests 
in roads (and railways) in the Mekong region 
to improve the connectivity among the Mekong 
countries. The ADB talks about economic corridors 

instead of roads, therewith wanting to emphasize that 
these roads are of especial importance for regional 
economic integration. Will regional prosperity 
indeed result from these corridors? One of the roads 
that has the status of an economic corridor is the 
Kunming–Hanoi Highway.  

 At the end of 2007, the Asian Development 
Bank approved a US$1.1 billion loan for the 
construction of the Vietnamese part of a four-lane 
highway from Kunming, China to Hanoi, Vietnam. 
The entire project is projected to be completed in 
2012. The Chinese part (in Yunnan province) was 
already completed in 2008. 

T

*Officially, the project name is Greater Mekong Subregion: Kunming-Haiphong Transport Corridor Project. For project information 
details, see http://www.adb.org/projects/project.asp?id=33307

Bai province, Vietnam
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 A journey from Hanoi to Kunming that currently 
takes two or three days by truck will then be reduced 
to just nine hours. The road will link the Port of Hai 
Phong with mainland China.

 The highway traverses four northern Vietnamese 
provinces – Vinh Phuc, Phu Tho, Yen Bai and Lao 
Cai – which have high poverty rates. The expectation 
is that, through this road, remote provinces will be 
linked to fast-growing economies; thus, providing 
access to markets, (public health) services, and job 
opportunities for community people. 

 The largest portion of the trade profits might not 
accrue to the traversed regions in the end though. 
As well, different groups of locals are affected 
differently by road development. Not everybody 
will find a job, and pre-existing inequality in the 
communities often gets aggravated. 

 Small-scale farming forms a major economic 
activity in the region. More than the half of the 
population in the Mekong countries is still living 
in rural areas. Land being used in support for local 
livelihoods – such as for food production, are now 
claimed for transport infrastructure, plantations and 
economic zones. 

 Plantations and economic zones, they are both 
an important component in the ADB’s Action plan 
for the realization of economic corridors.1  

 ADB safeguards are supposed to guide all ADB 
operations so that these meet the Bank’s minimum 
and environmental standards. The Bank requires its 
clients to comply with these standards, otherwise the 
bank may withhold the financing of a project that is 
not in compliance. There has been the risk of being 
unable to cope adequately with the environmental 
and social safeguards in this particular case. The 
road itself requires the demolition of about 1,900 
homes and the forced resettlement of some 25,000 
people. 

 Two months before the inception date of 
the road construction, project management still 
expressed concerns in the Vietnamese media about 
the slow proceeding in the clearance of land. Due to 
the time pressure felt by the project developers, there 
is the risk of having been unable to cope adequately 
with the environmental and social safeguards which 
borrowers of the ADB are obliged to follow.

Context

 The Kunming–Hanoi Highway forms part 
of a region-wide road infrastructure network that 
interconnects the Mekong countries, including 
Yunnan province in China. Roads are seen as 
the backbone of regional economic integration 
through trade, and defined as cross-boundary 
‘economic corridors’ under the so-called Greater 
Mekong Subregion program (GMS) by the Asian 
Development Bank. 

A Road in the Middle of the Kitchen: An Example of a Cost

Photo by Pieter Jansen, Both ENDS

A road comes at a certain cost for some people.

‘A woman pointed to a place in the middle of the 
kitchen and said:"Here, I am told recently, the road 
will cross. But we were not informed before. Now the 
(government) officers explain that they will compensate. 
But my estimation is that the given amount is just enough 
to purchase a place as large as one third of our land, 
which holds our house, kitchen, garden and auxiliaries. 
Furthermore, the land in the resettlement area planned 
for us is too barren for planting, and the location is far 
from the market and from the rice field."’ 

Source: Rural Development Services Centre website, Vietnam in Mai 2009.  See for latest update: http://rdscvn.org/
Desktop.aspx/content/News-Events-Jobs/Road_links_peoples_lives/



18 s BANKWATCH First Quarter 2011

 What makes a road an economic corridor? 
According to the ADB, an economic corridor 
promotes regional economic cooperation. 
Moreover, it can be distinguished by the following 
characteristics: 

A corridor covers a smaller, defined geographic • 
space, usually straddling a central transport 
artery such as a road, rail line, or canal.
A corridor focuses on strategic nodes, • 
particularly at border crossings between two 
countries.
The physical planning of the corridor and its • 
surrounding areas is highlighted, to concentrate 
infrastructure development and ‘achieve the 
most positive benefits.’2

 According to ADB, the GMS wisdom is that 
“a highly efficient transport system means goods 
and people move around the sub region without 
excessive cost or delay. This improvement promotes 
further economic growth and regional development, 
thus contributing to poverty reduction.”3

 So, will regional prosperity indeed result from 
this corridor? Asian Development Bank officials 
say the Kunming–Hanoi Highway will increase 
Vietnam's ability to export agricultural and maritime 
products to China. At the same time, Chinese 
exporters will benefit from a faster route to global 
markets as Vietnam's ports are closer to Kunming 
than to the Chinese ports that they currently use.4 

 The integration of the economies might be 
more difficult than envisioned. According to studies, 
interactions within a nation are more intense than 
interactions between nations. Culture, language 
and differences among institutions do matter more 
than spatial distances.5 Also, some political realities 
might still trigger some reluctance and popular 
sentiments against the fast opening up of borders.
Vietnam and China fought a frontier war in 1979 
that cost both countries tens of thousands of lives. 
Moreover, trade is not without constraints. While 
cross-border agreements are in place, they await 
implementation.

 However, the trade value between Vietnam and 
China in 2009 was still more than US$20 billion, 
which is up by 49.5% year-on-year after a free 
trade agreement between China and the Association 
of South East Asian Nations (ASEAN) went into 
effect.

Challenge(s)

Economic Viability: Lipstick Color Labels

 Is the concept of regional integration and 
economic corridors indeed working? One important 
premise held by economists and policymakers is 
that regional integration through infrastructure 
development results in economic development and 
creates jobs. Lower transport costs make domestic 
production more competitive as well as more 
exportable, and may therefore result in increased 
employment. Also, the construction of a new road, 

Dragon Fruit for Chinese New Year 

Despite a Greater Mekong Subregion cross-border transport agreement on customs and tariffs 
(2006), there are remaining administrative hurdles that traders have to take on. Vietnamese 
journalists in early 2010 reported that farmers who were aiming to sell their melons, bananas and 
dragon fruits for the Chinese New Year were halted at the Tan Thanh border gate and demanded to 
show certificates of origin, which resulted in a long three-kilometer queue of vehicles.

A farmer remarked: “We are losing big money for every day that we are kept here. We have 
to pay additional fees for the vehicles and meals, and we may have to throw the fruits away 
because it is getting hotter.” According to the head of customs, many goods owners do not follow 
the regulations of the Ministry of Agriculture and Rural Development on compulsory certificates 
proving the origin of the goods.

Traders argue that the certificates are useful only for exporting through official channels, and that 
no paperwork is required for cross-border exports. In fact, Chinese merchants have been forced to 
reduce the prices of many goods because of lack of certification.

Source: Vietnam News Net. ‘Farm Produce Languishes at China Border,’ 2010.
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by itself, attracts new economic activities along its 
stretch. Distribution centres, plantations, casinos 
and karaoke bars appear along this expanse.6 . . . . . . . .

Claims that investments 
in transport infrastructure 

result in regional economic 
growth is hardly sustained 
by any academic evidence 
though.7 The main reason 
is that transport costs are 
a small component in the 

price of goods and services, 
so reduced transport costs 
do not substantially affect 

the production costs of 
companies. It is lower labor 

costs, and not transport 
costs that make investors 

decide to invest across the 
border. . . . . . . . .

An improved transport connection could make 
Chinese investors decide to move to Vietnam where 
wages are lower, creating domestic employment in 
manufacture and distribution. At the Vietnamese 
border of Guangxi province, the establishment of an 
economic zone with China -- probably due mainly 
to the cheap Vietnamese labor force -- is underway. 
As the situation stands, Vietnamese job seekers 
illegally search for work across the border.

 But employment gains in one place will 
likely result in job losses elsewhere. Nowadays, 
markets operate under a so-called ‘lean production’ 
model wherein parts of the production process are 
subcontracted to a large number of suppliers, and 
products are increasingly assembled and distributed 
from a growing number of distribution centres 
which cover larger and larger markets. 

 The adding of user manuals to packages and 
the labelling of products (for example, pasting color 
labels on lipsticks) at distribution centres in Vietnam 
will shift assembly jobs away from existing factories 

in China. Moreover, quite an amount of work in the 
transport and distribution sector has been automated. 
From a broader regional perspective, not many new 
jobs will be created in the end. Numerous studies in 
Europe even show that when applying this model 
after a certain moment in time, the spatial spreading 
and the intensity of exchange in the economy will 
grow, but “the quantity which is shipped will no 
longer increase in the same matter as the distances.”8  
“The volume of road freight expressed in tons 
stagnates, whereas freight transport activity (the 
product of weight and distance) increases.”9

 From a climate policy perspective, more 
research could be conducted on the question 
of whether public investments in local markets 
should be preferred over facilities for long-distance 
freight transport. The knowledge of the cost of and 
connections between freight transportation of goods 
and production processes in the longer term might 
lead to choices for more environmentally responsible 
transportation and more local production by 
manufacturers. To give an example: the ingredients 
and materials for instant noodle cups (rice or wheat, 
chillies, salt and other spices, sugar, meat, cardboard 
cup, paper label, aluminium cover) from a Thai food 
processing company now travel many kilometres in 
lorries, criss-crossing therefore the Mekong region 
before reaching the consumer in Vietnam.10  . . . . . . . .

Regulatory policies should 
be established to influence 
fuel and transport use on 

differential pricing terms and 
on environmental grounds. 
Actual figures11 are already 
alarming, considering that 
motorized vehicles are the 

leading contributor in Asia to 
the greenhouse emissions. . . . . . . . .

 The burden of coping with the impacts of 
climate change for Vietnam is already considerable.  
A regulatory regime of fuel and motor vehicle taxes 
is necessary to establish first. Without price tags, 
say, to cover external costs like pollution and climate 
change caused, demands for new transport facilities 
and carriers tend to be limitless.

’

‘

’

‘
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Financial Viability

 Apart from the question on whether the road 
meets the criteria of being an economic corridor 
and generates the beneficial regional economic 
development attributed to corridors, a closer look at 
the financial viability of the road construction itself 
allows us to focus more on the costs this has brought 
about. 

 The Asian Development Bank’s Ordinary 
Capital Resources will fund $900 million, while 
$200 million will be sourced from its Asian 
Development Fund. Government bonds will 
provide the remaining $120 million needed for the 
highway. The Vietnam Highway Investment and 
Development Corporation, a state-owned company 
that reports under the Ministry of Transport, is the 
project developer. The highway will operate as a toll 
road, with analysts predicting that it will generate 
sufficient revenues in its first 10 years of operation 
to repay the loan.12 There is a potential risk that the 
state-owned company, which develops and makes 
the most of the toll way, will receive lesser revenues 
from the toll collection than was expected.

 When valuing the financial viability of the road, 
one needs to at least pay attention to the following 
concerns: 

- Prognosis over road use is determined on the 
basis of expected growth in GDP, expected 
growth in transport volumes, and the rise in 
private car ownership. Traffic on the route is 
forecast to rise from the current three million 
vehicles a year to 5.5 million in 2012 and 
to 17 million in 2022. There is a real risk of 
lower traffic than expected though because of 
competition from parallel routes (especially 
since this is expected for the shorter Yen Bai-
Hanoi distance). 

- Price elasticity with respect to tolls is high. 
Increased tolls quickly result in lower revenues. 
At the same time, toll roads have a constant 
operational cost to cover, cost for collecting 
toll, and cost for financing the invested capital. 

- Parallel to the road is an existing railway from 
Hanoi to the Chinese-Vietnamese border, which 
will be renewed with ADB support. Different 
modalities (e.g., road, rail, inland shipping 
(over the Red River)) serve different markets 
but compete as well. For transportation of cargo 
over longer distances, rail transport and inland 
ship transport have a competitive advantage 
over road transport. A good determinant of their 

viability will be the pricing policies and user 
charges for boats, road and rail carriers.

- What the developers probably did not expect 
were the rising fuel prices over the past years. 
For example, in July 2010 alone, Vietnam raised 
fuel prices by 36%.13

- The project loan is nominated in dollars. Given 
that the dollar increases in value against the 
Vietnamese dong, the cost of financing the debt 
rises. . . . . . . . .

In case the project would 
prove unviable, taxpayers, 

in the end, will bear the 
cost by paying more taxes, 

which in turn can have 
consequences for the 
economy as a whole. . . . . . . . .

Learnings

 The ADB is promoting GMS and the economic 
corridors as a promising model for economic 
integration in other parts of Asia. This model, which 
is now expanding globally, believes that highways 
facilitate an ongoing process of centralisation of 
production and distribution centres, but which in the 
longer term actually results in the loss of jobs and 
the transport of goods over increasing distances. 

 An alternative production and distribution model 
with an active demand side management that aims 
to limit the use of resources through more efficient 

Road under construction, Yen Bai province, Vietnam May 2009 
Photo by Pieter Jansen.

’

‘



21BANKWATCHFirst Quarter 2011 s

production processes, has to be considered.14 This 
could have positive consequences for manufacturers 
themselves as well. Reducing distances in 
transportation processes from manufacturing to 
trade, in the end, could mean a reduction of transport 
costs for the manufacturer. 

 The ADB believes that a regional single market 
generates more profitable business opportunities for 
companies than local markets. Some ADB researches 
on roads plead in favour of strengthening local 
economies and organizing production processes at a 

Mr. Pieter Jansen is IC member of NGO Forum 
on ADB and working for Both ENDS on IFI-related 
issues. He can be reached at pj@bothends.org
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local level though. It shows that improving transport 
within a village is as important to the poor and very 
poor as providing access to markets outside the 
village.15  Rural roads promote greater levels of 
social equity than highways do by reinvigorating 
local economies.

LETTER TO THE EDITOR

Please send us your comments to the articles/issues featured 
in BANKwatch. 
 
Tell us how we can make BANKwatch better and more relevant.  
Drop us a line or send us a letter.
 
 Email us at abby@forum-adb.org.
 Write us at NGO Forum on ADB, 85-A Masikap Ext.,  
 Barangay Central, District 4, Diliman, Quezon City, 1101  
 Philippines.
 Fax to +63-2-921-4412
 
Your letter may be edited for length and clarity.
 
If you need a back issue or would like to get issues, 
write to abby @forum-adb.org.

REVIEW 
 
BANKwatch will have a new 
section called “Review.”  It’s 
a space for review of ADB 
publications, project documents 
and journals. All FORUM members 
are encouraged to share their 
views on any ADB document of 
most interest to them.
 
A brief biographical note about the 
contributor should be provided. 
Interested contributors can submit 
their review to abby@forum-adb.
org.
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