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IFAD’s Private-Sector Development and Partnership 8ategy

Corporate-level Evaluation

Executive Summary

1. Background and objectives(see paragraphs 60-62\While approving IFAD’s private sector
strategy in 2005, the Executive Board also reqdestbe Office of Evaluation to undertake an
evaluation of the strategy to: (i) assess the egleg and evaluate the implementation of the 2005
private sector strategy; (ii) evaluate the emergesylts of IFAD-supported projects designed dfter
adoption of the private sector strategy; (iii) assthe evolving approaches, as well as good asd les
good practices, to IFAD’s private sector developmefiorts; (iv) examinethe instruments and
experiences of other development organizationsigaging the private sector in agriculture and rural
development, with the aim of identifying lessonattbould be pertinent for IFAD; and (v) generate a
series of findings and recommendations that coeldies as building blocks for IFAD’s future
engagement with the private sector.

2.  The importance of the private sector(see paragraphs 4-18rivate sector entities have a central
role to play in smallholder agriculture and ruraldlopment, offering opportunities for the creatidn
employment and wealth in rural areas. Their contidm in promoting access to markets, undertaking
innovations, providing essential services includiechnical assistance, training and rural finaaoel,
supplying inputs have proven to be complementarg aritical to the services provided by
government agencies, NGOs and civil society orgdiaas in the development process. It is however
important to be cognizant that the private sectonat a homogenous group of actors. Smallholder
farmers, farmers’ associations, agri-businesseso#tmel commercial firms, as well as large national
and international conglomerates all form part ef ghowing private sector in developing countries.

3. IFAD’s role and comparative advantage(see paragraphs 15-233iven its mandate and taking
into account the central role the private sect@ inasmallholder agriculture and rural development,
IFAD can aspire to have a leadership role globailydeveloping innovative approaches for the
engagement of the private sector to the benefthefrural poor. However, IFAD’s commitment to
truly and energetically make the private sectorimtegral partner has remained uncertain and
hampered by an unsupportive ideological mind dettihg many IFAD staff until recently. In the last
couple of years, however, the IFAD management besefully articulated a vision that sees small
agriculture as a profitable business, which caatlibe basis for a more prosperous and dynamic rura
society.

4.  The relevance of IFAD’s private sector strategy(see paragraphs 75-90)he goal “to engage
the private sector to bring more benefits and nessuto IFAD’s target group” and the immediate
objective “to increase pro-poor private sector apens and investments in rural areas” of the etrat
were and remain relevant. However, there wereelittt no roll-out actions to facilitate the
implementation of the strategy; and the strategly rdit consider adequately the need for ensuring
corporate social responsibility, promoting fairdeapractices, and sound environmental management,
in a context with wider private sector participatiorThe strategy did not sufficiently address the
inherent risks associated with engaging the prigaetor, such as the implications for those poor
people who would not be able to take advantagkeobpportunities offered by the private sector.

5. For the first time, the 2005 strategy included RAD-specific definition for the private sector.
The evaluation concluded that this definition of tlural private sector is too broad-based, asdésdo
not adequately differentiate between private sedperators working in agriculture and rural
development who often have very different needgjirements, capabilities and opportunities. Rather,

! References to paragraph numbers in the execativemary leads the reader to the main report, where

additional information can be found on the saméctop

Vii
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the definition lumps together operators at the mndrural) end of the private sector continuum
including agro-processors and other rural basedorgintrepreneurs, as well as national, regional and
international operators. It also includes privagetsr operators that are part both of the forma an
informal economy.

6. The three broad lines of action of the strategynelg: (i) policy dialogue for local private
sector development, (ii) investment operationsuppsrt local private sector development, and (iii)
partnership with the private sector in order teelage additional investments and knowledge foi rura
areas, to achieve its goal and objective were ywglyed. The private sector strategy’s results
framework was weak, the need for a well-definecemives and accountability framework were not
duly considered, and no specific provisions weredend@o ensure a systematic outreach and
dissemination following the approval of the strgteghe process followed in the preparation of the
strategy was not adequately organised, for exampldid not entail any consultation with wide
ranging IFAD staff nor partners from developing otries or other organizations.

7. The implementation of the strategy(see paragraphs 96-14t)as examined according to the
strategy’s three broad lines of action and impletaion requirements. With regard to policy
dialogue, about half the new generation COSOPs¢tlconsidered by the Board between 2007-2010)
include attention to policy dialogue on privatetee@s well as due consultation with private sector
entities in the preparation of the correspondinginty strategies. There is however room for
betterment in promoting a favourable policy andtiingonal environment for private sector
engagement at the country level, as well as sampe&ifier engagement in key policy arena that would
create a more conducive international and regiade environment.

8. Projects designed in 2009 as compared to thosgraakiin 2004 make wider provision for
private sector development, especially through tgreattention to rural micro and small enterprises,
commodity value chains, market linkages and enimagneigricultural productivity. However, this
achievement was more a result of IFAD’s gradualyanced investment in marketing and rural
enterprise development, rather than an effect Jethé implementation of the private sector strategy
It is noteworthy that projects have not generallffisiently emphasised the role of the private eect

in research and extension, analyzed the poteiglsd associated with the value chain approach, made
much use of information and communication technpldg promote access to markets, nor
incorporated adequately gender and environmentateras in projects with major private sector
components.

9. The targets set in the strategy’s results frameviorkmobilising resources from the private

sector for IFAD-funded projects have been surpasstmvever, the evaluation only found few

concrete examples (e.g., with AGRA) of partnershipleverage investments from private foundations
or philanthropic organizations. The Fund has sommnprships at the institutional level with other

multilateral organizations (e.g., OPEC Fund foreinational Development) specifically for private

sector development, but on the whole IFAD’s parghgrs with such organizations on private sector
issues are less developed than its partnershipgthén areas of its work.

10. Finally, the evaluation found that IFAD Governingdies (especially the Executive Board,
Evaluation Committee and the replenishment consuits) have generally encouraged the Fund to
take a more favourable stance towards private sdetelopment. With regard to the Board, however,
it did not exercise adequate oversight in the imTglietation of the private sector strategy, for examp
in terms of monitoring the fulfilment of the strgies “implementation requirements”, including the
preparation of reports on the achievements agtiastpecified key performance indicators.

11. Emerging results from the new portfolio (see paragraphs 143-150)he emerging results of
projects with a significant private sector compdregpproved after the 2005 private sector strategy —
as recorded by IFAD’s self-evaluation system - abuMaetter overall performance as compared to
similar projects approved before 2005. In particuthe projects approved in recent years are
performing better in 12 of the 18 indicators in@ddwithin the project status reports prepared By th

viii
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country programme managers annually for each dparancluding in terms of their ‘likelihood of
achieving their development objectives’. This igportant, as the ultimate aim of IFAD-supported
projects is to promote private sector engagemera aeans to achieving better results on reducing
rural poverty on the ground, rather than supportirggdevelopment and engagement of private sector
as an objectivper se.Finally, recent data from the Results and Impaandement System surveys
show that performance of on-going projects is nyastbderately satisfactory in specific areas related
to private sector development, such as the “likeldth of sustainability of market, storage, proceassin
facilities”.

12. Among other issues, the seven country studies btaug three key insights that can contribute
to further strengthening IFAD’s work on private &e¢see paragraphs 172-183jhe following findings
are particularly noteworthy: (i) government commétmhto and support for private sector development
is a key to IFAD’s ability to design effective irstenent operations in agriculture and rural
development; (i) IFAD needs to use all its instants (and not just investment operations) more
effectively for promoting private sector developménborrowing countries; and (iii) very little use
has been made of the grants programme to suppeatesector development, for example in terms of
promoting policy dialogue and knowledge management.

13. The importance of corporate business process for Her results (see paragraphs 186-229).
The private sector strategy made provisions foustdjents to some key corporate business processes
such as human resource requirements, trainingadf, $¢arning and knowledge management, and
monitoring and reporting. In particular, it speedia number of “implementation requirements” to
ensure that the strategy could be appropriatelylampnted to achieve the desired results on the
ground. Some of the “implementation requirementstewnot implemented at all (e.g., the assignment
of a staff member to oversee the implementationthef strategy, the development of specific
toolkits/guidelines to operationalize the strateggning of staff, etc.), and most others wereyonl
implemented in a partial manner. The evaluatiorckates that this has constrained the achievement
of even better results on the ground.

14. IFAD’s existing organizational architecture and workforce (see paragraphs 198-20@) not
adequate to truly be able to promote partnershpgsagage the private sector. Apart from not having
a senior technical adviser on private sector issaekarge number of front line staff (i.e., the CBMs
has limited knowledge and experience of engagintp wie private sector including in terms of
resource mobilisation, which requires specialiskilss competencies and know-how. Efforts to
conduct systematic training on the topic have alsbbeen forthcoming. In spite of this, IFAD has
done relatively well to adjust the focus of itsestoperations with wider attention to value chains
market access and employment creation. But, if IH&DO0 develop a comparative advantage in
linking smallholders to the market, then it needlsuild up the skills and global experience of its
staff.

15. Instruments for private sector development (see paragraphs 217-229Yhe evaluation
concludes that IFAD has not yet leveraged its mgsinstruments (loans, grants, policy dialogue,
partnership building and knowledge managementhédr full potential to promote partnership with
the private sector. At the same time, the evalnatmderlines the limitations of the existing
instruments and explains reasons why using loadddrninvestment projects (i.e., sovereign lending)
— the main instrument currently at the disposdF&D for rural poverty reduction - is less effeaias

an instrument for the promotion of private sector support of the rural poor. For example,
governments are often reluctant to use public maaesupport private sector entities, and when they
agree they cannot often ensure an efficient manageof these funds. At the same time, the private
sector is often not keen to work in direct parthgrsvith government institutions. This is supported
by the fact that the bulk of the assistance by rotheltilateral development banks for private sector
development is on non-sovereign direct lendingshasi

2 Notwithstanding the lateral transfer that toodqal in April 2011 of a staff from the Near EastyiNdAfrica

and Europe Division to work on private sector depetent in the Policy and Technical Advisory Divisio
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16. The evaluation concludes that if IFAD were abléetad directly to the private sector, including
small and medium enterprises, agro-processors,offiltance institutions, cooperatives, farmers
associations, commercial banks and others, who dhatenges to mobilise financial resources, this
could provide significant advantages to the rurp Direct lending to the private sector, whiclm ca
take a variety of forms (e.g., equity investmetdgn guarantee funds, venture capital, investment
finance, etc.) would contribute to spurring markest-development among the rural poor, especially if
used in a coherent and synergistic manner in thentop programmes with IFAD’s traditional
instruments for agriculture and rural development.

17. RecommendationsThe evaluation suggests that it is timely to comsalnew corporate private
sector strategy and offers the following recomméinda as inputs into the development of the same:

18. Strengthen the existing instruments to support priate sector developmentlFAD provides
loans to governments, has a grants programme, @igvolved in non-lending activities (policy
dialogue, knowledge management and partnershidibg)l. There is need however to utilize all these
instruments to their full potential, and particlyagnsure that they are mutually reinforcing and ira

a holistic manner contribute towards IFAD’s privagetor development objectives.

19. The design and supervision and implementation stipggoloan-funded projects that include
private sector development needs further strengtgeMore thorough analysis of the requirements
for generating pro-poor benefits and possible riskscollaboration with private sector entities
involved in commodity value chains should be uralesh, and due attention should be given to
ensuring that gender and environmental concernadeguately treated in such operations. The grants
programme should be used to provide complementgpast to private sector entities involved in
IFAD operations, including technical assistance athdsory services for strengthening the capacities
of private sector entities. The latter might evalijurequire an expansion to IFAD’s grants policy.

20. ltis important that the COSOPs coherently artimutaow synergies will be established between
investment operations and non-lending activitiesupport private sector development at the country
level. The specific recommendations with regargdbcy dialogue and partnerships are summarised
below:

(i) Policy Dialogue IFAD needs to: (i) use the COSOP’s formulatiomgass to more
systematically discuss the opportunities and caimds to rural private sector
development and to promote a dialogue within thentny on these issues; (ii) work more
closely with other multilateral development orgaatians to ensure that issues affecting
the private sector development related to agriceilare on the agenda of their dialogue
with Governments; and (iii) use more strategicalthe grants programme to fill
knowledge gaps in IFAD’s and the Government's usiderding of these issues and
provide the analytical underpinnings of an enhanmity dialogue.

(i)  Partnershipslit would be important for the Fund to engage moigely with foundations
and philanthropic organizations with a strong peveector orientation, at the corporate
and country levels, that can provide both knowledgd financing for IFAD-funded
activities. In addition, the Fund should strengthitn collaboration with multilateral
development organizations both at the corporatecandtry levelsjnter-alia, focusing
on policy dialogue, knowledge management, co-firanof operations, and identifying
opportunities for scaling up of successfully pitbténnovations on private sector
development through IFAD operations. In particutgportunities for partnership should
be explored with agencies such as IFC, which cad tBrectly to the private sector and
whose funding is seen as additional by the Govembmwith IFAD supporting
smallholders through seed capital, technical knowshand business development
services, to engage in higher productivity actgtand move up the value chain.
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21. Establish a Private Sector Development Financing Fdity. The evaluation believes that
leveraging IFAD’s existing instruments to full pot&al is important and should be pursued, but this
would only provide incremental betterments to IFADarget groups — especially small farmers.
Therefore, in addition to implementing the abovaremendation, the evaluation further recommends
for IFAD to establish a Privat8ector Development Financing Facility to directhaaonel resources
for private sector operations in rural areas, with-sovereign guarantee.

22. The proposed facility therefore would support sieléelements in the value chain that would
have a direct influence on enhancing the produgtief small farmers and provide them with better
incomes. However, the new corporate private settategy will have to determine what type of direct
support (e.g., equity investments, loan guarantegesiure capital, investment finance, technical
assistance and advisory services, etc.) it woutgider a priority for the rural poor.

23. The facility could include initial financing of anod US$200 million for a five year period.
Voluntary contributions would be invited, includinffom member states, foundations and
philanthropic organizations, and others. The evalnehowever recognises that direct lending would
have significant implications to IFAD’s legal, fineial and supervision systems, as well as require
IFAD to put in place standards of corporate sagaponsibility as a basis for due diligence in otde
minimise the risks of lending directly to privatetides. It would also require the developmenttaffs
capacities and expertise, as well as an adequgtniaational structure. The evaluation recognises
that direct lending to private sector entities.(ir@n-sovereign loans) will require the concureent

the Board.

24.  The facility would have a clear governance framéyvand a systematic monitoring, evaluation
and reporting system. In particular, on-going maoniity and annual reporting to the Senior
Management and the Board throughout the five yeeog will be an essential dimension for success.
A thorough assessment of the facility and the ptejéunded at the end of the five year period would
serve as a basis for deciding together with IFAIegoing bodies whether direct lending to the
private sector would become a regular instrumenthat disposal of IFAD for its rural poverty
reduction efforts, as well as the size and admatise location of the facility.

25. Assess IFAD’s human resources and organizational ehitecture. The IFAD management
should undertake a thorough assessment of IFAQjardzational architecture and human resource
capabilities and requirements for private secteetigment, including the management of the facility
as well as promoting private sector developmengéneral. In this regard, the option of further
reconfiguration by establishing a specific orgatioreal unit (e.g. a divisioh or department)
responsible for promoting IFAD’s work on privatece® development and engagement should be
explored. The reconfiguration could most approptjaaittempt to group together key existing staff
that currently already work on private sector-ratbissues (e.g., Senior Technical Advisers on friva
Sector Development, Rural Finance and others).aB8sessment should also lead to the definition of
an appropriate incentives and accountability fraomwfor IFAD’s private sector-related work. In
addition, it is recommended that IFAD organise gaid peer reviews on its private sector activities
and architecture.

26. Definition of private sector. The new strategy should adopt a more focussed lead IEAD-
specific definition for the private sector strategylight of the Fund’'s mandate of assisting thear
poor. It should recognise that the private seca heterogeneous group of actors who have differen
capabilities and requirements. It should try tonpote partnerships with those private enterprides w
can provide resources, services or that can ledohpooving livelihoods and incomes of the rural
poor.

% For example, along the lines of the recent eistaflent of a central Environment and Climate Dovisi

including the assignment of dedicated staff in eRBtD regional division working on the same topic.

Xi
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27. Process for the preparation of the new IFAD privatesector strategy.It is recommended that
the strategy be developed based on consultatidninMiEAD to ensure that all key inputs are duly
captured and as a means to building ownershipt$omiplementation. Selective consultations with
outside partners should also be conducted to obtawder view and feedback on the strategy. This
could include farmers organizations, NGOs, othels Iend development organizations that are
currently working with the private sector (e.g.CIFUSAID, AfD, etc.), as well as private sector
entities.

Xii
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IFAD’s Private-Sector Development and Partnership 8ategy

Corporate-level Evaluation

Main Report

1. This is the first corporate-level evaluation of IBA engagement with the private sector. The
core of the evaluation is to assess the PrivateoEBevelopment and Partnership Strategy (hereafter
referred to as the ‘private sector strategy’), appd by IFAD’s Executive Board in April 2005.

2.  The structure of the report is as follows: Chaptelefines the private sector, and provides
information and analysis on the evolution of théerof the private sector in IFAD borrowing
countries, the major changes to the Fund's devetoprapproach in more or less the past decade, as
well as an overview of the private sector strateljyalso includes a snapshot of the strategy,
instruments and organizational architecture of o#@ected development organizations. Chapter I
provides an account of the evaluation objectivesthodology and process. Chapter Il analyses the
relevance of IFAD’s private sector strategy, wh@hapter IV includes an assessment of the
implementation of the main objectives and the thioeead lines of action’ of the strategy. Chapter V
discusses the evidence thus far, limited thougds, ibf the results on the ground and summarises
lessons learned from seven country case studiezpt@hVI reviews a number of key corporate
business processes, which are essential for proghndEAD’s private sector development efforts.
Chapter VIl includes an overview of the approacied experiences of other development agencies in
engaging the private sector, and Chapter VIII dostathe evaluation’s conclusions and
recommendations. The document contains numeroysodupy appendices and annexes, which are
listed in the table of contents.

I. THE EVOLUTION OF IFAD’S SUPPORT FOR PRIVATE SECTOR DEVELOPMENT
A. Definition of the Private Sector

3.  The private sector is that part of an economy inclvlgoods and services are produced and
distributed by individuals and organizations thag aot part of the government. The private sedor i
primarily driven by profit-making orientation. Asigh, non-governmental organizations, foundations,
development aid agencies, civil society organizegiand other non-profit organizations are not part
the private sector. The IFAD private sector sggateays that: “The rural private sector includes a
whole continuum of economic agents, ranging froos@ience or smallholder farmers, rural wage-
earners, livestock herders, small-scale tradersvaa-entrepreneurs; to medium-sized, local pavat
operators such as input suppliers, microfinancttiti®ns, transporters, agro-processors, commaodity
brokers and traders; to other, bigger market pkatieat may or may not reside in rural areas, innd
local or international commodity buyers and sellaraltinational seed or fertilizer companies,
commercial banks, agribusiness firms and supermarikessociations — of farmers, herders, water
users or traders — also constitute an importantgfdahe private sector”. It further states thdEAD’s
direct target group is the rural poor, who tendb&concentrated at the smaller end of the private
sector continuum. This group is considered pathefprivate sector because, in essence, it consprise
agro- or rural-based micro-entrepreneurs who mhke bwn economic decisions regarding what to
produce and how to produce it, what to buy and saib to buy from and sell to, how much to buy or
sell, and when IFAD will concentrate its efforts supporting the development of this private sector
target group. However, since the livelihoods of [IFé target group are often dependent on other
private sector operators, IFAD will also supporfpartner with those private sector operators that ¢
provide improved income-generating opportunitigsifF®D’s target group”. The evaluation discusses
the appropriateness of this definition in chapliemthich treats the relevance of IFAD’s privates
strategy.
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B. The Evolving Context of Rural Poverty Reduction andhe Role of the Private Sector

4.  The involvement of government in the rural econdmagan in colonial times and was carried
over into post-colonial states. There was a peilmeghat market failures and the diseconomies of
scale of small farms called for a major presencéhenpart of government, extending in Communist
societies to the production process itself anativer countries, to a mix of state marketing boaods
supply inputs and market outputs at controlled gwijcand a range of supporting institutions:
government research and extension services, acthBped agricultural development banks.

5. Until the late 1970s, these perceptions of the rieethrge-scale government intervention, not
only in agriculture but in all sectors of the econy dominated the development paradigm. Five-year
development plans continued to assign a domindattoogovernment, whereas the private sector was
given a limited role and often with suspicion abuaditether it had the necessary commitment to the
public good. Closed economy, import-substitutiondels still prevailed despite the export-led ‘East
Asian Miracle’. Capital transfers were predomingrglblic-sector driven. The idea that the private
sector could be the engine of economic developnienterms of investment, innovation and
employment generation was appropriate for develapaibns but government planning and direct
intervention was needed in poor countries.

6.  Over the past 20 years or so, the paradigm haedhMost governments have now withdrawn
from direct production for the market in agricuuand manufacturing through the privatization of
enterprises. The private sector has been identifiedthis powerful catalyst for much needed
innovation and dynamic change in the realm of afftical development and rural poverty reduction.
The private sector is now being seen as beingpedisable for ushering in revolutionary financiadl an
technical resources, human capital, market accefis)g-edge business practices, and other expertis
related to food security. In many countries, evefrastructure has become privately owned or
managed to some degree. The major role of governhanshifted from being a direct investor and
player to that of creating an enabling environmehtappropriate policies and institutions that
encourage the private sector to be the engineavithr

7. The past 10-15 years have seen an acceleratidnsahift as it impacts the small farm sector.
A number of areas of significant change may betitled, including: (i) in most countries, the full-
scale retreat of the state from rural marketingvaigts; (ii) increased private provision of agritual
services and technologies; (iii) the exponentiaréase in private remittances; (iv) more dynamic
private agribusiness sectors in some regions; l{g) supermarket revolution, especially in Latin
America; (vi) the advent of new microcredit chasnel rural areas; and (vii) the growing role of
private foundations and public-private partnersiipdevelopment assistance.

8.  The private sector is not to replace the staterer to complement it and work within the
"embedded economy" by mobilising private investntéat is indispensable for promoting the broad-
based and sustained growth. Evans (1995) inforatsdynamic economies have to be "embedded" to
be effective calling in for the private sector tatalyse development. Expanding the scope of state-
society links to include a broader range of groagsors and classes should result in a more palitic
robust and inclusive embedded economy.

9. The role of the private sector is now even moreargt than before due to increasing
enormity of challenges of food security and thedetuacy of the state to meet them effectively. This
has paved way for the public-private partnershigreaches, that is, to maximise interactions between
the public and private sectors so as to delivelip@ervices, such as provision and access to water
credit, technology, electricity or telecommunicasp more efficiently and to more people, and to
improve the quality and the affordability of accéssservices provided. Tax revenues generated by
private markets are viewed as critical to suppahblic expenditure programs. Private markets are the
engine of productivity growth and thus create mgmoductive jobs and higher incomes.
Complementary to government roles in regulationding and provision, private initiative can help
provide basic services that empower the poor byrawipg infrastructure, health and education. In
sum, public-private partnership is a joint effoft the public and private entities in which each
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contributes to planning, commits resources, shads, and benefits and conducts activities to
accomplish a mutual objective of improving econogrewth and reducing poverty.

10. Agriculture production, processing and marketingehraditionally been, and will continue to
be, quintessentially private sector endeavours.typieal supply chain in agriculture in low income
countries historically consisted of the farmer vdodd his produce to a middle man and who, in turn,
supplied retailers of various kind. The governmat¢ in this process has been in some cases as the
suppliers of farm inputs and extension, as the harddn through its support for marketing boards
designed to manage prices of essential commodeitidsr to ensure a fair price for the producerd, an
as the procurer of farm outputs for public disttibn (see figure 1 below). The role of the
government, while justified on theoretical grountiss often been controversial because of the
distortions it creates and its lack of market aaéion. Traditional IFAD (and other donor) projects
have attempted to improve the lot of the farmer #redrural poor within this supply chain and thus
can be considered to be supporting the privat@sect

Figure 1. Traditional Agricultural Supply Chain in Low-Income Countries
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11. However, with economic development, the rural gevaector has grown in diversity and
complexity. Private and non-governmental playersehamerged in the supply chain: small and
medium enterprises engaged in agro processing,resxpand retailing. These new players have
developed linkages with farmers, including the d¢mfarmers, through various procurement
arrangements that often also include the suppfgraf inputs, technical assistance, standards, acntr
farming, etc. (see figure 2). Historically, thedayers emerged only after countries reached middle
upper middle-income levels, as the consumer derbandme more diverse and sophisticated. But the
pattern is increasingly emerging in low-income doies as well, being most evident in export crops
but increasingly also in domestic markets. Whencstired appropriately, such arrangements can be
very beneficial to the farmers.
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Figure 2. Current Trends in Agriculture Supply Chain
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C. The Heterogeneity of the Private Sector

12. The preceding section underlined the importancehef private sector in general towards
promoting economic growth and reducing povertyemaloping countries. However, at this stage, it is
critical to underline that private sector entitgge a highly diverse group, including individualrfeers,
farmers’ associations, agri-businesses, and lamglomerates that do philanthropic work. It is
essential to be cognizant of this in designing angdlementing agriculture and rural development
strategies and operations in developing countidsle they share the common goal of making profit,
the private sector at large is comprised of diffierg/pes of operators in terms of their size and
structure, objectives and coverage, priority argfasterventions, level of resources, technical and
management skills, outreach capabilities, andiogighips with other institutions (e.g., government,
NGOs, civil society, academic, etc.).

13. Some private sector entities only work in the infaf economy, and therefore do not have the
required legal framework to benefit from governmesgulation, protection and incentives that may be
in place to promote private sector engagement awdldpment. Others only work at the local level
(e.g., small enterprises set up by the rural pleorexample, such as provision stores at the contgnun
or district levels), whereas some might be moremeimensively involved in the value chain (see next
paragraph below) and play a wider role in linkirigod to fork’, for example, by providing agro-
processing, transport and marketing services. ltangeate sector entities might also have regiamal
international dimension, such as for example immting exports of processed food stuff to markets
in developed countries.

14. Figure 3 below on the agriculture value chain cko delp understand the diversity of the
private sector and their contributions to rural gy reduction through agriculture and rural
development. The value chain describes the rahgetivities which are required to bring a product
or service from conception, through the differehtiges of production (involving a combination of
physical transformation and the input of variousducer services), delivery to final consumers.
Private sector operators have an important roldifégrent stages along the value chain, from the
provision of inputs (e.g., seeds, rural financetjlfeer and pesticides) and extension servicedith

on and off-farm activities. The private sector alsms an important role in food processing and
retailing (e.g., in terms of value addition to iaglture commodities, packaging, transportation,
distribution, and sale to end consumers), whethisr in the local, national, regional or internaiad
markets.
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Figure 3. Agriculture Value Chain
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D. The Evolution in IFAD’s Development Approach

15. In the early years of its operations, IFAD’s missiof rural poverty reduction was largely
carried out through engagement with public sectpgnaies in support of projects to help small
farmers increase their productivity and output, sinare in the benefits of the green revolutionthin
course of the 1980s, there was increasing douhitahe sustainability of the model as agricultural
growth slowed down after the initial impact of tintroduction of new technologies, and evidence
emerged that in many countries smallholders wetemaring in the increase in growth. Public sector
agencies were often unable to reach and servelsttdls and the rural poor. In particular growth
was often not reaching the landless poor and im#ige communities living on marginal lands.

16. In the initial years of its operations, IFAD folled the Integrated Rural Development Model
which had been taken up with enthusiasm by the da@oonmunity in the 1970s, but largely
abandoned in the course of the 1980s becauseartiplexity and the inability of local institutions
cope with the simultaneous demand for a wide ramig@ublic services and investments. IFAD
combined this with the participatory approacheshwitide involvement of community based
organizations, which included constituting groupgh® rural poor within villages and empowering
them to take a more active role in the communityilevproviding resources to increase their acogss t
productive assets that could move them out of ggvér order to finance the access of the ruralrpoo
to assets, IFAD increasingly turned to an appra#dinking the groups of smallholders and the rural
poor to rural finance institutions, building on theve of development of micro-finance institutions
using the Grameen Bank and other models. The diamhsathat have been undertaken attest to the
success of this model particularly in contexts o€ial inclusion or marginalized groups such as
indigenous peoples. It does not depend on effigmirdlic service delivery, but instead creates a
parallel structure of Project Management Units whililitators drawn from the public, NGO or
private sectors, depending on availability and cet@pce.

17. While this model is still a large part of the IFADanced portfolio, a humber of weaknesses in
the approach have become apparent over time.elalience of robust economic growth, the options
available to smallholders may be limited to incesh®utput for their own consumption, or the
production of handicrafts and simple services far Ibcal economy. With more and more producers
serving a limited market, financial returns areepftat levels that require the provision of subsidie
which in turn raises questions of the sustaingbditgrowth. While many countries have successfully
reduced rural poverty in recent years, this waseael in most cases through migration to cities or
abroad and only to a limited extent through incee€aproductivity of the smallholder agricultural

5
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sector or through higher wage rates for rural lesslllabour. One further limitation of the model
pursued in the past was that it did not pay adegatéention to promoting market-linkages, which
would have allowed the rural poor to buy inputs aelll surplus produce to achieve better produgtivit
and incomes. .

18. For a number of reasons, the task of reducing noo&kerty is one of the most challenging
aspects of economic development. Government agrialilpolicies and rural institutions have been
often captured by elites or rent-seeking groups;ktreaucrats who run them have little incentive to
do so in an effective and efficient manner; andrtiral poor are at the end of the queue for public
investments in the social and physical infrastmectueeded to reduce their costs of production and
marketing and improve their livelihoods. Diseconesniof scale often make it unattractive to the
private sector to serve the small farmer or smallrentrepreneur with the knowledge, finance, iapu
and markets needed to raise productivity. SmaHlraperators are generally un-organized and have
limited bargaining power in the face of monopolypgliers of inputs and buyers of outputs. The
cooperative movement with the potential for inciegghe bargaining power of small farmers has
proven to be only very intermittently successfunte effective models are being pioneered by NGOs
on a micro scale but, for the most part, they awe being systematically piloted or scaled up.
Similarly, diseconomies of scale affect the inteea®l capacity of the large multilateral instituisoto
serve the rural poor, given the high cost per bemey of projects and the premium on local
knowledge.

19. In the past decade, a new approach has evolved lpasbuilding links between smallholder
farmers and the markets. This is an approach wiaikds off from the premise that unless there is a
market for increased and higher value rural pragjuttere is little point in organising, trainingdan
financing producers to supply these products. tuses therefore on the value chain linking
production, processing, marketing and consumptfeagd-based and rural-based products and builds
linkages between these various steps in the chiiis.approach has been characterized by a division
of labor between the public and private sectorsclvliecognizes the importance of an appropriate
enabling environment, including social and physioélastructure, and legal, regulatory, and policy
frameworks for increased smallholder production saié to the private market.

20. The point of intervention for this approach hasie@ifrom country to country, donor to donor
and project to project. In some, there is a fanu$orming producer groups, less formal in mosesas
than traditional producer and marketing cooperativEhese groups can then contract with private
processors and traders on the quantity, qualitypaing of their output. Increasingly, the intenient
has taken the form of working with the private ms®or or trader to identify the weak links in the
production chain and then taking steps to stremgthese links. The strength of this approach lies i
the common interest of both the smallholder anditbermediary processor or trader in having an
assured supply of output of the requisite qualityg eeasonable price. In order to meet this olject
many intermediaries are willing to provide direcipport to farmers through training, supply of
appropriate inputs and meeting needs for storagruasport.

21. The donor community including IFAD has played arpamant role in facilitating the rapid
expansion of this market linkage or ‘value chairédal. Some institutions such as the International
Finance Corporation (IFC) have undertaken major peygrammes of support for rural private sector
development on the basis of the model. Others sagxhthe World Bank and Inter-American
Development Bank (IDB) have tried to ensure tha #mabling environment and public sector
capacity keeps pace with the evolution of the nppr@aches. There is an important proviso here
however. It would be naive to argue that smallh@ldavariably benefit from formal value chain
linkages. There are huge variations in the poteptiaes received by smallholders depending on the
structure of the market and the bargaining poweahefsmallholders. Compare for example the value
chains for Kenyan smallholder coffee where at tithesfarmer has received a payment equal to about
1 per cent of the supermarket retail price in Eay@md milk marketed by the Amul Dairy cooperative
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in India where the milk supplier receives up tof#® cent of the retail pricelFAD has increasingly
seen its role as being to ensure that these amarge work forthe rural poof.

22. IFAD came relatively late to an understanding @& gotential of engaging the private sector in
helping the rural poor benefit from integrationairihe market through participation in value chains.
While other institutions were moving rapidly inghdirection, IFAD was held back by its traditional
close links to the public sector. Throughout thetitntion from staff to management to the Executive
Board, there were those who saw this as a cleatadieal choice between the public sector, NGOs
and civil society, which was committed to reducingal poverty, and the private sector, whose
commitment was to private profit, often at the engeeof the poor. It is only in the past five years
so that attitudes among staff, management and dlaedehave evolved to the current approach where
the private sector is seen as a valuable instruithentwith appropriate support and regulation can
contribute to sustainable rural poverty reducti6®D has made up for lost time, however, and in the
past two or three years more than 50 per centwfloans have components linking smallholders to
value chains.

23. As a further evolution of its development approatie, IFAD Strategic Framework for 2011-
2015 underlines that in order to leverage its caatpae advantage and achieve greater impact, IFAD
will articulate a more dynamic vision of rural désgment, one in which smallholder agriculture can
become a strong, dynamic and high-value sectorenrby growing demand for food, biofuels and
environmental servicdsFor many of today’s smallholder farmers, thisl wilovide a robust pathway
out of poverty. For this to happen, however, thelfitolder agriculture sector must be market-
oriented and must be supported by governments andrsl as a business. It also needs to become
more productive, more sustainable and more resiltenchanging environmental and climatic
circumstances. And it needs to be well integrated dynamic rural economies in which rural-urban
linkages play an ever greater role, and in which-faom enterprises increasingly provide good
employment opportunities for those who will notdise to make a profitable and sustainable living in
agriculture. Finally, the Strategic Framework f@12-2015 recognises the importance for IFAD to
strengthen its partnership with the private seatdhe global, regional and local levels.

E. The 2005 Corporate Private Sector Strategy

24. IFAD works through governments and helps to impleihogrammes that they design and
support. As a consequence, much of the emphadis aftivities over the years has been on making
public interventions more effective for the ruralop. It was perhaps the recognition that, in this
process, the Fund might not be taking full advamtaigthe potential role the private sector coulalypl

in rural poverty reduction that led donors at tren€lltation on the Sixth Replenishment of IFAD’s
Resources in 2002 to request Management to pravideExecutive Board with a “strategy for
achieving greater involvement of private sectortipgmants in IFAD programmes, through co-
financing and other forms of partnership consistétit IFAD’S mission”.

25. During the Consultation on the Sixth ReplenishmehiFAD’s Resources in 2002, IFAD

member states requested Management to providexéheutive Board with a “strategy for achieving
greater involvement of private sector participamtdFAD programmes, through co-financing and
other forms of partnership consistent with IFAD’g&sson”. As one of the first steps, IFAD produced

! See Pro-poor rural value-chain development: Adiic study by Raswant and Khanna, IFAD 2010

2 “The general move towards economies in which maftsetes and the private sector play a central role

does not always reflect the interests of the rp@dr. IFAD has an essential part to play in equigpthe rural
poor to interact more equitably with new marketckEs and in making market relationships work fomitie
(IFAD’s private sector strategy)

¥ The 2011-2015 Strategic Framework was presentéuetIFAD Executive Board in December 2010. Based
on inputs from Board members, the document is beimwnced, and will be presented for approval édBibard
at the latter’s 10% session in May 2011.
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a discussion papkrfor the Governing Council in February 2003, whi@mong other issues,
underlined the importance of partnership with thegte sector for increasing market linkages.

26. In September 2004, a comprehensive document repiegeFAD’s strategy for private sector
development and partnership was submitted to theeive Board The Board welcomed the broad
thrust presented therein, but requested a singhldigd more operational document augmented by a
results framework by which the planned private aeactivities could be monitored and evaluated.
Following the required enhancements, the Fundd firivate sector strategy was approved by the
Board in April 2005 and, in so doing, the Boardalequested IFAD’s Office of Evaluation (IOE) to
evaluate the strategy at the end of 2008.

27. The goal of the private sector strategy is to eaghg private sector to bring more benefits and
resources to IFAD’s target group, the rural podre Thore immediate objective of the strategy is to
increase pro-poor private sector operations andsimvent in rural areas. The strategy included three
broad lines of action in order to achieve its imragzlobjectives. These are:

() Policy dialogue for local private sector developmen All new COSOPs will include a
review of the appropriate policy and institutionahvironment for local private sector
development. The new COSOPs will also incorporageRund’s strategy to engage in policy
dialogue with various stakeholders, including tlairdry’s government, in order to promote
local private sector development. FurthermoreC&ISOP consultation processes will involve
the relevant representatives from the private se@a@. farmers’ associations, agribusiness
firms, private microfinance institutions or commafdanks working in rural areas). In a few
targeted countries where there is willingness enpart of the government, policy dialogue to
support the local private sector will be includedaaspecific country-programme activity. This
could take the form of dialogue on appropriate gie§ for private microfinance institutions,
SMEs, agricultural input and output markets, andeotmeasures to improve the business
environment. Policy dialogue for local private sectdevelopment will be especially
emphasized in countries where IFAD has a strond fieesence.

IFAD will also intervene at the global level to prote equitable commercial linkages for the
rural poor. Developing countries are still copinghathe persistence of non-tariff barriers and
agricultural subsidies in member countries of thigaisation for Economic Co-operation and
Development, thereby limiting the access of themak producers to international markets.
IFAD will therefore continue to use global policpréims to highlight the concerns of
developing country producers and reinforce the dall levelling the playing field in
international trade.

(i) IFAD investment operations to support local privatesector development Investment
operations will support development of the privatector as it relates to improving the
livelihoods of the rural poor. There are a numbiekay areas where the Fund will play a role:
(a) grengthning the business capacity of the rural @oa their organizations, (b) improving
the access of the rural poor to private technidaifory services, (c) supporting the
development of private rural financial institutiorsnd (d) supporting the development of
private agricultural markets and small and mediutemprises, and their effective linkage to
rural poor people.

(i) Partnerships with the private sector in order to leverage additional investments and
knowledge for rural areas: IFAD will seek to leverage investments (e.g., in tben of co-

*  Promoting Market Access for the Rural Poor in @rtb Achievethe Millennium Development Goals,

which may be downloaded at www.ifad.org/gbdocs/@@inarkets.pdf.

> See summary of discussions on the topic contaimede Minutes of the eighty second Executive Boar
session, which may be downloaded at www.ifad.ordpgis/eb/82/e/EB-82-MINUTES. pdf.

®  The delay in carrying out this evaluation was tlueéhe decision of the Board for IOE to condudient

corporate level evaluations (on innovation andisgalip, joint evaluation with AfDB on agriculturené rural
development in Africa, and gender), ahead of tiapr sector strategy evaluation.

8



EC 2011/67/W.P.3

financing) from the private business sector andthfprivate donation funds (e.g., foundations,
philanthropic organizations, trusts, etc.) in supmd development projects it finances. It will
explore leveraging migrant workers’ remittancesattsact knowledge and resources to rural
areas, and seek partnerships with other UN orgamiea IFIs and regional banks as well as
private development funds (e.g., Deutsche Bankupport of local private sector development.
The Fund will also look to attract investments fragribusiness firms in developing commaodity
markets that are of importance to small rural poeds.

It is important to recall that, as per its mand#&D will however continue working mainly
through the public sector. Catalysing private sedteestment is a complement to, and is
supported by, public sector expenditure; it does mplace it. Second, in all its forms,
partnership with the private sector should be basethe principle of due diligence, whereby
the assessment of risks and opportunities assdcveite engaging in a given private sector
partnership encompasses, on the one hand, pagieetisn based on an understanding of its
governance and social accountability and, on therptanalysis of the product and/or service
market to be developed. The basic principle fotraship with the private sector is that it
should be fully consistent with IFAD’s mandate aotké and fulfil IFAD’s mission of enabling
the rural poor to overcome their poverty, whileocalnabling the private sector partner to
achieve its own corporate goals.

28. The private sector strategy recognised the needgdecific “implementation requirements”.
These include the following specific actions:

(i) Mainstreaming the strategy into IFAD operations:“Each IFAD unit or division will have

to identify the activities that will be undertakenachieve the common objectives, and include
these activities in their annual work plan and ®idghe divisional planned activities will then
be aggregated at the departmental level, for aatidased work plan and budget that is
consistent with the overall objectives and outmftshe PSDP strategy. COSOPs and project
design documents will include an assessment ohfaigector development in rural areas and
will reflect partnerships and engagement possilitwith the private sector. Legal and
financial procedures related to partnering with gnivate sector will also be developed and
internalized within IFAD. The Fund’s portfolio rev and its results and impact management
system (RIMS) indicators will include reporting dRAD’s engagement with the private
sector.”

(i) Guidelines, staff training and staff realignment.IFAD would develop guidelines (or a
tool kit) for operations staff, to assist them ipecationalizing the strategy. Provide specific
training to its staff on how to partner with or eg the private sector in their operational work.
A staff member in the Programme Management Depattmil be appointed as focal point for
the private sector. Another focal point, locatedttie Resource Mobilisation Unit, will be
responsible for mobilising resources from the pgevgector for IFAD corporate activities.

(i) Measuring results and impact.A specific results framework with 16 key performanc
indicators was included in the Annex of the privagetor strategy document, with a view to
reaching all targets by end-2008. The results fraonk has been reproduced in appendix 5 of
this evaluation report. The proposed medium-temetframe for achieving the objectives and
outputs (as captured in the results frameworkhefgrivate sector strategy was from 2005 to
2008. The strategy required IFAD to measure itfoperance at the aggregate level, rather than
according to the five geographic regions coveredHAD operations. The RIMS would be
revised, as needed, to capture key indicators deduin the private sector strategy. The
achievement of results would be monitored throdghRIMS and the then Progress Report on
the Project Portfolig presented annually to the Board.

(iv) Capturing, reporting and sharing lessons learnedCapturing the lessons learned will be
a continuous activity, with stocktaking conducteetry few years to assess whether IFAD is

" This report was first renamed as Portfolio Penfance Report, which was thereafter merged intdRéygort

on IFAD’s Development Effectiveness in 2008.
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moving in the right direction or whether there isi@ed to change direction or fine-tune the
strategy and/or its operational guidelines.

F. Private Sector Engagement during the IFAD’s EighthReplenishment Period

29. The importance for IFAD to further strengthen igstpership with the private sector was again
emphasised by member states in 2008, during theuttations on the eighth replenishment of IFAD’s

resources. As an input towards the debate, IFADPgred a discussion paper on “IFAD’s response to
the emerging role of the private secfor”

30. This paper proposed three key actions for the vemydrd: (i) IFAD will continue to work
within the existing framework of the private secstrategy to help build the conditions for sucaalssf
partnerships between smallholder farmers and |gogeate sector operators or private companies
within the regular IFAD lending programme, lookirag both the conditions that support the
investment of private sector capital itself andugimgy that the partnership is beneficial to botthesi

(i) IFAD will also explore with potential partnergaking into account the institutions and facii
that already exist, the need for a new facilitypptomote private sector investment in rural arehe T
facility would have two broad purposes: to provideestment finance directed to the private sector;
and to provide policy and institutional supporthigp establish the enabling environment for private
sector development. The facility would be finance@h resources mobilized from sovereign
investment funds, grants from multilateral and teilal donors, and contributions from
nongovernmental sources (including foundations nivate donors); and (iii) IFAD will assess the
need, value added and feasibility of developing mestruments to engage directly with the private
sector, including through non-sovereign lending eqgdity investments. It was recognized, however,
that developing such instruments would have sigaifi implications for the Fund’s current structure,
financial risk management and institutional andfstapacity development. The approval of the
relevant governing bodies would also be required.

31. While recognizing that in the changing context deselopment of new approaches with regard
to the private sector may be needed, members uligaB to adopt a cautious approach and
underscored the need to assess the risks assoeidteccreating new instruments or facilities.
Members encouraged IFAD to continue working throutsh regular operations and within the
framework of IFAD’s Private Sector Development d&attnership Strategy to build the conditions for
successful private sector partnerships betweenlisoidér farmers and other economic agents. In
addition, members supported IFAD’s exploring witiigntial partners the need for and value added of
a new facility to promote private sector investmtrat can stimulate pro-poor economic growth in
rural areas.

32. The aforementioned replenishment paper laid thadations for the decision by the Governing
Council in February 2009 - while adopting the repmr the eighth consultation of IFAD resources -
for the Fund testrengthen IFAD’s engagement with the private geanod if the need is identified,
present a proposal for IFAD’s role and instrumengfative to engagement with the private sector,
fully consistent with IFAD’s mandate, to the Ex@éaiBoard for approval in December 20%10.

33. The final consultation report noted that, during thighth Replenishment period, IFAD will
continue to work through its regular operations anittin the framework of IFAD’s private sector
strategy, to build the conditions for successfulgie sector partnerships between smallholder feeme
and other economic agents. Several agencies egisptovide support directly to the private sector,
but few if any of them prioritize investments inriaglture that bring direct benefits to very poaral
communities — though some are now considering demdFAD will strengthen its partnerships with
these agenciébto find ways to stimulate such investments. Therealso recognised that I0E will

8 See document Repl. VIII/4/6, which may be dowdkehat www.ifad.org/gbdocs/repl/8/ivie/index.htm.

See implementation matrix in Annex Il of the Repaf the Consultation on the Eight Replenishmeit o
IFAD’s Resources, which may be downloaded at wvadl.ibrg/gbdocs/gc/32/e/GC-32-L-5.pdf.

19 Such as IFC, the African, Asian, and Inter-Aroen Development Banks, the EBRD, and others.
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conduct in 2010 an evaluation of IFAD’s privatetsestrategy, and the findings of that exercisé wil
provide lessons for future engagement.

34. Finally, it is useful to note that the IFAD managarh has currently established an in-house
private sector strategy policy reference group, mased of representatives from several IFAD
divisions. Among other issues, the group is taskild the responsibility of developing IFAD’s new
private sector strategy, which is tentatively pkahfior presentation to the Board in December 2011.

G. The Strategy, Instruments and Organizational Architecture of other Development
Organizations

35. The aim of this section is to provide a brief ovew of the strategy, instruments and
organizational architecture in other developmegtnizations to support their efforts in privatetsec
development. This section should be read in comipmavith chapter VII and appendix 6, which are
devoted to learning from the experience and goadtjmes of other organizations.

36. At the outset, it is important to clarify that paps the most important instrument available to
multilateral development banks is the investmeh&y tmake by lending resources for development
projects in recipient member countries. There ae@types of lending for projects that entail prevat
sector development and engagementiereignandnon-sovereigriending. In the formerspvereign)
type of lending, multilateral development banksvile loans for development projects to recipient
country governments, who in turn guarantee its yemat to the multilateral development bank
according to specific conditions and timeframesthese circumstances, financing of private sector
entities that can play a role in promoting agrictdt development can only be made by the
government on-lending funds to private enterpraethrough a financial intermediary. In addition to
project-based lending (i.e., loans for developmermjects), multilateral development banks also
provide ‘policy-based lending’ to governments thapport institutional, legislative and policy refor
aimed at fostering a more conducive environmentpigvate sector participation in the country’s
economic development. In most multilateral develepmbanks, generally speaking, project and
policy-based lending with ‘sovereign guarant€esre designed and managed by their respective
operations/sector departments.

37. In non-sovereigriending, multilateral development banks generpiiyvide loan funds directly
to private sector entities in developing countrigsloans without sovereign guarantees (ir@n-
sovereignlending), government is not required to take respulity for repayment of the loan. The
responsibility for repayment of such loans resteally with the recipient private sector entitytive
country concerned.

38. However, several governments often resist using foads (with sovereign guarantees) for
private sector engagement for a variety of readankiding, for example, either because of a ddsire
utilize the funds mobilised from multilateral despment banks only for areas that are more
immediately under government control (e.g., infiasture development), or on the belief that the
private sector must mobilize funding without sowgmeguarantee. Moreover, some governments,
especially those with particular political inclif@ts, have cautious policies that do not necegsaril
favour wide-ranging private sector engagementeénctbuntry’s economic development process. At the
same time, many private sector entities find it barsome to deal with government in gendrdaér-

alia, because of the fear of inviting government intenfiee and pressures in their operations, but also
because of perceived government bureaucraciesafftiencies.

39. All multilateral (and bilateral) aid organizatiohslieve that a strong and dynamic private sector
is critical for job creation, long-term economiogth and sustainable poverty reduction in develgpin
countries. In recognition of this and the limitatsooutlined in the above paragraphs, virtually all
major aid organizations — multilateral and bilaterahave established specialised organizational
structures or dedicated facilities/windows that areant to provide financing to the private sector
directly, without sovereign guarantee. In facg thajority of multilateral development bank finargi

2 The term ‘sovereign guarantee’ implies that tbeegnment is responsible for repayment of the laden

for a specific project to the concerned multilakel@velopment bank.
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for private sector participation is provided ditgdb private sector entities in developing cousri
without sovereign guarantees (i.eqn-sovereigiending), rather than through loan-funded projects
that require a sovereign guarantee. The scope mhiexture of these structures or facilities varie
among organizations, but the underlying premisthéssame: to promote private sector development
in recipient member countries. They all also attetopuse their resources to catalyse investments,
knowledge and services from the private sector.

40. The below section provides an overview of seledii€ldorganizations’ strategy, instrument and
organizational architecture of working with thevaie sector, with a focus on their lending acegti
without sovereign guarantees.

41. World Bank. The International Bank for Reconstruction and Depalent, and the
International Development Association, continue deal exclusively with sovereign borrowers,
focusing their attention in the area of privatetseaevelopment on strengthening the enabling
environment for private investment and supporting growth of domestic capital markets for
financing small and medium enterprises. The WorihiBgroup also includes two separate entities
specifically designed to address the financial segfdthe private sector in developing countries: th
International Finance Corporation (IFC) and the tWateral Investment Guarantee Agency (MIGA).
The role of the IFC is described below, whereas Mi@¥fers guarantee products to facilitate private
investment in developing countries. The World Bgnivate sector development strategy boasts the
objective of extending the benefits of marketsh® poor and improving access and delivery of basic
services. This comprehensive approach is suppobstddur key areas of intervention: (i) investment
climate; (ii) direct support to firms; (iii) infrasuicture; and (iv) social sectors. The World Baals la
department dealing with finance and private sedéwmelopment, headed by a vice president.

42. International Finance Corporation. The IFCprovides investments and advisory services to
build the private sector in developing countrikspromotes sustainable private sector development,
encouraging the growth of productive enterprisas efficient capital markets through a combination
of loan and equity investments and technical aastst IFC forms partnerships with a broad range of
third parties, including foundations and charitabtganizations, connecting them with businesses to
fill critical gaps in such areas as environmentatainability, health, education and rural develeptn

It has around 3 500 staff, half of whom are locatettheir field offices.

43. IFC is the largest organization of its kind. Itswereated in the 1956 with an authorized capital
of US$100 million. Since then, its capital has gnoiw about US$18 billion and its assets to US$61
billion. Its worldwide operations cover almost gvateveloping country. Although a part of the

World Bank Group, IFC has its own independent @raaind governance structure. Until the mid-
1980s, it depended on the World Bank to mobiliraicing for its operations, but since then it has
developed its own treasury function and today Ie &b mobilize funding on its own balance sheet on
almost comparable terms as the World Bank.

44. IFC operates on a commercial basis. It investsusikatly in for-profit projects and charges
market rates for its products and services. Buthatsame time, all its investments must have a
positive developmental impact. IFC employs a grg# instruments to finance private investments,
with the mix of instruments tailor-made to meet #pmecific requirements of the project. These
includes:

(i) Equity: IFC takes equity stakes in private sector congmmand other entities such as
financial institutions, and portfolio and investrhéands in developing countries. IFC is a
long-term investor and usually maintains equityeistiments for a period of 8 to 15 years.
When the time comes to sell, IFC prefers to exiséling its shares through the domestic
stock market in a way that will benefit the entespy often in a public offering. To ensure
the participation of other private investors, thardration generally subscribes to between
5 per cent and 15 per cent of a project's equRE. iis never the largest shareholder in a
project and will normally not hold more than a 35 pent stake.

(i) Loans IFC offers fixed and variable rate loans for @&n account to private sector
projects in developing countries. Most loans amiésl in leading currencies, but local
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currency loangan also be provided. The loans typically haveunités of 7 to 12 years at
origination. Grace periodsnd repayment schedules are determined on a gasasb basis

in accordance with the borrower's cash flow nedfdsvarranted by the project, IFC
provides longer-term loans and longer grace peridme loans have been extended to as
long as 20 years. To ensure the participation beroprivate investors, IFC loans are
usually limited to 25 per cent of the total estiethproject costs for greenfield projects, or,
on an exceptional basis, 35 per cent in small ptejeéFC is willing to extend loans that are
repaid only from the cash flow of the project, witih recourse or with only limited
recourse to the sponsors.

(i) Syndicated Loandn addition to loans on its own account, IFC afocommercial banks
and other financial institutions the chance to lemdFC-financed projects that they might
not otherwise consider. These loans are a keygbdRC's efforts to mobilize additional
private sector financing in developing countridsereby broadening the Corporation's
development impact. Through this mechanism, firgnuistitutions share fully in the
commercial credit risk of projects, while IFC remsthe lender of record.

(iv) Quasi-Equity IFC offers a full range of quasi-equity produetith both debt and equity
characteristics to private sector projects in dgpielg countries. Among other instruments,
IFC provides convertible debt and subordinated lwsestments, which impose a fixed
repayment schedule. It also offers preferred sto#t income note investments, which
require a less rigid repayment schedules. Quastyeduwestments are made available
whenever necessary, to ensure that a project islotunded.

(v) Hedging Products IFC is one of the few organizations prepare@xttend long-maturity
risk management products to clients in emergingkatar The risk management products,
or derivatives, are available to our clients sofelyhedging purposes. By allowing private
sector clients in the emerging markets to accessrtternational derivatives markets in
order to hedge currency, interest rate, or commogitce exposure, IFC enables
companies to enhance their creditworthiness andawveytheir profitability.

45. Besides investment instruments, IFC also providgaificant technical assistance/advisory
services, some associated with its operations Isot@n a free-standing basis, to strengthen private
sector organizations. Funding for these servioases largely from trust funds funded by a varidty o
donors. The magnitude of such assistance has gdoamatically over the last 10 years (US$ 268
million in 2010), and there is some concern absiteffectiveness and whether it is sufficiently
focused on IFC’s core business.

46. Although IFC’s portfolio covers a variety of sed@nd sub-sectors, starting in the early 1990s,
it made agribusiness an area of priority as paitsafommitment to help reduce poverty and improve
peoples’ lives. IFC provides financial and advissgpport to the agribusiness sector along the full
value chain directly to companies and indirectlyotlgh intermediaries (e.g. traders, financial
institutions). As a general rule, IFC finances pot that have the largest demonstrated benefiteto
overall efficiency and competitiveness of the sypghain, and the highest overall contribution to
economic development. IFC's agribusiness investrpertfolio at the end of financial year 2010
(ended June 30, 2010) reached US$ 2.7 billionesgmting more than 125 projects in 51 countries,
and 7 per cent of IFC’s total portfolio. In thel®0financial year, IFC committed US$ 536 millionr fo
agribusiness development, for 40 projects in 2/toes. Over 50 per cent of projects were in low
income countries. Although in the initial years IEGgribusiness portfolio faced problems, the
situation has reversed itself in the past few yedrsre the agribusiness portfolio now performsdrett
than IFC’s overall portfolio (78 per cent satistagtor better on development impact vs. 71 per;cent
and 71 per cent satisfactory or better on finanp@atformance vs. 57 per cent). IFC expects its
agribusiness portfolio to grow further in the comirears.

47. The Inter-American Development Bank (IDB) developed a private sector strategy in 2004
and will develop a revised strategy in 2011. Thénntiarust of the Bank’s private sector strategyois
promote development through the private sectomamgbursue private sector developmpeat se The
two other members of the IDB Group, the Multilatérevestment Fund (MIF) and the Inter-American
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Investment Corporation (IIC), which also target finvate sector, have separate governing autheritie
and capital funding mechanisms, and thus are rigesuto Bank strategies. A significant part of the
IDB’s total lending and non-lending activities atieected towards the private sector and channelled
through two major types of activities: a) privage®r development; and b) private sector operations
Private Sector Development projects are classdgdbans or grants with sovereign guarantees that:
(a) have a direct beneficiary that is a privatedaefirm (e.g., through multi-sector credits, matgh
grants, business development services); (b) offehrtical assistance; or (c) support regulatory,
institutional or administrative reforms that asgisvate sector activity. Private Sector Operatiars
non-sovereign guaranteed operations that: a) peadiicbct loans, guarantees, technical assistartte an
(in the case of IIC and MIF) equity to private sedirms; b) provide indirect funding for privaterhs
through local financial institutions or investméumnds; and c) provide loans and guarantees tcbédigi
state-owned enterprises without a sovereign guegant

48. The IDB has a department headed by a Vice Presidernirivate sector and non-sovereign
guarantee operationshe Vice Presidency coordinates the developmentalidery of private sector
and non-sovereign guaranteed operational programedDB Group, composed of the IDB, IIC and
MIF. It leads the development and implementatibthe Private Sector Integrated Business Plan, as
well as the business plans of each one of the atite® entities, establishing annual strategic
performance goals for each of the private sectonbees of the IDB Group by building alliances with
the Bank’s vice presidencies for countries andstmtors. The department also promotes partnerships
and strategic alliances with the private sectorfdmylitating fundraising efforts and implementing
work programs of those partnerships and allianceseiation to the priorities of the operational
program of the non-sovereign guaranteed areas.

49. Inter-American Investment Corporation. lIC is the private sector arm of the IDB and
operates on very similar lines to IFC, but withoalfs on Latin America and the Caribbean and on
small and medium enterprise development. It wasted in 1985 with a capital base of US$200
million subscribed by 21 countries, and began dmera in 1989. Since then its capital base has
grown to US$759 million owned by some 44 sharehratdentries, the last one to join being China in
20009. Its total asset base has grown to some USilich (2009). Thus, its operations are relatwel
small compared with the IFC. Although a part of 1B, like IFC, IIC has a distinct legal and
corporate structure and its own staff. Howevedepends on IDB for funding.

50. To-date, IIC has provided some US$5 billion of fungdto some 500 projects in Latin America
and the Caribbean and mobilized some US$13 billidntal investments. Its range of instruments are
similar to those of the IFC. Small and medium grises are the focus of IIC investments. It has
progressively reduced its minimum loan size recu@et over the years to reach SMEs and currently
stands at US$100,000, with an average of US$216J00Galso manages several equity investment
funds on behalf of its individual shareholders.

51. As mentioned above, IIC’s main focus is on smalll anedium enterprise development,
irrespective of the sector. Financial servicestheemost significant activity representing 68 pent

of the total portfolio (2009). Agriculture and @mrsiness investments, however, are also significan
with 5.8 per cent of the portfolio, and another 2e8 cent in food, bottling and beverages, and2r3
cent in livestock and poultry. Thus, agricultutgogly chain related investments were a significant
part of the total IIC investments, even though @agdture is not a specific focus of IIC. This perkap
reflect the large number of middle-income countué®re 1IC operates and where food processing is
a growing sector.

52. Besides IIC, IDB also maintains a window — Struetland Corporate Finance (SCF) - to make
loans without sovereign guarantees to private sedctate-owned and mixed capital companies.
Although projects in all sectors are eligible foaihs from this window, in practice its activitieavie
been largely focused on delivering innovative fitiag solutions to its traditional areas of
operations—infrastructure and financial and capmarkets development. It also gives priority to
“green” investments, including financing of biofuplants, implementation of energy efficiency
programs, and financing of industries related t® pinoduction of equipment for the generation of
renewable energy. IDB made some US$919 millionan-sovereign loans to the private sector from
its SCF facility in 2009.
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53. Asian Development Bank (ADB). The Asian Development BankStrategy 2020ssued in
April 2008 includes greater attention to privatetee development and private sector operations, as
one of the 5 main drivers of change. The strategfed for ADB to expand its work with the private
sector to generate greater economic growth in thia And Pacific region. It further noted that ADB
will assume greater—but thoroughly assessed—risks &t as a catalyst for investments that the
private sector might not otherwise be willing tok®aalt will do more to help developing member
countries to attract direct private sector investitadhat support inclusive growth and improve the
environment. To spur market-led growth, ADB plars ihvest in infrastructure and advise
governments on the basics of a business-friendir@mment, including reliable rules, regulations,
and policies that do not disadvantage private segtterprise. ADB’s tools to catalyse change thihoug
greater private investments in developing membeunt@es include direct financing, credit
enhancements, risk mitigation guarantees, and ath@/new financial instruments. These tools are
expected to create value by attracting privatetabpnd deploying business management or technical
expertise to specific sectors and transactions.

54. To manage their activities, the ADB has a Vice iéeg heading the Private Sector and Co-
financing Operations. The private sector operatidggartment is located under this Vice President.
The department handles non-sovereign lending amtmy products for engaging the private sector.
The private sector department catalyses privateesimvents through direct financing, credit
enhancements, and risk mitigation instrumentstdviples direct funding assistance through loans and
equity investments. ADB offers hard currency loand local currency loans. Interest rates and other
terms vary, depending on a company’s or projecteds and risks. When investing directly in an
enterprise, ADB offers financing through equity estments, including direct equity investments in
the form of common shares, preferred stock, or edibles. Equity investments (of no more than 25
per cent) in enterprises, especially financialitagbns, occur before an initial public offeringADB
provides guarantees that can be used to coveicpblitsks, and more comprehensively, both politica
and credit risks. Sovereign lending involving ptevasector entities is done through the operations
complex.

55. Therefore, the ADB does not have a separate orgimizto handle its investments in private
sector. Nevertheless, it has the full range dfrimsents employed by IFC and IIC at its disposal to
support private investments. Total outstandingi$otd private sector is about US$2 billion (2009)
and equity investments of about US$885 million. ADBs elected to focus its private sector
operations almost exclusively on infrastructure dmncial sectors. Although agriculture and
agribusiness projects are eligible for investmeotf ADB, its strategy indicates that these arelyike
to be rare and only in the very low-income cousstrie

56. African Development Bank. The African Development Bank (AfDB) issued Sirategy
Update for its Private SectoDperation in January 2008. The Bank’s vision foivaie sector
development is founded on a conceptual framewoslt timks entrepreneurship, investment, and
economic growth with the Bank’s ultimate goal of/pry alleviation. Given the importance of private
sector development as the engine for poverty-redua@conomic growth, the Bank's strategy
articulates five focal priorities for its intervéms: (i) supporting private enterprises, (ii) sggghening
financial systems, (iii) building competitive ingtaucture, (iv) promoting trade, and (v) improvitng
investment climate. Although the Bank has playedagor role in assisting African governments to
improve their investment climates for over 40 yeédrs only since 1991 that the AfDB has assisted
entrepreneurs by directly financing private secfperations and other transactions without the sppo
of a sovereign guarantee from the host coumtryundertaking private sector operations, the Bank
recognizes that given the enormous financing neétte continent, its primary objective should be t
catalyse other private sector investors by selelstibuilding a portfolio of high-performance prajgc
with strong demonstration effects.

57. The Bank has a Vice President as head of the tnficare, private sector and regional
integration. It manages non-sovereign lending te private sector through a special window
established in 1991 within its infrastructure, ptr sector and regional integration departmente Th
department has a full range of instruments atiggasal, including loans, equity participationsasju
equity investments, guarantees, syndications, wrderg and advisory services. It also extendssin
of credit to private financial institutions for ldimg to export oriented companies and small and
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medium enterprises. The terms and conditionssahitestment are generally along the lines of those
of IFC.

58. AfDB assistance may be considered for private semtojects to establish, expand, diversify
and modernize productive facilities in various sextincluding energy, manufacturing, agribusiness,
tourism, transportation, infrastructure, extractimeustries, as well as in banking and finance and
other service industries, as long as the investimsdogneficial to the economy of the host country.
practice, however, there has not been significamtstment in agriculture and agribusiness through
the private sector window. AfDB non-sovereign irnwesnts in private sector have grown in recent
years and reached about US$1.6 billion in 2009ylith US$215 million was in the form of equity.
As in the case of IFAD, promoting of private sectiorough sovereign lending is done through the
operations/sector departments.

59. USAID. The USAID has long focused on agriculture develept as one of the priority
sectors. It is devoting increasing attention toadeping commodity value chains, including promoting
access to markets, trade and micro-finance pravidieSIAD underlines that to be competitive in
today’s global marketplace, farmers — especiallplsstale farmers — need to be integrated into the
full chain of production, from farm to fork. USAlBcilitates this integration, enabling producerd an
rural industries to better connect with agriculturade and market opportunities. In that context,
USAID promotes the participation of private seaatities to promote growth in the agriculture secto
of developing countries. Unlike the multi-lateraganizations compared in this evaluation, it dogs n
have a specific department dealing with privatémedevelopment or private sector operations. ¢ ha
a dedicated bureau for agriculture, markets ardktra

Key Points
e The private sector is that part of the economy Imictv goods and services are produced and distdbuye
individuals and organizations that are not parthefgovernment. Private sector entities are prigndriven
by profit-making orientation.

e There has been a major change in the developmeadigen:

oThe role of Government has shifted from being digipant in the market to setting and monitoring th
‘rules of the game’.

0 The private sector is increasingly seen as thenengfi growth.

o Public-private partnership is considered importémt provision of investments and complementgry

services to the rural poor.

e It is essential to be cognizant of the fact that firivate sector operators in developing countess
heterogeneous, and different private sector estjlay different roles along the commodity valuaiohin
agriculture and rural development. At the same ti@evernment has an important complementary rolg to
play along the value chain, for example in undeniglagriculture research for developing improveddsg
varieties.

« |FAD’s development approach has evolved in linehwhitis change in the operating context and a nigjofi
its projects now include components which suppotape sector development through promoting market
linkages. IFAD’s Strategic Framework for 2011-20®iich is under development, in particular undedir
the importance of promoting smallholder farmingaagrofitable business, and in this regard recognikae
ever increasing importance for strengthening engage with the private sector.

* In April 2005, IFAD’s Executive Board approved thand'’s first corporate Private Sector Developmerutﬁ
Partnership Strategy, which laid out objectives amaldalities for expanded private sector engagemgnt
Member states reinforced the importance for IFADuidher deepen its engagement with the privatéosef
in the eight replenishment period, in particularsyengthening partnership with other developmeenaies
that support private sector development to stineujmeater investments in the agriculture sector.

e Other multilateral development banks (especialy World Bank Group) have a relatively long traditiof
supporting private sector development in recipiaeimber states. The Banks have dedicated orgamaht|p
structures, departments and a variety of instrusémtfurther their work on private sector developtne
Majority of their lending for private sector devphaent is through non-sovereign loans provided tire¢o
private sector entities.

16



EC 2011/67/W.P.3
[I. THE EVALUATION OBJECTIVES, METHODOLOGY AND PROCESS
A. Background

60. As mentioned earlier, the undertaking of this cosp® level evaluation was decided by the
Board at the time of approving the IFAD privatetsestrategy in 2005. In adopting the report on the
eighth consultation of IFAD’s resources, the GouwggrCouncil (during its session in February 2009)
also agreed to the conduct of this evaluation dy #02010/11.

61. The objectives, methodology, and process of treuetion were discussed with the IFAD
management at the outset of the evaluation. Iriquéat, this was done in the context of developing
the approach papér which includes the evaluation’s objectives, metiiogy and key questions,
process, deliverables, timeliness, communicatiod dissemination activities, human resources
requirements and budgét.

B. Objectives
62. The evaluation had the following four objectives:

(i) assess the relevance and evaluate the implementatidFAD’s 2005 private sector
strategy;

(i) evaluate the emerging results of IFAD-supportedegte designed after the adoption of
the private sector strategy;

(i) assess the evolving approaches, as well as the gubdess good practices, to IFAD’s
private sector development efforts;

(iv) examinethe instruments and experiences of other developarganizations in engaging
the private sector in agriculture and rural develept, with the aim of identifying
lessons that could be pertinent for IFAD; and

(v) generate a series of findings and recommendati@isriight serve as building blocks for
IFAD’s future engagement with the private sector.

C. Methodology and Process

63. Evaluation period. The evaluation focuses mainly on the activitieaficed by IFAD since
2003, which coincides with the decision by Memb&tés during the Sixth Replenishment of IFAD’s
Resources (2002) for the Fund to develop “a styafeg achieving greater involvement of private
sector participants in IFAD programmes”. Particudanphasis was however devoted to the period
following the approval by the Board of the Fundissate sector strategy in April 2005.

64. Building blocks. The evaluation followed the main provisions corgdinin the IFAD

Evaluation Policy (2003j and Evaluation Manual (2008)To achieve its objectives, the evaluation
was based on four mutually reinforcing building dds, which included: (i) a strategy review and
portfolio scan; (i) assessment of results and sex@untry case studies; (iii) a review of selected

12 As per the IFAD Evaluation Policy, each evaluatie started by the preparation of an approach pape

which includes the evaluation’s terms of referefsee appendix 2).

13 The draft approach paper was discussed withFA®Imanagement on 9 April 2010. The final approach

paper, including the comments of the IFAD managemeas issued by IOE on 19 May 2010. The approach
paper is publicly available on the IFAD websiténtip://www.ifad.org/evaluation/private/doc/approgudf.

¥ The evaluation policy was approved by the ExeeutBoard in April 2003, and is available at
http://www.ifad.org/evaluation/policy/new_policyrht
15

The Evaluation Manual was discussed by the Eviamnaommittee in December 2008 and is available at
http://www.ifad.org/evaluation/process_methodolaayéx.htm
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corporate business processes, which looked at R&W Imanages selected internal process, including
skills availability and development, to supportpisvate sector agenda; and (iv) a comparator study
looking at how other institutions are promoting tiieal private sector. The enquiry methods were a
mix of document reviews, interviews and focus gralipcussions with IFAD headquarters and
Executive Board members, as well as with represgasaof governments, private sector actors and
project staff in borrowing countries, and visits delected project activities on the ground. The
objectives and process related to each of thedwaluation building blocks is described in moreadet
below:

() The strategy review and portfolio scan The aim of this building block was to assess the:
(a) relevance of the 2005 private sector stratépgh in terms of the strategy’s goal and
objectives as well as overall design; and (b) thelementation of the main objectives and three
broad lines of actions of the private sector sgyaterough COSOPs and projects approved after
the private sector strategy was approved by thed3dhe latter included a comparison with
projects approved by the Board before the adopmifdhe private sector strategy, to discern the
evolving approaches and attention to private sesd¢welopment in design. Details about the
criteria used to select the COSOPs and projeciswed by the evaluation are contained in
chapter IV.

(i) Assessment of results and country case studig@dnder the building block, the evaluation
compared the results of a selection of projectd winphasis on private sector engagement
approved in 2003-2004 (i.e., before the approvathef private sector strategy), with projects
approved in 2006-2007. The comparison was madegwata found in project status reports
prepared by the Programme Management Departmeet) that IOE has not yet independently
evaluated these projects. More details on ther@ifer selection of the projects and the data
used may be found in Chapter V, which contains dbeesponding analysis related to this
building block. The same chapter includes the rfiattings from the seven countries (Albania,
Ghana, Guatemala, Pakistan, Peru, Sri Lanka anddaga@overed by this evaluation. The main
objective of the country case studies was to géméeasons learned including identifying good
and less-good practices in private sector engagerbased on a review of the COSOPs,
selected projects and interactions with multiplecanintry partners. The case studies also
enabled the evaluators to validate the findings hppgothesis from the evaluation’s first
building block. The evaluation team visited all notes, except Pakistan and Peru. A country
working paper was prepared for each of the sevamtdes covered. The criteria for the
selection of the seven countries and the specidithadology followed in preparing the country
case studies is further discussed in section Disfahapter as well as in chapter V.

(i) Review of corporate business processe3hrough this component, the evaluation
reviewed IFAD’s organizational capabilities and gesses to ensure appropriate engagement
with the private sector. An assessment was madeechdequacy of organizational capabilities
(e.g. in terms of management and human resounaelsiding staff skills, competencies and
incentives, learning and knowledge sharing, ets)well as IFAD’s structure and processes
related to operations (e.g. such as the role ofGbeerning Bodies, quality enhancement and
quality assurance, supervision and implementatigpart, results measurement and reporting,
country presence) for private sector engagemerd. cbiinporate business process review also
covered the mix of instruments available to IFADstgpport private sector development (e.g.,
investment loans, global, regional and country grogrammes, and non-lending activities)
and their adequacy for the purpose. Finally, is thiilding block, the evaluation analysed the
extent to which the main “implementation requiretsérof the private sector strategy were
fulfilled. The findings emerging from the analysisnducted under this building block may be
seen in chapter VI of this evaluation report.

(iv) Comparator study. The fourth building block of the evaluation was iteview the
strategies, policies, instruments and experiengehe private sector engagement of selected
development agencies. The aim of the review wadaiatify lessons that may be suitable — with
due adaptation — to IFAD’s own context and priestiThe study also enabled the evaluators to
identify areas where IFAD was leading and areasravliewas lagging and was helpful in
validating the overall assessment. The study waella based on a review of documents and,
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selectively, discussions with key informants in ttevelopment organizations covered. These
include the International Finance Corporation (IF@)e Inter-American Development Bank

(IDB), the African Development Bank (AfDB), the UWed States Agency for International

Development (USAID), and the World Bank. The cidethat led to the selection of these

organizations in the comparator study as well asfittdings from the analysis may be seen in
Chapter VII.

65. The strategy and its implementation were evaluaisthg the internationally recognised
evaluation criteria of relevance and effectivenéissugh not efficiency (see below)in addition to
the accountability aspects of the evaluation, atgdeal of emphasis has been placed on learning fro
IFAD’s experience in supporting rural private seaevelopment and the report identifies a number
of good practices that merit replication.

66. The efficiencyof the private sector strategy’s implementation hasbeen evaluated. This is
very difficult for any thematic evaluation becaugaghe need to decompose the elements of the costs
and benefits that are attributable to the partictii@me that is being evaluated. For private sector
development, this is somewhat easier in princiglge one can compare a sub-set of projects that ar
entirely focused on support for private sector gegaent with a sub-set that have no such elements in
them. In the case of most private sector developmsdated projects however only projected and not
actual benefits are available at this stage. Orcdisé side, comparisons of the ex-ante data apenals
very useful since IFAD-funded projects are oftesigieed with a standard range of costs for each
beneficiary moved out of poverty. Even ex postisitikely to be extremely challenging to derive
efficiency data since indirect benefits (e.g. tlyloundirect employment creation by enterprises
through the demand they generate for local serymeslikely to be much more important for projects
with a private sector development component.

67. Evaluation phases.The evaluation was organized in four main phasg¢sndeption, during
which the methods and the process were fine-tuhedgvaluation team of consultants was contracted,
and the evaluation’s approach paper was produced tiaen finalized taking into account the
comments of the Core Learning Partnership and ¢imés independent advisers (see paragraph 69
below); (i) desk review and in-house interview gbaincluding a review of documents, and
interviews and focus-group discussions with repregives of the IFAD Management and staff as
well as the Executive Board; (iii) visits to sekldtiFAD-funded projects in five countries; Albania,
Ghana, Guatemala, Sri Lanka and Uganda; and (iWingrof this final report, including the
preparation of the Agreement at Completion Poirth&evaluation.

68. During the draft final report writing phase, IOElidered Power Point presentations to the
President of IFAD in January 2011, and to the Eatadun Committee of the Executive Board and the
core learning partnership in March 2011 on thewatidn’s findings and recommendations. The aim
was to provide the main partners an early oppdstutd express their views on the findings and
recommendations from the evaluation report, as asllprovide any additional information and
insights that could be helpful in finalising theadation.

69. In line with IFAD’s evaluation policy, a core leamg partnershif was established for the

private sector evaluation, with the aim of provglimputs and reviewing key deliverables, including
the approach paper and the draft final report.mtsmbers were also responsible for sharing all
information and documentation with others in thauisions. IOE contracted two senior independent

6 Each of these criteria was rated according to stemdard six-point scale used by IOE: 1 — Highly

Unsatisfactory; 2-Unsatisractory; 3-Moderately Uisfactory; 4-Moderately Satisfactory; 5-Satisfagtcand 6-
Highly Satisfactory.

" Members of the Core Learning Partnership corssisté the Associate Vice-President, Programme
Management Department (PMD); the Chief Developm®imategist; the Director, IOE; all PMD division
directors; the then Director of Innovative Finamginegional economists from the five PMD region@isions;

the Senior Technical Advisors on (i) rural finanesd (ii) value chains and access to markets; #m@Eo8
Portfolio Manager, PMD; the programme officer ire t®ffice of the President and Vice President, setbc
country programme managers, and the lead evalwatdr consultants’ team leader for the private sector
evaluation in IOE.
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adviser&to review the evaluation deliverables and assuf®IManagement and governing bodies of
the quality of the evaluation and its overall psxdsee appendix 7 for their joint report on the
evaluation process and the quality of the finabrfpIn addition, the evaluation underwent anriné
peer review within IOB? The comments of the IFAD management and staff, deeening
partnership, the Evaluation Committee and ExecuBaard members interviewed, the senior
independent advisers and the IOE peer reviewere taen into account in this final evaluation
report.

D. The Framework for the Country Case Studies

70. The main objectives of the country case studiesoutlined in paragraph 64 (ii) above. The
seven country case studies looked at a wide rah@etoal and potential support for rural private
sector development through IFAD-funded operatidi®ge starting point was to look at the country
strategy and programme over time and, specificétlg, operations funded before and subsequent to
the approval of the 2005 private sector strateggndatetely, this involved reviewing both past
operations and more recent activities. For thisppse, and as agreed with the core learning
partnership at the outset of the evaluation, tHe of the rural private sector was categorized as
follows:

(i) The first category is rural on-farm services. Amather issues, here the evaluation will
be looking at the dimension of private sector supfmr small farmers in the form of
research, extension, training, seed multiplicatioput supply, harvesting and on-farm
storage.

(i) The second category is the involvement in valuénctavelopment. Here, the emphasis
is on the link between the farm and the output efatkrough processing, product
certification, off-farm storage, transportationgtihole of supermarkets, etc. This has
become an increasing part of IFAD-funded projectecent years. It is estimated that no
less than 50 per cent of 2008 projects had somegaoemt or aspect relating to value
chain development.

(i)  The third category is rural non-farm enterpriseadepment. The focus here, inter alia, is
on support for enterprise development, skills fragrn- both business and technical, and
venture capital support.

71. In each of these areas, a humber of public andagriinstitutions are engaged in providing
technical, commercial and financial support for theal private sector. In order for the privatetsec

to grow and contribute effectively to rural povergduction, however, a number of key enablers need
to be in place (see figure 4).

. The first of these is thkegal, regulatory and institutional framewofkr private sector
development. The lessons of the past point to éeel fior fair and transparent rules of the
game governing private sector activities. Theseyeafntom broad political and social
stability and effective governance, to land terpnactices, land registration, competition
policy and regulation, property rights and a hoktother factors that determine the
context in which the private sector operates. IFABhgagement in tribal land rights in
India is an important example of its work in thisea Aspects of the institutional
framework also include the effects of taxes anaiitives for private sector engagement
and support for efforts to develop public-privaggtperships.

. Social infrastructureis also an important determinant of the level gnowth of the
private sector. Higher levels of education, bettandards of health and effective

8 They are Robert Picciotto (former Director Gehefahe World Bank’s independent evaluation groapg

currently Visiting Professor, Kings College, Londand Namanga Ngongi (former Deputy Executive Doec
of the WFP, and currently President of the Alliafmea Green Revolution in Africa, AGRA).

% The Director, IOE, and numerous evaluation offogere part of the internal peer review process.
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community structures all contribute to an environtniem which the private sector can
function.

. Physical infrastructuren the rural areas is generally recognized ascassary condition
for private sector development. As farm productsvenop the value chain to local
markets, to processing and to more distant urbdrirdarnational markets, the quality of
physical infrastructure — including water managemeitructures, soil and land
improvement, roads including feeder roads, bridgedlways, power supply, and
communications infrastructure — becomes an inangsisignificant determinant of the
rate of growth of private enterprise. Physical astructure at the farm and community
levels plays an important part of many IFAD-funagetrations.

. Access to rural finances another enabler of the development of the rpriahte sector.
One of the important developments of the past tnthieee decades has been the growth
of rural microfinance and the recognition of theportant role it can play, particularly in
on-farm enterprise development, health and weattserance, and in encouraging off-
farm enterprises such as the establishment oarfisoduction and local services. But
once these enterprises grow, they need accesg twothmercial banking system and to
more sophisticated financial products.

Figure 4. Key Components and Enablers of Private $tor Engagement in IFAD Operations

Enabler 1: Enabler 4:
Legal, regulatory, and
institutional Access to finance
framework
Non-farm
enterprise

development

On-farm private Value chain &
sector services Market linkage

Enabler 2; Enabler 3:
social physical
infrastructure infrastructure

72. An evaluation of IFAD support for rural private sacdevelopment through country case
studies does not need to focus on each of thed#imgdactors. However, it must question whether
IFAD is assessing the context of private sectorefiggment in supporting the components described
in paragraph 71, and whether the absence or weakofeany of the above-mentioned enablers
constitutes binding constraints to effective prvaector development that need to be addressed in
parallel with direct support for the rural entrayear.
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lll. THE RELEVANCE OF IFAD’S PRIVATE SECTOR STRATEGY

A. Assessment of Relevance

73. In line with the definition in the IFAD Evaluatioklanual, the relevance of the private sector
strategy is assessed according to two main dimesis(@ the relevance of the “goal and immediate
objective” (see paragraph 27) of the strategy latian to IFAD’s overarching mandate and the needs
of the rural poor; and (ii) the design of the ®gst, that is, to evaluate the extent to which tineee
lines of action” (see paragraph 27) and “implemiéoarequirements” (see paragraph 28) of the
strategy were appropriate and coherent, in ordachieve the main goal and objectives definedén th
strategy.

74. In particular, some of the questions that the etadn covered to assess the relevance of the
private sector strategy were as follows: was gradd with IFAD’s mission of reducing rural poverty?
Was it timely? Was there ownership of the documgtitin IFAD in the course of preparation? Does
it provide a clear and logical analysis of the ¢ophich builds on the best analysis available at th
time it was produced? Does it propose appropoajectives and the right measures for achieving
these objectives? Does it define monitorable tafjeWas there an effective dialogue and
dissemination process following the completionhef strategy?

B. Relevance of Goal and Objectives

75. To recall, the goal of the private sector stggtis to engage the private sector to bring more
benefits and resources to IFAD'’s target group,rtival poor. The more immediate objective of the
strategy is to increase pro-poor private sectoraifmns and investment in rural areas.

76. The 2005 private sector strategy was the firstngiteby IFAD to articulate its vision for
promoting private sector engagement in rural pgueduction. The goal and immediate objectives of
the private sector strategy are based on a relatoaderent analysis, including an assessmentef th
constraints the private sector faces in rural enves, and a summary of the approaches of other
development organizations to private sector devatog and partnerships. The strategy also correctly
recognises that private sector development andigraitip is not an end in itself, but is one impairta
means to reducing rural poverty through agriculamd rural development. More specifically, IFAD’s
efforts to the development and engagement of theatpr sector in developing countries is aimed
towards ensuring that small, medium or large pevsgctor entities can fill the gap, as and where
needed, to provide incremental and complementayurees, services and knowledge products that
are needed to ultimately improve the lives andiines of the rural poor.

77. For the first time, IFAD proposed a definition ftre private sector to clarify the relevant
stakeholders in the sphere of IFAD operations (s@@agraph 3 above). The evaluation however
concludes that this definition of the rural privatector is too broad-based, as it covers almost all
private sector operators, including those at thallem(rural) end of the private sector continuum
including agro-processors and other rural basedosgintrepreneurs, as well as national, regional and
international operators. It includes private seabperators that are part both of the formal and
informal economy, without clearly recognising thtae “informal” private sector act under very
different circumstances (e.g., in terms labour k&gns, incentives, taxation, etc.) yet provide
essential services and support to the rural Poas compared to the “formal” private sector. The
current IFAD definition in the private sector stigy to be applied in developing COSOPs and
financing projects leaves the door wide open, Miithited strategic approach or guidance on the
requirements and competencies for partnering vinéhdifferent types of private sector actors, who
indeed play quite a diverse role in support ofrtival poor.

2 For example, in terms of providing rural finaraiasources in remote areas, where commercial bafirdes

do not have the required outreach capacities dnaksinucture.
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78. Unfortunately, by taking such a broad and all-engassing definition of private sector as the
target of IFAD activities dilutes what should haleen the essential focus of the private sector
strategy. Since small farmers have always been.cantinue to be, the focus of IFAD, almost any
IFAD-funded activity supporting any part of the walchain can be classified as promoting the private
sector. Indeed, this has been the aim of all IFAPg®rted operations so far. What should have been
new is to consider how IFAD can support privatet@eoperators in the processing, marketing and
distribution parts of the supply chain. These piayere normally small and medium enterprises that
cannot be supported directly by IFAD funding beeaakconstraints of sovereign lendihgvhich as
mentioned earlier, is the main financial instrumawdilable currently to IFAD for its development
efforts. While in principle funding channelled thigh rural finance intermediaries could be used for
financing small and medium enterprises indiredthypractice IFAD has limited the use of most of
such funding to the establishment of micro-entegwiby the rural poor. Faced with this dilemma of
how to kick-start increased activities linking theal poor to small and medium enterprises asqfart
the value chain, some projects have developed ativ@vapproaches such as matching grants to small
and medium enterprises willing to contract with @igrs from the poverty target group or the
establishment of equity funds that can invest irlkiend medium enterprises. In the absence of an
instrument outside sovereign lending, this requihed Governments are willing for project funds to
be passed on in this way.

79. In general, the evaluation concludes that the gadl immediate objective of the strategy are
relevant to IFAD’s mandate, strategic framework aymkrational models. They were relevant to
IFAD’s overarching mandate of reducing rural poyet the time, and continue to be aligned with the
directions in the Fund’s latest Strategy Framework2011-201%% to strengthen partnership with the

private sector in order to create more wealth angleyment in rural areas. Likewise, they were and
remain relevant to the needs of the rural poograater private sector engagement in agricultude an
rural development activities can contribute to ewag productivity, value addition and ultimately

their incomes and nutrition. This is consistenthwihe findings of the recent report issued by the
Evaluation Cooperation Group of the Multilateral viepment Banks (Evaluative Lessons for
Agriculture and Agribusiness, 20%3) which notes,inter-alia, that “market-based private sector

investments can be major drivers of technical ceangagriculture and agribusiness development.

80. The goal statement recognises the critical role ptieate sector can play in enhancing the
welfare and livelihoods of IFAD’s target group (j.the rural poor), whereas the immediate objective
clearly articulates how that would be achieved melg, by seeking ways and means to ensure greater
resource flow from and participation of the privagector to agriculture and rural development
operations that focus on the needs of poor peoptalin rural areas.

81. One of the lessons of the evolving context of agnice and rural development is the
recognition that private sector development islyike be a necessary condition for reducing rural
poverty in most of the countries in which IFAD iopiding support. It is equally evident howeverttha
private sector engagement is not a sufficient a@rdfor rural poverty reduction and that a largetp

of IFAD’s role will be to ensure that private sactievelopment is pro-poor. This issue is thoroughly
discussed in the strategy document, and its infpica are looked at in a number of areas, but this
review is not followed through into the documerittisee lines of action (policy dialogue, investments
and partnerships). For example, questions suchAR’'$ role in promoting corporate social

2L As noted earlier, IFAD loans are provided to seign governments, who provide the guarantee for

repayments of the loan to the Fund.

22 Which, as mentioned before, will be presentetthéoBoard for approval in May 2011.

% This report, launched in Washington, D.C. in dagw2011, synthesises recent work by the independen

evaluation outfits of the Evaluation Cooperationo®r and incorporates lessons from related reseaych
multilateral development banks and from the acadditerature on agriculture and agribusiness.
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responsibility?, fair trade practices (as mentioned above), appating more competitive markets,
are not treated specifically in the strategy.

82. The evaluation analysed the extent to which theapsi sector strategy was consistent with key
corporate policies and strategies that had beepteddyy 2005. The main purpose for doing so was to
assess the coherence of policy directives providadanagers and staff within the Fund and others
involved in designing, implementing and assessiA-supported operations. The evaluation found
that the strategy has some discussion of othetF&l) corporate policies and strategies that hachbee
prepared by that time, such as the Strategic Framievior 2002-2006 and the Innovation
Mainstreaming Initiative (2004). While no-one wowdtgue that every strategy document that IFAD
produces needs to systematically discuss and facadl other corporate policy documents regardless
of how remote the subject matter is from the tapider review, it is somewhat surprising that soffne o
the key policies and strategies of direct relevandée private sector such as the Rural FinanéieyPo
(20005°, Rural Enterprise Policy (2003), and the GranticPd2003)2° are not mentioned in the
document. Also, IFAD had adopted a Gender Planatfofs in April 2003, but there is just a passing
reference in the private sector strategy to thearhpn employment of youth and women. Perhaps at
the time the decision not to discuss gender issudspth was understandable from the perspective of
maintaining the focus of the document, but overtiih has become clear that the issue of women’s
involvement in the value chain is an important @hat merits careful consideration. Finally, the
strategy should have looked at some of the potethiia diligence issues that could arise in areas th
are now identified as part of the corporate soaaponsibility framework, such as for example, fair
trade practices, environment, resettlement, arld tbour.

C. Relevance of Design

83. TimelinessThe strategy came at the end of a cycle of intereabws and shifts in emphasis

among the IFIs recognising the increasing impogan€t market linkages and the potential for
enhanced private sector development in the rucbsdt caught the beginning of an upward trend in
agricultural prices and the wave of interest inpooate social responsibility, fair trade pricingdan

organic farming.

84. It could however be argued that IFAD ought to heegeloped the strategy earlier, given that
the critical role of the private sector in promgtismallholder agriculture in developing countri@sl h
long been recognised well before 2003, when thekvaor preparing the strategy began. As one
example, already in the late 1980s and 1990s,hhee f private sector in capital formation in ki
agriculture was approximately three times more ttrenpublic sectéf. For close to two decades,
numerous private sector entities in the countre likata, Mahindra and PepsiCo (which started
contract farming in India in 1989) have been adyiwevolved in providing a range of services along
the value chain to the rural poor, including farquigment leasing, provisions of seeds, pesticides a
fertilizers, facilitating access to information dmgh magazines and journals, as well as output
marketing services.

85. Ownership of the preparation procesehe strategy document was subject to the standard
internal review process with discussion of the tdrah the Operational Policy and Strategy
Committee. The preparation was initially carried onder the responsibility of the then External
Affairs Department, including some consultationhMR@MD staff. In the middle of the process, as a

24 Corporate Social Responsibility is the continuingmmitment by business to behave ethically and

contribute to economic development while improvthg quality of life of the workforce and their fdies as
well as of the local community and society at larye the private sector, the goal of corporate a&oci
responsibility is to embrace responsibility for t@mmpany's actions and encourage a positive intpeatigh its
activities on the environment, consumers, emplgyeesimunities, stakeholdeesd all other members of the

public sphere

25

IFAD has since prepared a revised Rural Finamtie\r which was approved by the Board in 2009.
A revised grants policy has since been produgdéAD and approved by the Board in December 2009.

2’ See Private Sector Participation in Indian Agtiotd: An Overview in Business Environment, datety Ju
2005.
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consequence of what was seen as slow and unstiisfgmogress in preparing the strategy, the
Regional Economist in the Near East, North Africel &urope Division in PMD, which had been
prominent in undertaking some of IFAD’s pioneeliaties in support of private sector development,
was designated as the lead author of the docufibate was no structured peer review process within
IFAD and no external reviewers were asked to goarmments on the draft document. There was also
little or no participation with borrowing countries civil society in the formulation of the strajedt

is difficult to avoid a sense that the document wapared to respond to the needs of a replenigshmen
process and the concerns of some of the major dprather than as a way of achieving an internal
commitment to enhance private sector engagemeritoPthe explanation for the latter is because of
the prevailing ideological climate within many paxf the organization at the time, which did not
entirely favour working with the for-profit privateector. In sum, the evaluation concludes thakther
was limited ownership in the design of the privsgetor strategy across the institutions, whicliaat,
would turn out to be one of the major limitationgidg its implementation.

86. Design logic.The main components and broad approaches defindteistrategy to meet its
goal and immediate objective are well judged. Thastil a set of “guiding principles” for IFAD’s
work on private sector engagement includimger-alia, focusing on IFAD’s comparative advantage
and mandate, drawing upon the Strategic Framewwaiadble at the time, building on IFAD’s
catalytic role, and working within the existing dimcial, staff and administrative resources avaglabl

87. The *“three broad lines of action”, namely: (i) pgli dialogue for local private sector
development; (i) investment operations to supptotal private sector development; and
(i) partnerships with the private sector in ordedeverage additional investments and knowledge f
rural areas, reflect the balance between investiamgthtnon-lending activities such as policy dialogue
and partnerships that are essential for IFAD tthiurits private sector agenda. However, one could
argue that the emphasis on policy dialogue andheeships as two of the three broad lines of action
could be considered too ambitious in the IFAD critespecially given that at the time the Fund’'s
capacities and experiences in undertaking poliajodue and promoting partnership development and
management were not sufficient (and, in fact, teuation concludes these areas are still in néed o
further development — this will be discussed latethe report). One concrete example of an over
ambitious planned action was for the Fund to gestlired in policy dialogue on international trade
issues that affect developing countries (e.g., sischn non-tariff barriers and agricultural sulesdin
member countries of the OECD).

88. The strategy included a set of coherent “implementarequirements” — see paragraph 28 —
which included: mainstreaming the strategy into IFAperations; development of guidelines, staff
training and staff realignment; measuring resuitd anpact; and capturing, reporting and sharing
lessons learned. The results framework includingkég performance indicators is however the
weakest part of the private sector strategy. It added on the insistence of the Board and shows
evidence of hasty preparation. The outcome indisdtave little meaning in the short, three yeaetim
frame (2005-2008) that was defined for the strategyplementation. There is no baseline and few
targets against which to compare them, so that dveay the employment impact of IFAD-funded
projects could be measured in the short term, theseno way to assess whether this was a positive
achievement relative to the past or not.

89. One lacuna is that the strategy not define an gp@ate incentives and accountability
framework for IFAD human resources management teuren the appropriate and timely
implementation of the strategy. A similar findingshalso emerged in recent evaluations of other
corporate policies and strategies (e.g., ruralniiea innovation and gender, respectively). This is
therefore a systemic issue — which is not spetifithe private sector strategy - that needs to be
addressed across the board. The evaluation alstiapge whether it was appropriate that “an IFAD
staff member in PMD will be appointed as focal pdior the private sector”. A major corporate
strategy of this nature would have warranted a negrobthe IFAD senior management to champion
its implementation. Further analysis of the strgtedimplementation requirements” and other key
corporate business processes is contained in Ghépvé the evaluation report.

90. The strategy contained little in terms of roll-oatpart from provisions for training and
development of guidelines/tool kit. In fact, follow the discussion of the strategy in the Boardteh
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seems to have been no further dissemination ofitleement within IFAD or with consultants and
partners in-country (other than posting it on thebyv It does not appear to have been used indhe fi

or in discussions with other IFIs or with Governtserespite the emphasis it places on partnerships.
Most notably the private sector itself was compjetdsent from the process. Similar findings also
featured in evaluations of other corporate policied strategies (see previous paragraph).

D. Overall Assessment

91. The most important lesson from the private sedtateyyy preparation and processing is the key
role of ownership of policy documents within IFADL some idealised sense, strategies like this are
supposed to be demand-driven from within an instity reflecting a genuine concern and interest
among management and staff in pulling togetherttiheads of theory and practice on a particular
topic into a coherent institutional approach. la thal world the motivation for strategies is dseer
from donors, the Board, borrowers, individual masrag etc. Regardless of the motivation for the
private sector strategy, it should have been olsvaiuthe time that it related to an important topic
which was highly relevant for IFAD operations. Tlaet that it was written at the behest of major
donors is no excuse for the lack of managerial omnd the failure to use it effectively in internal
discussions and discussions with borrowing membenties.

92. Based on the evaluation’s composite analysis atimysaaccording to the different dimensions
analyzed in sections B and C of this chapter, therall relevance of the private sector strategy is
considered moderately satisfactory. This overalinga reflects the view that — with some
qualifications - on balance the goal and objectagalytic work underpinning the strategy, and the
three lines of action were in general satisfactbigwever, this is offset by moderately unsatisfacto
or unsatisfactory assessments in the followingsareanership across the organization, quality ef th
results framework, coherence with other IFAD cogperpolicies and strategies, provisions for an
accountability and incentives framework, as well dissemination of the strategy among staff,
consultants, borrowers, and others.

Key Points
* The relevance of IFAD’s 2005 private sector strtisgconsidered on balance moderately satisfactpry
by the evaluation.

e The strategy articulated IFAD’s goal and immedialgective of strengthening partnership with tfje
private sector, which in the last decade or solayipg an ever increasing role in rural poverty
reduction in borrowing countries. It recognisect fhdvate sector development is a means to redudging
rural poverty and not an end in itself.

» The strengths of the private sector strategy lighénfact that it is broadly aligned to IFAD’s mnims of
rural poverty reduction, it is of generally goodabytic quality, and for the most part the broac$irof
action proposed are sound and appropriate.

* The strategy included for the first time an IFADesfic definition for the private sector. Howevére
evaluation concludes that the definition adopte@®5 was too broad-based. It covered almostj|all
private sector operators including those at thellem@ural) end of the private sector continuuncisu
as agro-processors and other rural based micremetieurs, as well as national, regional and
international entities.

e Some of the main weaknesses are the lack of owipdogithe management and staff of the institutign,
the poor quality of the results framework, the ngethink through more carefully the coherence wjth
IFAD’s other policies and strategies, the lack of appropriate accountability and incentivgs
framework, and the failure to disseminate the sgwtand use it as a basis for dialogue on issues of
private sector development.
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IV. THE IMPLEMENTATION OF THE PRIVATE SECTOR STRATEGY
A. Objectives and Approach

93. This evaluation cannot assess dfilectiveness - in strict accordance with the definition of this
evaluation criterion - of the private sector stggteThis is because all the COSOPs and projects
designed after the approval of the private sedrateyy have been ongoing for at most 3 to 4 years
only, out of an average period of implementatiomafre or less eight years for IFAD-funded projects
globally. However, in the next chapter (V), the legsion report includes an appreciation of the
emerging results of the projects approved afteptiveate sector strategy based on the self-evalnati
system maintained by the IFAD management.

94. The prime aim of this chapter is to analyse howlwhd private sector strategy has been
implemented through COSOPs and projects that weveldped by the Fund following the approval

of the strategy. The implementation of the privegetor strategy has been assessed according to the
three broad lines of action of the strategy, whieh: (i) policy dialogue for local private sector
development; (ii) investment operations to supptotal private sector development; and
(i) partnerships with the private sector in ordedeverage additional investments and knowledge f
rural areas. In particular, the evaluation has énxaththe extent to which the selected new COSOPs
and projects (see paragraph 95) have satisfiethtbetions laid out for each of the three broa@din

of actions of the strategy (see paragraph 27 ab&¥rts have been made to assess the achievements
against those indicators in the private sectortegjsaresults framework that have been explicitly
monitored by the IFAD Management. Finally, this ptest also contains an analysis of whether the
four main “implementation requirements” (see paapr28 above) of the private sector strategy have
been fulfilled.

95. The assessment was based on a review of twenty €©8ansidered by the Board between
2007 and 2010. This includes the four most recedSOPs produced by each of the five PMD
regional divisions in that period. The analysioatsitailed a review of all 33 new projects approved
by the Board in 2009. The year 2009 was selectadigasnost recent full year’'s lending programme
preceding this evaluation. It allows for adequateetafter the completion of the 2005 private sector
strategy to have enabled the Fund to fully integtht provisions of the strategy into the design of
investment operations as well as benefit from tmthér evolution of approaches and thinking in
relation to private sector development in agriaetand rural developméntin order to do a ‘before
and after’ analysis of the evolving approaches emghasis to private sector development in IFAD
investment operations, the evaluation team als@ewed all 25 projects approved by the Board in
2004, the year before the private sector stratesy approved by the Board. The full list of docuraent
reviewed by the evaluation team to assess the mgileation of the private sector strategy may be
seen in appendix 3.

B. Policy Dialogue

96. The private sector strategy notes that all new CBsS®ill review the appropriate policy and
institutional environment for local private secttmvelopment. The new COSOPs will also incorporate
the Fund's strategy to engage in policy dialogugh warious stakeholders, including the government,
in order to promote local private sector developmEarthermore, all COSOP consultation processes
will involve the relevant representatives from tlpeivate sector (e.g. farmers’ associations,
agribusiness firms, private microfinance instita8mr commercial banks working in rural areashy In
few targeted countries where there is willingnesste part of the government, policy dialogue to

%8 Effectiveness is a measure of the “extent to Wihie development intervention’s objectives wergieed,

or are expected to be achieved, taking into accinait relative importance”.

2 Normally, it takes around 12-18 months from ttetsof project design to Board approval. Hences oan

argue that projects presented to the Board in 20@WB could also have been included in the sampartrom
the reasons outlined in paragraph 95 for only rewig projects approved in 2009, one further ratierfar
excluding projects approved in 2007-2008 is thaiSzantly enhanced level of effort and resourdas twould
have entailed, as the evaluation team would hagedeeview around further 60 project design docutsie
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support the local private sector will be includedaaspecific country programme activity. Finally, a
the global level, the strategy states that IFAD wehtinue to use global policy forums to highlighe
concerns of developing country producers and reisfdahe call for levelling the playing field in
international trade.

97. At the country level. The evaluation found that around half of the CES@eviewed (11 out
of 20) included a systematic examination of theiggobnd institutional environment. Two good
practice example COSOPs were the one for Bururdfi§Rand Malawi (2009). The Burundi COSOP
provided a dedicated review on the enabling enwremt for local private sector development, and
highlighted the challenges faced by the privataaedt further noted that the private sector was h
hard by the conflict and embargo; and was hampéseghoor access to financing, cumbersome
administrative procedures, heavy taxation, coramptnd insecurity, a poor road system and weak
management capacity. In rural areas, the developaienicro and small enterprises faced problems
of lack of supporting infrastructure and technishlills, illiteracy and limited purchasing power. In
addition, the COSOP concluded that the agricultpadicy framework did not address issues relating
to profitability, and improving small producers’ass to markets and land.

98. On the other hand, the Malawi COSOP highlightedrtbeessity of involving the private sector

in enhancing the input and produce markets. Iteneed the key constraints for private sector
development, including weak market infrastructuhégh transportation costs, lack of market

information, limited capacity and skills in storaged processing, and weak rural financial services.
The COSOP noted that the inadequate involvemenhefprivate sector in service delivery was a
lesson learned from past operations, and thatibigd be reflected in the operations funded by IFAD
in the future. It also expressed concern aboutatiréculture input subsidy programme, which was
driving private sector input suppliers out of tharket.

99. Only 6 out of the 20 COSOPs defined a clear agdada&arrying out policy dialogue with
Government and other stakeholders on private seeteelopment issues. It is noteworthy that those
COSOPs which made the greatest efforts to levepadiey dialogue in support of private sector
development were in countries where the privatéosdtas not traditionally play a major role in the
national economy, but where the COSOP identifidostntial potential in strengthening that role,
such as Afghanistan, Malawi and Viet N&hin the Afghanistan COSOP, the dialogue agenda was
focused on supporting private sector-led agro-bassedrprises and shaping microfinance policies.
The Viet Nam COSOP indicated that IFAD would worithapublic and private partners in promoting
private investment in upland areas and pro-pooketdinkages. And in the Malawi COSOP (2009),
among other issues, the country strategy was dasigm build an enabling environment that would
attract private investment, and develop a collaib@aapproach between private and public sector.
Based on the analysis, the evaluation concluddsatitdear agenda on policy dialogue is not a very
strong point in the COSOPs reviewed. The evaluatioes however recognise that policy dialogue
also takes place within the context of the desigiplementation and completion of IFAD-funded
projects, which is covered in the next chapteri@ndountry case studies.

100. Around half the COSOPs reviewed (9 out of 20) pitedi evidence of involvement of private
sector representatives in the consultation proteading up to the development of the country
strategy’. While the documents may understate the degreenwflvement of private sector
representatives in practice, it is telling that tsudtle weight was attached to private sector
consultation that it was not put on the record. rEwdere consultation with the private sector was
mentioned, there is in most cases just a gendelerece and no citing of any specific private secto
partner, other than ‘farmers’ organizations’. Theod practice examples of involving the private
sector in consultations are Malawi (2009) and tieenidican Republic (2018) The Malawi COSOP

% |n addition to the 20 COSOPs reviewed, anothangle in this respect is the Bolivia COSOP. TheiBal
COSOP speaks about establishing a market for thegiwn of assistance for the rural poor.

31 Each results-based COSOP is required to includeagpendix documenting the consultation process

followed.

%2 |n addition to the 20 COSOPs reviewed, anothamepte in this respect is the Guatemala COSOP. The
Guatemala COSOP included consultations with sgciedisponsible private sector entities, which helped
undertake sector diagnostics to ensure better stoenarkets and promote farmers competitiveness.
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consultation process involved private sector pastnguch as Africa Invest, among many others, and
the country programme management team includeatprsector partners as well. At the operational
level, engaging the private sector in project desigs considered a key mitigation measure in #ie ri
management framework of the COSOP, and the COS@Poged that the private sector be
represented on all project Steering Committeeshéncase of the Dominican Republic COSOP, the
private sector was highlighted as key partner atoua levels in operations, and three private
entities/associations (Junta Agroempresarial Doaima, Consejo Nacional de la Empresa Privada,
and Asociacio de Jovene Empresarios) were compsefedy involved in the COSOP consultation
process.

101. There appears to be a ‘disconnect’ between theiperrole implicitly given to private sector
development in the investment project proposaldatoed in COSOPSs, as compared to the coverage,
strategy, and consultation with the private sesttiected in the COSOPs (e.g., in the sectionstéelvo
to country context, partnerships and policy linkgg&ll the COSOPs reviewed indicate that part of
the upcoming investment projects will be directedvalue chain and marketing development, rural
enterprise development and rural finance, whicliregational and/or local private sector partriers
project design and implementation. Yet, the unetveatment of private sector issues in COSOPs
suggests that these interventions are being taepportunistically and not integrated into a beyad
strategy of support for rural private sector depaient. The Burundi, Guatemala, Malawi and
Dominican Republic COSOPs represent good practideshould be used as models for treatment of
private sector development in future COSOPs.

102. At the global level. The private sector strategy also refers to the heeliFAD to intervene at
the global level to seek reduced protection anceased access of small farmers to markets in OECD
countries. This is extremely important. In face 011 report of the Evaluation Cooperation Group
on Evaluative Lessons for Agriculture and Agribesie notes that “some exports — often those of
promising non-traditional items such as horticidtproducts and high-value fish — run into non-tarif
barriers, such as very demanding sanitary and phtjtary regulations. Agro-industries in Africa
considering exports run into tariff escalation eagessed goods whereby there may be free access for
unprocessed produce, but tariffs rise rapidly veitty additional processing'. It concludes by saying
that “non-reciprocal trade have also harmed Afriagriculture, as farmers often cannot compete with
imports of subsidized cereals and meats”. The jewdluation by IFAD and AfDB (2009) on
agriculture and rural development in Africa come$hie same conclusion.

103. While the attention in the private sector stratégythe need for promoting global policy
dialogue on trade issues is appropriate, andusésul to put the issue on record, the strategy toe

far in implying that this is an area in which IFADInterventions were likely to have an impact. As
mentioned earlier, the evaluation considers thiset@n example of an action proposed in the styateg
that was overly ambitious, especially in light dktFund’'s capabilities. That the authors’ of the
strategy were probably fully aware that this wagedy rhetorical rather than an actual elementief t
strategy, is clear from the fact that no mechanifmshis were discussed and no monitorable actions
are proposed in the strategy document.

104. Having said that, in recent years, the Fund hase@singly recognised the importance of
contributing to the global debate on internatiomatle, in order to promote a level playing field to
enable the rural poor smallholder farmers to aceceg®nal and international markets. The joint
evaluation by IFAD and the AfDB on agriculture angral development (2009) underlined the
importance of this issue for African smallholdemfers. IFAD’s 2011 Rural Poverty Report, which is
an important instrument for engaging in policy d@le in global and regional fora, has ample
coverage of the opportunities and constraints fadogdsmallholders as a result of the distorted
international trade regime. The President of IFABs hhimself advocated for a better trade
environment that allows the participation of smaldter farmers in several of his statements to key
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international agriculture platforrisin the last couple of years including at the 20drld Economic
Forum in Davo¥.

105. Overall assessment. Half of the COSOPs included a review of the coustryolicy and
institutional environment for private sector deyetent; merely a quarter contain a clear agenda for
policy dialogue on private sector issues; and #@tfumented consultations with private sector estiti

in the development of the COSOP. On another istere is evidence of increasing attention to
advocating for a better international trade reganthe global and regional levels in recent yeaven
though this element was not sufficiently built itkee private sector strategy itself and is notbaihg
actively pursued by the Fund especially at the trguavel.

106. All in all, therefore, the evaluation concludestttiee implementation of the first broad line of
action in the private sector strategy olicy dialogue for local private sector developrinkas been
moderately satisfactory.

C. Investment Operations

107. Background. The private sector strategy’s second broad lineacfion is to enhance
“investment operations to support local privatesedevelopment”.

108. Approach. In order to assess the extent to which the progmtsoved after the adoption of the
2005 strategy pay attention to private sector eewgemt, the evaluation developed a model with seven
categories against which to assess the projedeswesd. The model (see table 1) begins by defining a
‘traditional’ integrated rural development model exigagement, which supports income generating
activities within a holistic community-based devmient framework. The model then develops a
private sector development approach in which srokllrs are provided with the services, skills,
organizational structures and financial serviceguired to enable them to access markets more
effectively and in some cases the model builds rfammeal linkages with the private sector and works
backward from those linkages to identify the suppgractivities required to make them sustainable.

% For example, see President’s statement to theaB@onference on Food Security, Agriculture anidn@te

Change in The Hague in November 2010 and to thér€éor Strategic and International Studies in Wiagton
D.C. in April 2010.

% The President had co-chaired a lunch sessionebimtér-linkages between Agriculture-Nutrition-Heaain his
capacity as chair of the World Economic Forum’slialoAgenda Council on Agriculture.
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Table 1. A Dynamic Model of IFAD’s Integrated Rural Development and Private Sector
Development Approaches

Category The Integrated Rural | The Private Sector Developmen
Development Approach Approach

1. Raising Productivity | Support public research ar Demand-driven approaches which allow
extension services, sem farmers’ groups to contract with
government bodies or NGOs | government, NGOs or private service

support farmers with seeds, inpu
advice, etc.

providers for support services and

formal links with large and medium-scale

processors or traders that may sup
planting materials, inputs and advisq
services.

or

ply
ry

2. Market Linkages

Development of farmers’ o
producers’ groups to strengtheni
bargaining capacity and create sc
economies in marketing.

Bottom up approaches using farmers

groups or private service providers

to

broker supply contracts with traders and
processors or direct contract arrangements

with large and medium-scale processorg

or

traders with guaranteed off-take at agreed

quality and prices.

3. Non-farm Enterpriseq

Support for development ¢
artisanal and small retail activitig

Use of service providers to link smal

producers to commercial banks and ry

ral

for the local market througl| finance institutions and provide training |n
technical training and micrg business and marketing skills, and to link
finance mechanisms. producers with large and medium-scale

processors or traders to market productipn.

4. Policies, institutions,

Discussions with governments

COSOP coverage of PSD environment as a

regulations. the context of projects on issuf basis for policy dialogue including private

directly related to the projects. sector representatives and use of non-
lending activities to develop understanding
of PSD environment and promote
dialogue.

5. Social Capital Support for empowerment throug Service providers are contracted to help
formation of groups of rural pod develop farmer and producers groups and
and building of apex institutiong provide training in business and marketing
Training in group management. | skills. Producer groups invest |n

enterprises and are supported with
management and  training skillss.
Specialised training is provided where
needed.

6. Physical CDD approach: communit| Private contractors are used to rehabilitate

Infrastructure identifies  infrastructure  need{ or build and maintain the infrastructure
public construction; communit] that has been identified. Physiqgal
provides labour and maintains tl infrastructure is not community-driven, but
structures. designed to lower costs of access |to

markets in most promising areas.

7. Rural Finance Community groups engage Service providers link farmers and
savings and credit activities fq entrepreneurs to banks or specialized
members and MFIs provide suppq institutions for larger loans than MFIs can
for small agricultural and artisan{ provide. Rural financial institutions make
activities. available a full range of financial services

including micro-insurance and advice on

financial management

109. All 33 new projects approved in 2009 were revieweblased on their design only - to assess
their compliance with the 2005 private sector sfyat Moreover, all 25 projects approved in 2004
(before the adoption of the private sector stragteggre also analyzed to assess their emphasis to
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private sector developmefit.In addition to the seven categories in the modele (table 1),
partnerships with the private sector were alsouatatl. Only those partnerships which envision the
private sector providing finance to support theeohiyes of the project are regarded as compliant. |
one case, the India Convergence of Agriculturaérientions in Maharashtra’s Distressed Districts
Programme, this financing partnership was expldtthe Sir Ratan Tata Trust provided US$16
million in co-financing towards total project casta all other cases, a judgement was made as to
whether the design of the project was likely toamage private sector funding in the course of
implementation.

110. In addition to the above analysis, the evaluatiosyzed the 33 project design documents from
2009 against five easily quantifiable indicatorkated to “investment operations” contained in the
private sector results framework (see tablé® ®ne of the five indicators (“at least 15 per ceht
IFAD projects will cofinance with or will generateomplementary investments with the private
sector”) falls under the “partnership” section Ire tresults framework. However, given its project-
orientation, it has been reported in this sectibthe evaluation as well. Finally, the evaluatidsoa
explores some of the issues relating to the treatrok IFAD’s three corporate strategic objectives
related to gend&tin the context of enhancing private sector engaggm

111. Results.Table 2 below shows the results of the analysith@fentire cohort of project designs
reviewed. There is of course no yardstick as to hawh of the portfolio should meet private sector
development objectives. A number of projects forareple were mainly directed at better
environmental management or empowerment of womdrirédoal people groups. Therefore, they have
not been rated. For this reason, the evaluatioasgiore attention to differences between the 2004
and 2009 portfolios reviewed. By looking at tabjdl analysis shows that 70 per cent of the pt®jec
approved in 2009 were fully or partially compliamth the private sector strategy, as compared to 60
per cent of the projects approved in 2004. Usinguadysis with greater weight to projects that were
rated fully compliant, as compared to those pdytiabmpliant, there is a 25 per cent increase in
compliance in the post-strategy period compared e earlier periotf Perhaps much more
striking however, was the sharp increase in prsjéwt were judged to be in full compliance, from 1
in the 2004 cohort to 7 in 2009, as well as thaificant increase in projects (from 8 to 17) deglin
with the promotion of market linkages, which usydiave a significant involvement of the private
sector.

% This evaluation did not use the usual six poitintascale adopted by IOE, as it was difficult iweftune

the distinctions between projects that were comeitidraditional, enhanced or advanced in theirttneat of
private sector development. Therefore, for thidwation, a four point rating scale was used: 0, 3/2, and 5/6.
Projects that consisted entirely of traditionaliattes were rated as 0, that is, ‘not compliantthathe private
sector strategy. Projects that mostly included iticathl features, with one or two characteristiceni the
enhanced or advanced approach to private sectalapeuent, were rated as 1/2 (‘minimum compliance’).
Projects rated as 3/4 were those pretty evenlynbath They took a traditional approach to develagnbeit
included several features from the enhanced/addaapproach to private sector development. Thesgqis
were considered as ‘partly compliant’. Projectedadis 5/6 had no traditional feature and wereyfatimpliant’
with the enhanced/advanced approaches to privatersgevelopment.

% The private sector strategy results frameworKuihes a total of 16 key performance indicators. The

evaluation provides its assessment on the qudlityeoresults framework in chapter VI of the report

%" These are: (i) expanding women'’s access to agégtenhancing their role in decision making inding

their representation in local level institutionagd(iii) improving women’s well-being and easingithworkload
by facilitating access to basic rural services iastlitutions.

% The figure is based on the average rating ofpiefolio i.e. the weighted index of compliance i

assigns higher weight to full compliance than padompliance.
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Table 2. The Treatment of Private Sector Developmm in IFAD Investment Operations:
Comparison between Projects Designed in 2004 and@)

2004 2009

Number Percentage Number Percentage
Projects reviewed 25 100 33 100
Fully compliant with private 1 4 7 22
sector strategy
Partially compliant 14 56 16 48
Not compliant or unrelated t 10 40 10 30
private sector development
Attention in project design to:
1. Productivity 6 24 11 33
2. Market linkages 8 32 17 52
3. Non-farm enterprises 9 36 6 18
4. Legal and regulatory reform 4 16 8 24
5. Social capital 14 56 16 48
6. Physical infrastructure 5 20 7 21
7. Rural finance 13 52 8 24
Partnerships 7 28 7 21

112. An analysis was also undertaken of those compor@éngsojects that introduced private sector
development approaches using the model developethdyevaluation. Not surprisingly the most
significant increase has been in market linkageadue chain projects, which promote better links
between smallholders and larger regional, nationahternational markets. By contrast, there appear
to have been less interest in the developmentfedfoh rural enterprises to serve the larger market
The focus in the value chains has mainly been oicwdture and livestock. The analysis shows much
greater focus on policy, legal, regulatory andiingonal issues in the 2009 portfolio, as compateed
the projects approved in 2004. A notable featutbesdecline in the number of rural finance adesit
that were viewed as compliant with the strategyis Thay be the inverse of the expansion of market
linkages. That is, as projects are designed wigatgr attention to market linkages, there seerbs
tendency to take the existing rural finance sysésna given and use it to channel funds, rather than
defining a systemic project component that has ativjes related to increasing rural financial
intermediation.

113. As indicated in table 2, in 2004 only one projda.( the Armenia Rural Areas Development
Programme) met the criteria for full compliancehwihe private sector strategy. In 2009 however,
seven projects were judged to be in full compliarioeated in Benin, Burkina Faso, Dominican
Republic, Mauritania, Nepal, Sri Lanka, and Zam@ihe expectation might have been that middle
income countries were more likely to appear onligte but, consistent with the discussion on the
COSOPs in paragraphs 97-101, the list suggeststtisatnore often in those countries where there is
both weak public sector capacity and limited madatess by smallholders where Governments see
the greatest pay-off to private sector engagem&asven projects approved in 2009 in the
aforementioned countries may be considered ashiladBAD-financed operations for their attention
to private sector development. Box 1 contains gtseirom the President’s Reports of each of these
projects outlining their objectives and main matidi for engaging with the private sector.

114. As mentioned previously, in addition to the abowelgsis, the evaluation made an assessment
of five key performance indicators in the privageter strategy’s results framework, which contain a

gquantitative target and therefore can be moreyeasfiessed (see table 3). The analysis was balsed on
on the 33 projects approved in 2009 and did ndudecthe projects approved in 2004 reviewed by the
evaluation as they were designed before the prisat#or strategy was introduced. The analysis

reveals that the targets were exceeded in thrélgedbur cases, for which data/information was easy
to extract. This achievement merits to be commended
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Table 3. Achievement Against Selected Key Performae Indicators in Results Framework of
the Private Sector Strategy
Key performance indicator Achievement

1. 20-25 per cent of all new IFAD projects stremgththe
business capacities and skills of targeted rurar por their 48 per cent
organizations

2. In new projects with a component for agricultu
production and related advisory services, 25-50 qeet of 35 per cent
such services would be delivered by private sgmtovider

3. In new projects with a rural financial servicengponent,
50-75 per cent of the rural financial institutioegpported, Not clearly discernable from the review

strengthened or scaled up will be private sectstitirtions of documents.
4. 20-25 per cent of all projects will link sma#riners with
private markets or intermediaries including cortriEming 58 per cent

initiatives or will support the development of SMEs

5. At least 15 per cent of IFAD projects will cadimce with or
will generate complementary investments from the/gbe 21 per cent
sector

115. Treatment of gender equality and women’s empowerménAlthough it was not part of the
evaluation approach paper, IOE assessed the ice¢dnftween support for private sector development
and IFAD’s corporate objectives for Gender Equadityd Women’'s Empowerment. This was done
especially with the aim of identifying lessons thatd to be kept in mind for IFAD’s future actieti

in relation to private sector development. To redhle Fund’s corporate objectives for promoting
gender equality and women’s empowerment are teexXjjand women’s access to and control over
fundamental assets — capital, land, knowledge acdknblogies; (ii) strengthen women’s agencies —
their decision-making role in community affairs argpresentation in local institutions; and (iii)
improve women’s well-being and ease their workloagl$acilitating access to basic rural services and
infrastructure.

116. The evaluation identified seven flag ship proj€ste box 1) that favourably treat private sector
engagement. The analysis of these projects revaalgdthey fully met the first of the above
objectives. By following IFAD’s design guidelinelsely increased women’s access to and control of
capital, knowledge and technologies. By and lafggsé projects did not deal with issues of land
rights, registration and tenure. Two projects adiqularly notable in the steps they propose.him t
Zambia Smallholder Agribusiness Project, it is maked that value chain analyses will be undertaken
to assess where women have played or could plagndicant role in value-chains, for example as
small-scale traders or in value-adding activitiébe project also aims at investigating specific
constraints women face, such as poor access tocknar technical support, and exploring how to
ensure that these services reach women. The DeamifRepublic Border Regions Project has set an
overall objective of narrowing the existing gapsween men and women in the project area, in
relation to access to resources and productivasassad opportunities to improve women’s incomes.
This is suggested to be done by promoting gendesitsee and inclusive productive activities and
strong partnerships with the private sector atedéint stages of the value chain.

117. The second objective of Gender Equality and Womeampowerment is much more
problematic since it is not on the critical pathpoifvate sector development and value chain preject
Indeed this objective is much more clearly relatedhe traditional integrated rural development
model with its focus on the community developmentl @ecision-making within the community
context. The Dominican Republic project includedszecial component to strengthen women’s
agencies — decision-making role and representatidocal institutions by specifying the need to
include women as members of the project's econ@njanizations as well as setting a target for
women in management positions in the organizaB@mpgr cent of first level organizations and 90 per
cent of second-level organizations). None of theoprojects explicitly deals with this objective.

118. The third objective of facilitating access to bagical services and infrastructure is also more
consistent with the traditional model where comrtiaeidetermine their infrastructure needs. This of
course links up with the traditional approach afrmpoting empowerment of women in representative
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bodies of the rural poor in the community. Fivetbé seven projects (Nepal, Sri Lanka, Benin,
Burkina Faso and Dominican Republic) include a comgmt of infrastructure improvement or
construction in the design. This is focused on mdccess, but it could be argued that benefits of
such access will accrue disproportionately to wgnfienwhom this is a particularly problematic area
for their participation in value chains and thefilidy to increase the profitability of their maike
activities.

119. The gender equality and women’s empowerment obgstielate very clearly to the traditional
model of support based on integrated rural devetopii Since the traditional model is becoming a
smaller and smaller share of IFAD’s new programntieis, is likely to create a tension with those
gender objectives that are not intrinsic to valoeiic projects.

120. Overall assessment.The handful of measurable targets in the privattosestrategy results
framework has - in most cases - been surpassedit@ g comprehensive manner. Moreover, it is
reassuring to note that projects designed in 20@%ude a wider treatment of private sector
development-related issues (based on seven casgaritable 1 used to analyze the private sector
focus of investment operations), as compared terotgeneration projects. Therefore, projects of
recent vintage on the whole may be considered wmmpliant with the second “broad line of action”
(which is for IFAD investments to support localyaie sector development) of the 2005 private sector
strategy.

121. In general, even though there may be room for éurtmprovements, the evaluation concludes
that the design of IFAD-funded investment operatjoapproved after the adoption of the private
sector strategy, are satisfactory in termsugiporting private sector developmemwhich is the second
“broad line of action” of the private sector stgate

% For example, in the Tejaswini project in MahateshlFAD is supporting the promotion and strengthg

of women’s self-help groups (SHGs) through techn@ssistance and increased access of the groups to
commercial banks to support income generating itievof the members. The SHGs have become anrtargo
force in elections for the village gram sabha aglanal bodies, with a number of women being etbttethese
bodies. As a consequence they have been increadimiiential in determining the type of infrasttuoe
investment that is undertaken and its locationa humber of villages for example women were ableersuade

the gram sabha to locate a new well so as to retthecéme required to get water for household use.
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Box 1. Seven 2009 Flagship Projects

Nepal: High-value Agriculture Project in Hill and Mountain Areas: Poverty persists in these areas because of ;uoor
infrastructure and access to services and mark8tsonger connectivity among farmers, input supplie
traders/agribusinesses and downstream marketsndarfioental to increasing agricultural diversificatigoroductivity
and incomes. Such increases can be achieved thioitigtives focused on high-value crops, non-timfmeest products
(NTFPs), medicinal and aromatic plants (MAPs) amdstock. Appropriate pro-poor value chains andkeiasystems
for these high-value commodities can be developealugh better access to technical services, finanpat supplies
and market information, and improved infrastructdnee project is designed to exploit the unsatisiemand for these
commodities from the private sector and the opmitits for export and import substitution.

2. Sri Lanka: National Agribusiness Development Programme:Government policy promotes public-private
partnerships in agribusiness development to stit@wgricultural growth. However, efforts have bémgely limited to
facilitating contract farming arrangements aimeérabling companies to obtain their supplies. Altffosuch contracts
allow a few small farmers to increase their incontbg direct involvement of farmers in upstreamcpssing and
marketing would bring even greater benefits torgdanumber of farmers. The proposed programmepndivide small
farmers with the necessary financial and technoldgissistance to enable them to engage activelgrisultural value
chains as equal partners.

3. Mauritania: Value Chains Development Programme for Poverty Redtion: By 2010, according to projections, twp
thirds of Mauritania’s population will live in urbaareas. Nouakchott, the capital, is already a megmsumer of
agricultural products, most of which are importddhe programme aims to achieve growth by develogiegen
agricultural value chains (vegetables, dates, mitkiltry, skins and hides, red meat and non-tinfilaexst products) that
involve poor rural women and men as both key pkgerd main beneficiaries. For each product, vahancworking
groups will be set up composed of, among othersnimees of rural organizations, the private sectod aervice
providers. The programme’s support to the seleetgdcultural value chains will achieve the doublgeative of
fighting poverty and increasing national productidhus reducing the country’s reliance on food ingpoand
vulnerability to food import price increases.

4. Zambia: Smallholder Agribusiness Promotion Programme:The programme is a public-private endeavour to cedl
rural poverty by stimulating rural economic devetagmt through the transformation of small-scale poeds into
profitable farmers. It will seek to improve the exffiveness of policies and practices related tabaginess and
marketing, and to accelerate growth in agribusimessed on small-scale producers. The programmeaddpt a two-
pronged approach that combines (i) direct intefieastat critical points in value chains to connamiall-scale farmers
with input suppliers and markets, and (ii) init&$ to address weaknesses in the enabling envirdnfoe rural
commercial development.

5. Benin: Rural Economic Growth Support Project: Although many crops can be grown in Benin, only motjrowers
are supported by an integrated value chain, byt thand the country — remain highly vulnerable tsatile world
markets. The new project will help Benin’s smalliecaural producers in developing well integratedueachains for
four non-cotton crops with a broader range of markevots and tubers, lowland rice, vegetablesgndapples. The
specific objectives are to support: (i) the deveiept of rural agro-based MSEs and income-generaiitigities, as
actors in the priority value chains; (ii) the editbment and strengthening of interprofessionabngiable to defend
members’ interests; and (iii) the construction wfat infrastructure to improve agricultural outputsirketing by the
target groups.

6. Burkina Faso: Rural Business Development Services Programm@&urkina Faso is one of the best placed countijes
in the region with regard to rural microenterpridevelopment. Its population enjoys a near-legendepytation of
being composed of very hard workers, accustomekiteg out a livelihood from a meagre and fragiléuna resource
base. The programme will be demand-driven and séll up 60 business development service providengrat
enterprise resource centres (CREERS) — which willaacthe main contact point for the direct targetugrand will
facilitate their access to programme resources.JREERS will receive support to strengthen their netvemd deepen
outreach over time. They will regularly organizemotion campaigns to foster rural entrepreneursfiipe programme
is expected to result in a significant number ofoime generating activities expanding to becomel romiaro-
enterprises.

7. Dominican Republic: Development Project for Rural Ror Economic Organizations of the Border RegionThe

programme addressebe challenge of providing small farmers with theeams to benefit from niche markeit

opportunities both domestic and international, iowerconsistency in product quality, increase volune sustainable
basis and ensure food security. The specific obgxtare to: (i) attain improved, effective andtegsatic linkages
between agricultural and non-agricultural organiret of the target group and local, regional, matloand external
markets; (ii) develop and consolidate the plannimgnagement and marketing capacity of beneficiafogmal and

informal economic organizations; (iii) improve theompetitiveness of small farmers belonging to eowmno
organizations to meet the demand and requiremehtgalae chains and markets; and (iv) capitalize necoic

organizations and facilitate their access to soatde financial markets.

=

D. Partnerships

122. Background. The third broad line of action in the private sedtrategy says that IFAD will
promote “partnerships with the private sector imeor to leverage additional investments and
knowledge for rural areas”. IFAD will seek to leage investments (e.g., in the form of co-financing)
from the private business sector and from privaieation funds (e.g., foundations, philanthropic
organizations, trusts, etc.) in support of develeptrprojects it finances. It will explore leveragin

36



EC 2011/67/W.P.3

migrant workers’ remittances to attract knowledgd eesources to rural areas, and seek partnerships
with other UN organizations, IFls and regional mak well as private development funds in support
of local private sector development.

123. Key performance indicators. The private sector strategy results framework sefls two
explicit key performance indicators with regardgartnerships. These are: (a) “All new COSOPs
include partnership possibilities with the privagector”; and (b) “At least 15 per cent of IFAD
projects will cofinance with or will generate corapientary investments from the private sector”.

124. General findings. The strategy lumps together under the ‘partnershiptic, a number of very
different forms of association between IFAD and/gté sector actors.

. First, there are financing partnerships where IRAID look to private foundations and
other private sources at the global or regionaklevto provide co-financing for its
investment operations or grant activities. Thesg mramay not support private sector
related activities at the country level. They magy be part of a funding pool used for
IFAD’s annual programme of work. While this has beecluded as part of the private
sector strategy, as the strategy document itsédfsn@n footnote 13), it would be a more
natural part of IFAD’s overall resource mobilizatistrategy. In any case, there are few
concrete examples of this to date, in part becatisee problem of governance of such
funds. For example, private foundations would likehave some say in the use of their
funding, and mechanisms that would allow this haetyet been worked out. One good
example however is the corporate partnership wghAlliance for a Green Revolution in
Africa (AGRA), which, among other activities, caxfinces projects with IFAD to
promote the engagement of private commercial bémks, Equity Bank in Kenya) in the
provision of rural finance for enhancing agricuityoroductivity®.

. Second, there are financing partnerships at thegrtevel. There are some examples of
this to date, for example, in India, Uganda aneéotiountries. The financing provided in
Uganda by the private sector entity is part of preject’'s total costs and is not
specifically earmarked for support of private secevelopment activities in general. In
the case of the project in India (see paragraphabd¥e), the partnership goes beyond
funding and IFAD has been able to draw on the nianggeexpertise of the Tata group in
support of the project’s training activities.

. Third, there are financing partnerships at the comapt level. The funds provided by the
private sector are generally not merged into theral project costs, and are used in
parallel with the project’s overall resources. Jéagartnerships can be with medium and
large-scale companies, contracting with farmersuh value chain projects as in Sri
Lanka, or with commercial banks or micro-financstitutions which are interested in
providing rural financial services to help meet fineject objectives.

. Fourth, there are knowledge partnerships which lsancombined with funding or
independent of funding, in which IFAD can draw be technical expertise of the private
sector, while the private sector in turn can tao ithe organizational skills and social
capital that IFAD-funded project managers have tbup. There are however few
examples of this type of partnership in the prgjeetziewed by the evaluation.

125. COSOPs. Almost all the COSOPs review&dmention partnering with the private sector,
although to quite a varying degree in terms of ilefhe main potential areas for partnership wita t

private sector identified in the COSOPs are on owmg market access, supporting rural finance,
developing small and micro rural enterprise, angroming services in rural areas. Some aim to

9" IFAD, FAO and WFP signed a joint partnership agnent with AGRA in 2008, which was also approved

by the Board in September of the same year.

4 As mentioned earlier, the evaluation team anal&COSOPs considered by the Board between 2aD7 an

2010.

37



EC 2011/67/W.P.3

partner with the private sector to pilot innovataygproaches financed by IFAD, for example, in agro-
processing and value addition of commodities preduay the rural poor (e.g., honey and coffee in
Guatemala). Most of the COSOPs also underlinedirtiportance of exploring opportunities for

mobilising additional financial resources from thiévate sector to support the IFAD-funded country
programme. There is hardly any discussion on pleskiibwledge partnerships with the private sector.

126. The Burundi (2008) and the Dominican Republic (Q00DSOPs reviewed provide good
examples of building partnership with the privagetsr. The Burundi COSOP does so through a range
of value-chain related activities centring on promgp contract-based trade between producer
organizations and private operators (merchantszgssors and exporters). In addition, the private
sector would be mobilized to support micro and $mmaterprises in developing processing activities;
and finally support the diversification of the stpjpf rural services. In the Dominican Republic
COSORP, the private sector was considered as a &dpep and in particular the country strategy
elaborated the role that private sector partnenddvplay in providing rural services, enhancinguel
chain and linkages with local, national and expwodrkets, and co-financing rural development
operations. In both these cases, the partnerships glearly outlined, and were consistent with the
capacity and resources of the private sector.

127. Cofinancing in investment operations.As far as cofinancing of IFAD-funded projects with
the private sector is concerned, the analysisamhrout suggests that the target was achieved (and
marginally passed), since 21 per cent of projepgaved in 2009 were compliant - as compared to
the 15 per cent target to be achieved by 2008 enptiivate sector strategy results framework. It is
however important that additional efforts are memlenhance the level of resources mobilized from
the private sector, especially as IFAD pays indrgpattention to scaling up of successful operation
including innovative agriculture and rural develaggrh approaches. In this regard, there are in fact
ample opportunities, especially in emerging econ@myntries (e.g., Brazil, China, India, and other
middle income countries) where large private seatonglomerates are getting involved in
philanthropic activities. However, this will reqaithe CPMs to allocate more effort and resources,
build their competencies and skills in dealing witie private sector, as well as gain a deeper
knowledge of the private sector landscape in barrgwountries.

128. Remittances.The private sector strategy further stated thatDF&ould explore leveraging
migrant workers’ remittances to attract knowledgel aesources to rural areas. This is extremely
important, as rural areas are known to receiveo39t per cent of remittance flow. In fact, IFAD
established a US$18 million multi-donor financiragifity*” in 2006 to reduce costs and increase
options for poor rural households by creating padhips between rural finance institutions and
remittance operators. The facility finances prgjdatiat promote access to remittances in rural areas
links remittances to rural financial services anodocts, and develop rural investments opportuitie
for migrants and community based organization®dtober 2009, as one key activity, together with
the African Development Bank, IFAD organised a @loBorum on Remittances with the aim of
sharing experiences and raising awareness amoarsdigtakeholders including private sector entities
about the benefits remittances can bring to thex@oic and social development in developing
countries. More than 20 projects have thus far g@mced in developing under the facility dealing
with a range of activities involving the privatecg® including, for example, in India to develop
electronic access for the rural poor gavings instruments, remittances, and credit asdramce
services without the need to visit their commerbehks. Another example is a project in Boliviat tha
uses micro-financial technology platform to createess points close to the homes of remittance
beneficiaries that will allow them to collect retaitces as well as providing them with a number of
financial services. Specifically, the project efisied a network of 200 strategically selected non-
traditional agencies (gasoline stations, shopsi@l@phone centres, post offices, pharmacies, atcl)
will equip them with the required technology andlsko offer a technology platform adapted to the
needs of the target group. This platform will idis@oint-of-sale equipment in 200 non-traditional
agencies and will offer Internet access, telecomaoations capabilities, money transfer applications,
insurance coverage and other services.

42 Funded by the European Commission, Inter-Ameridavelopment Bank, Consultative Group to Assist the

Poor, Luxembourg, Spain and United Nations Capitalelopment Fund.
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129. Even though the financing facility was establislig@tbwing the adoption of the private sector
strategy, there does not appear to be any expéitgrence to the strategy in the founding or other
documents of the remittances facility. In any casen if the facility emerged of its own initiative
light of the importance of remittances for povergguction in developing countries, it is indeed an
important initiative that contributes towards fuatimg the third broad line of action (on partnepshi

of the private sector strategy. However, the evaloavas unable to discern the required linkages
between the relatively small grant-funded projdotanced through the facility and IFAD-funded
investment portfolio. Therefore, the opportunities mainstreaming the results of projects financed
under the remittances facility is an issue thatiede be addressed moving forward.

130. Partnership with development organizations.The Fund recognizes that no single institution
can possess the expertise and infrastructure ndedaddress the multi-dimensional nature of rural
poverty. Collaboration among UN organizations, diefal aid agencies, multilateral development
banks and other major organizations is a preraguisi success. In fact, the development of effecti
partnerships is one of the principles of engageménEAD’s Strategic Framework for 2011-2015
under preparation.

131. IFAD has some partnerships at the institutionalelevwith multilateral development
organizations, which focus on co-operation on pe\sector development. For example, in December
2010, IFAD signed an important partnership with @@EC Fund for International Development in
order to promote innovative financing mechanismattoact private sector investment in agriculture,
as well as develop inclusive business models thaty lbenefits for investors and local small farmers
The 2008 revised Memorandum of Understanding wiéhAfDB underlines that co-operation will be
centred on, inter-alia, agri-business and micro-enterprise developmento-pgrcessing, and
microfinance. Another example is the Letter of hitesigned by IFAD, AfDB, the French
Development Agency and AGRA in 2009 to establisleauity Investment Fund in Africa, in order to
promote private operators involved in the develomnoé agricultural food commodities in Africa.

132. There has been little partnership with UN orgamazest. For instance, IFAD has partnered with
UNCDF in 7 projects since 1990, which has providlese to US$15 million in co-financing. IFAD
and UNIDO cooperate in the areas of value chairld@wment and market linkages, specifically agro-
industry and agro-processing and food producti@ahtao-energy in Africa, Asia and the Pacific, Latin
America and the Caribbean. Under a recent inigatiFk AD and UNIDO have agreed to intensify their
strategic partnership and increase the developiémizact of their complementary assistance.
Government support and funding has been securdtife® major programmes carried out under this
partnership in Nigeria, Sierra Leone and India.

133. The three Rome-based agencies work together imébewuof areas, but thus far there is limited
explicit collaboration on private sector. Therghsrefore an opportunity to expand partnership with
FAO and WFP on private sector, especially givenrtfeeus on food security and agriculture. As
merely one example of such partnership, IFAD an@®FAuld work together on policy dialogue at the
global, regional and country levels, to promoteaerfavourable policy and institutional environment
for private sector engagement.

134. Finally, the evaluation notes that, while there amme examples of partnerships at the
institutional level, partnership with multilaterdévelopment banks and UN organizations on private
sector development issues has not been sufficieetieloped in a systematic manner at the country
level in support of IFAD country programmes. THisaiconcern that needs to be addressed urgently as
inter-institutional coordination is an overarchelgment of effectiveness. The Evaluation Coopematio
Group’s 2011 Report on Evaluative Lessons for Adtice and Agribusiness concludes that “in a
sector where so many players are involved, resigipend vitally on how well diverse efforts are co-
ordinated.”

135. Overall assessmentAlthough there are examples of co-financing by phigate sector at the
project or component levels, only some formal gadhips have been formed at the corporate level
with foundations, philanthropic organizations assts. This is partly because there are currently no
existing mechanisms for IFAD to receive fundingtet corporate level from such organizations. As
advocated by the private sector strategy, the atialu also did not find any explicit knowledge
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partnerships in which IFAD can draw on the technécgertise of the private sector, while the privat
sector in turn can tap into the organizationallslaind social capital that IFAD’s project managers
have built up.

136. Almost all COSOPs provide information about parshgy opportunities with the private sector,

although the depth of analysis varies significarithyn COSOP to COSOP. The targets set in the
results framework of the private sector strategynfmbilizing co-financing at the project level have

been surpassed, but there is need for additiofi@itefin the same direction, especially as IFAD

moves towards greater attention to scaling up fdemimpact achievement.

137. By establishing a dedicated remittances financaaglify, IFAD is ensuring that remittances can
be channeled more efficiently to rural areas aretlw@ppropriately in support of agriculture and rura
development activities. However, the evaluation waable to trace the effects of the private sector
strategy on the establishment of the facility. \WWhihere are some partnerships focusing on private
sector development with other multilateral develepimorganizations at the corporate level, similar
partnerships with these organizations are genemaklystematic at the country level.

138. All in all, therefore, the evaluation considers ramtely satisfactory the efforts made in
developingpartnerships with the private sector, in order ®vérage additional investments and
knowledge for rural areaswvhich is the third “broad line of action” of tipgivate sector strategy.

E. Implementation Requirements

139. The third building block of the evaluation (i.eeview of key corporate business processes in
support of private sector engagement) is fundarheasgait contributes to a better understanding of
underlying causes for good or less good resultseaeti on the ground. It is also important to see if
the necessary adjustments were made to corporaieelss processes by the IFAD management to
ensure an effective implementation of the privageta strategy. The examination of selected
corporate business processes in this evaluati@onsistent with the recommendation of the Peer
Review of IFAD’s Office of Evaluation and Evaluatié-unction for IOE to get increasingly involved
in the assessment of IFAD’s corporate businessegs®®. In fact, the three other recently concluded
corporate level evaluatiotisby IOE in the past couple of years also include@aew of selected
corporate business processes.

140. Table 4 below summarises the four broad implemematquirements identified in the 2005
private sector strategy, including the thirteen nootments made by the IFAD management at the time
when the strategy was approved. The table shows @aomitment and their implementation status,
which were mainly in relation to adjusting key corgte business processes to ensure a smooth
implementation of the private sector strategy. Arenoomprehensive treatment of key corporate
business processes may be found in chapter Vioethaluation report.

3 The final peer review report may be seen at wiaa.org/gbdocs/eb/99/e/EB-2010-99-R-6.pdf.

“ On the: (i) joint evaluation with AfDB on agridute and rural development in Africa,
(i) innovation and scaling up, and (iii) gendedamomen’s empowerment.
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Table 4. Actions Expected and Taken for the Implemaation of the Private Sector Strategy

Implementation Requirements

Status of
Implementation

Comment

Mainstreamin

g the strategy into IFAD operations

1. Each IFAD unit or division to identify th¢
activities that will be undertaken to achie
the common objectives, and include thes
activities in their annual work plan and
budget.

Partly achieved

This is done, however, on anl-
hocbasis without any
consolidation at the divisional
level.

2. The divisional planned activities will be
aggregated at the departmental level, for
consolidated work plan and budget.

Not achieved

3. COSOPs and project design documents
will include an assessment of private sec
development in rural areas and will refleg
partnerships and engagements possibilit
with the private sector.

Partly achieved

The strategy did nqgier sehave an
immediate effect to enhance
private sector issues coverage. In
fact, some COSOPs before the
private sector strategy had
excellent treatment of the role of
the private sector. More recent
COSOPs and project designs do
however have better coverage of
private sector issues, but there is
scope for further elaboration of the
analysis and coverage.

4. Legal and financial procedures related t
partnering with the private sector
developed and internalised within IFAD.

Not achieved

5. IFAD’s portfolio review and its Results
and Impact Management System (RIMS
indicators will include reporting on IFAD'’Y
engagement with the private sector.

Very partly achieved

Only 5 out of 12 project level
indicators in the results framework
of the private sector strategy are
tracked through the RIMS.
Reporting on the achievements of
the indicators in the private sectof
strategy results framework has
been negligible (see comment
related to implementation
requirement number 11 below).

Guidelines,

staff training and staff alignment

6. Develop guidelines (or a tool kit) for
IFAD operations staff.

Not achieved

Although a draft handbook was
under preparation in 2005, it was
never finalised or issued to IFAD
staff, consultants and others
concerned.
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Table 4. Actions Expected and Taken for the Implemaation of the Private Sector Strategy

(contd.)

Implementation Requirements

Status of Implementation

Comment

7. Provide training to staff on how to partné
with or engage with private sector in thei
operational work.

Not achieved

No systematic training
provided to staff or
consultants, apart from some
ad hocknowledge sharing
events especially in recent
years.

8. Appoint staff in PMD as focal point for
private sector responsible for providing
support to his/her colleagues on issues
related to private sector, the
implementation of the strategy, preparing
progress reports, and monitoring and
evaluating performance.

Not achieved

9. Appoint focal point for mobilizing
resources from the private sector.

Achieved

A person was appointed, but
located in the then External
Affairs Department, which did
not facilitate synergies with
IFAD’s operations work.

Measuring results and impact

10. IFAD will measure its performance at t
aggregate level. The strategy will be
monitored through the RIMS and through
the Progress Report on the Project
Portfolio, presented annually to the Boar

Very partly achieved

Only the 2006 Portfolio
Performance Report (PPR)
contained a section reporting
on the results of the private
sector strategy. Thereafter, th
PPR was merged into the
RIDE, which did not include
any such coverage over the
years.

11. Revise or expand RIMS to capture key
indicators in the results framework of the
private sector strategy.

Partly achieved

See comments under point 5
above

Capturing, reporting and sharing lessons
learned

12. Capture lessons, with stocking taking
conducted every few years, to assess if
there is need to change direction or fine
tune strategy and/or its operational
guidelines.

Not achieved

13. IOE to undertaken evaluation of strate
in 2008.

Achieved

Evaluation undertaken in
2010, as agreed with the
Board. The advantage of the
postponement is that the
evaluation was conducted
following a longer time frame
for strategy implementation.
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141. It is evident from the table above that there heenbittle systematic follow up in IFAD on the
corporate business process and structural changgsgired to ensure a smooth and timely
implementation of the private sector strategy. €haluation believes that the 13 actions (see #ble
were mostly, if not all, necessary that would hallewed an even more effective implementation of
the strategy and possibly the achievement of mareeaching results on the ground. The absence of
ownership of the strategy and accountability ferriplementation during the agreed timeframes (i.e.
2005 to 2008) is probably a large part of the exai@n for this, since most of these are relatively
‘soft’ targets and would have been quite easy tplement. It is also possible that the general
awareness of the rapid growth in value-chain rdlagt®jects led to some complacency that, since the
key outputs were likely to be achieved without imgttin place the supporting process and structural
measures, these were not necessary. There is senee however of any review of the measures and
explicit decision-making as to which were still @ghnt. All in all, the evaluation rates as
unsatisfactory the efforts made by the managemettvden 2005-2008 to meet the critical
“implementation requirements” agreed with the Board

Key Points
e Policy Dialogue (i) at the country level only about half of COSOihcluded a review of thq
opportunities and constraints to private sectorettgpment, while even fewer indicated a clear agefda
for policy dialogue on key private sector issuew] &i) IFAD has not systematically taken up trage
issues in COSOPs as envisaged by the private sstcadegy. The Fund has however in recent tirfes
advocated — especially in global and regional farah as at the AGRA Green Revolution Foruml|in
2010 - the need to work towards developing a Iple}ing field to ensure that smallholder farmers|in
developing countries have adequate access to mark&ECD countries.

* Investment operations (i) the targets (see table 3 in this chaptethanprivate sector strategy resulfs
framework has - in most cases - been surpassedit@ g comprehensive manner; and (ii) projefts
designed in 2009 include a wider treatment of pesector development-related issues, as compared
to older generation projects.

» Partnerships: (i) the main targets (see specifically indicatom5table 3 in this chapter) set in the
results framework of the private sector strategynmbilizing co-financing at the project level have
been surpassed, but there is need for additiofaitefin the same direction and also in develop|hg
“knowledge partnerships”; (i) only few partnershipave been formed at the corporate level with
foundations, philanthropic organizations or trugis) COSOPs usually provide information abofit
partnership opportunities with the private sectdthough the depth of analysis varies significaan

r

and (iv) there are some partnerships focusing orater sector development with other multilateral
development organizations at the corporate level, fartnerships with such organizations are
generally unsystematic at the country level.

* Implementation Requirements: (i) mainstreaming of the strategy was party aakievhough it is
doubtful whether the achievement is attributabléht strategy; (ii) the provision of guidelinesafft
training and staff alignment were not achieved) there was only very partial achievement of tphe
requirement to measure results and impact; andie/kapturing of lessons on a continuous basis fvas
not achieved except that this evaluation which gpecified among the requirements has now bgen
undertaken.

V. RESULTS AND GOOD PRACTICES FROM IFAD-SUPPORTED OPERATIONS
A. Objectivesand Approach
142. Apart from assessing the relevance of the 2005af@igector strategy (see chapter lll) and its
implementation (see chapter 1V), in this chapteralialuation aims to: (i) assess the results gépt®

supported by IFAD; and (ii) identify good and/osdegood practices in IFAD operations in private
sector development in recipient countries basedeMen country case studies. The analysis in this
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chapter is informed by the work conducted undergheond building block of the evaluation (see
paragraph 64 in chapter II).

B. Assessing results

143. The engagement of the private sector in IFAD-suiggboperations is not an end in itself. The
main aim is to leverage their resources, knowleaty capacities to achieve better results on overall
rural poverty reduction in developing countries. wéwer, given the multiple partners (e.g.,
government, IFAD, civil society organizations, NG@s-financiers, etc.) involved in project design
and implementation, it is difficult to discern tlspecific contribution made by the private sector
towards achieving better results on rural poveetjuction. It should also be kept in mind that more
recent projects would have benefited from the pasievolutions in IFAD’s operating model,
especially in terms of direct supervision and immatation support and in some cases country
presence. The assessment of results in furtheteolgeld by the fact that the projects supported by
IFAD following the adoption of the private sectdrategy have been under implementation only for a
relatively limited period of time and not yet cogdrthrough independent evaluations by the Office of
Evaluation.

144. In light of the above, the approach taken by thial@ation is to rely mostly on the self-
evaluation data generated by the IFAD managemegritoan appreciation of the emerging results on
the ground. In particular, in order to assess ffects of the 2005 private sector strategy on IFAD’
rural poverty reduction efforts, the evaluation pamed the results of projects approved before the
strategy, with operations approved after the gjsatd key assumption taken by the evaluation i$ tha
the private sector has an important role to playagmiculture and rural development, and greater
private sector participation should in principladeo better results.

145. The evaluation identified a sample of 17 projeggraved in 2003-2004 in all five geographic
regions covered by IFAD operations, which wouldréiiere not have benefited from the guidance
contained in the private sector strategy approve@d05. Thereafter, a total of 27 projects were
identified approved in 2006-2007, following the pton of the private sector strategy. It was
important to select projects in 2006-2007, rath@ntprojects approved in 2008 or 2009, as projects
approved in 2006-2007 would have been under impitetien for at least a few years by the time this
evaluation was conducted, thus providing an oppifstio compare their emerging results in relation
with the results of projects approved in 2003-2004.

146. The means for selecting projects entailed a canefuiew of their design and supervision
documents, and only those projects were includethén sample containing one or more of the
following activities that would imply a certain deg of private sector engagement, such as promotion
of access to input and output markets, rural mareerprise development, provision of rural finahcia
services, agro-processing, commodity value chaireldpment, and private sector co-financing. The
evaluation recognises private sector entities nfsy engage in other activities in agriculture amcr
development activities. However, the aim of thislgsis was not to be exhaustive, but to primarily
see whether projects approved after the 2005 pgrisattor strategy were showing better or worse
overall performance, as compared to those approefe the strategy.

147. Table 5 below therefore compares the two samplgsapects using 18 indicators contained in
their project status reports, prepared by the IFABnagement. Project status reports are normally
prepared once a year by country program managersaith project. The evaluation however used
only the most recent project status report for gaclject as a basis for its analysis, as they would
provide a more current reflection of emerging ressul

148. Before analysing the results included in tablg & worthwhile noting that a greater proportion
of projects (44 per cent) approved in 2006-2007luthed activities related to private sector
engagement, as compared to projects (32 per ggmipzed in 2003-2004. This is in itself a refleatio
of the fact that greater attention is being devateprivate sector engagement in recent operations.

44



EC 2011/67/W.P.3

Table 5. Comparison of Results of Projects Approve8efore and After the Private Sector

Strategy
Total Total
satisfactory® | satisfactory
# Indicator 2003-2004 | 2006-2007
1 Acceptable disbursement rate 64.71 66.67
2 Quality of project management 76.47 70.37
3 Performance of M&E 52.94 55.56
Coherence between Annual work plan and budget

4 implementation 68.75 62.96
5 Gender focus 76.47 81.48
6 Poverty focus 94.12 85.19
7 Effectiveness of targeting approach 100.00 77.78
8 Innovation and learning 62.50 88.89
9 Institution building (organizations, etc.) 62.50 81.48
10 Empowerment 56.25 85.19
11 Quality of beneficiary participation 94.12 88.89
12 Responsiveness of service providers 58.82 77.78
13 Exit strategy (readiness and quality) 56.25 71.43
14 Potential for scaling up and replication 75.00 84.62
15 Physical/financial assets 80.00 81.48
16 Food security 93.33 74.07
17 Overall implementation progress 70.59 81.48
18 Likelihood of achieving the development objectives 64.71 88.89

149. While interpreting the data in table 5, it is imfaot to recall that all projects in the 2006-2007
cohort are in relatively early stages of implemgata with room for further improvement as
implementation further unfolds. Four of the 17 patg covered in the 2003-2004 sample have already
closed and the remaining 13 have little implemeoaime remaining.

150. Table 5 reveals that the emerging results of ptejepproved in 2006-2007 are better than those
approved in 2003-2004, across 12 of the 18 indisatovered by the project status reports, espgciall
in terms of their gender focus, innovation and rlesg, empowerment, responsiveness of service
providers, exit strategy, potential for scaling apd likelihood of achieving development objectives
The latter is naturally arguably the most importadicator in the project status report, even thoitig

is to be recognized there is room for further letent in poverty focus, targeting, participationda
food security. While the data does not lend iteelany very strong conclusions, at the very leaist i
reassuring in the indication it provides that imeed private sector engagement has not been
associated with any deterioration in portfolio gyalFinally, in interpreting the results in thisction,

it is useful to recall that the analysis is baseddata from IFAD’s self-evaluation system, which
though improving can be strengthened to enhandeeiuthe quality and reliability of data generated.
Also, improvements cannot be attributed alone ® phivate sector strategy, given that projects
approved in 2006-2007 would have also benefittethfthe evolution in IFAD’s operating model, for
instance, in terms of direct supervision and img@etation support, strengthened quality enhancement
and quality assurance systems, as well as expadedry presence.

4 Either moderately satisfactory or better.
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151. In addition, the evaluation team examined resu#ported in the Results and Impact
Management System (RIMS), to get a complementagy \of the project performance related to
private sector development. Among all the indicatemployed in the various project-level RIMS
reports, the evaluation team identified five intlica (see table 6) that can be considered as gooxy

private sector development. The project-level tssagainst these five indicators were assessdein t
period 2007-2009. Based on the ratings generateBNd through the RIMS, on the whole, the
project-level performance across the five seleBRBdS indicators is moderately satisfactory.

Table 6. Selected Project-level Results Related Ryivate Sector Development

Selected RIMS Indicator Number of Report year in Average
projects included RIMS RIMS ratings
this indicator

1. Likelihood of sustainability o

enterprises 37 2007-2009 4.05
2. Likelihood of sustainability of

marketing groups 23 2008-2009 3.58
3. Effectiveness of creation ¢

employment opportunities 44 2007-2009 4.08
4. Likelihood of sustainability of

market, storage, processing facilitie 45 2007-2009 4.01

5. Likelihood of sustainability of
improved performance of financig
institutions 46 2007-2009 4.17

Note: In line with the RIMS Handbook 2007, the mgtiscale is from 1 to 6; 1 means highly
unsatisfactory effectiveness or very weak likelitad sustainability and 6 means highly satisfactpry
effectiveness or very strong likelihood of sustitigy.

C. Good practices from IFAD-supported Operations

152. As agreed with the Management at the outset ofethaduation, the country work mainly
focused on generating lessons learned and docurgegtiod and less good practices in promoting
private sector development in IFAD-supported couptiogrammes. The case studies also enabled the
evaluators to validate the findings and hypothésim the evaluation’s first building block, namely
the strategy review and portfolio scan. The ratieriar framing the country case studies accordingly
was based on the fact that it would not have bexssiple to conduct a rigorous results and impact
assessment, given that the investment projectsrelated activities funded by IFAD following the
adoption of the private sector strategy would hawly been under implementation for a short period
of time when this evaluation was undertaken in 2010

153. In consultation with PMD, one country was seledtedisit in each geographic region covered
by IFAD operations. The five countries selected aveéklbania, Ghana, Guatemala, Sri Lanka and
Uganda. In order to expand the analytic basis efciuntry case studies, desk reviews were carried
out in two additional countries (Pakistan and Pemdjere a humber of evaluations by IOE were also
already available. At the country level, in additito visiting IFAD-funded projects, the evaluation
teams held interactions with a range of stakehs|decluding representatives of Government, private
sector entities, beneficiaries, NGO/civil societylathers. A country working paper was produced for
each of the seven country case studies, followiogreistent template. While in principle the fingln

of the country case studies are quantifiable, atfice since they did not constitute a random selec
and were deliberately geared to countries wherdDllRAd significant private sector operations on the
ground and where these were judged to have beemdlgreuccessful, quantification would not
provide useful information for the evaluation.

154. A standard approach was used for each countrystadg. The starting point was to review the
COSOPs for each country that were produced befuteafter the private sector strategy, to assess its
attention to private sector development as wetletermine the extent to which the main objective an
three broad lines of action from the private sedivategy are reflected therein. If there was no
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COSOP developed for the country after the adoptiothe private sector stratefythe case study
tried to impute the approach to private sector greent on the basis of the projects designed and
non-lending activities undertaken following thevaite sector strategy.

155. In each country, the evaluation team reviewed asded three IFAD-funded projects, two
designed after the private sector strategy andefare. This would allow the evaluators to reviéw t
evolution in the treatment of private sector depgalent in IFAD investment operations. A total of 21
projects were studied in the country case studllese than half the projects reviewed were approved
between 2006 and 2010. Seventeen projects arergngnd only four are closed. Each case study also
examined IFAD’s non-lending activities (knowledgeamagement, policy dialogue and partnership
building) and their emphasis on private sector graent. The list of COSOPs and projects reviewed
in all seven countries may be seen in appendixt® dnalytic framework that was used for the
country studies was described in Chapter II, sediio

156. This section looks at the evidence that the coustugies provided on the effectiveness of
IFAD’s private sector engagement. It is organisedoading to the three broad lines of action
contained in the private sector strategy namelylicypodialogue, investment operations, and
partnerships.

157. Policy Dialogue In only one of the countries studied was the C®%®ed as a framework for
developing a comprehensive view of rural privatetae and promoting a dialogue between
Government and civil society on the steps needbts Was the Peru COSOP of 2002, which in fact
pre-dated the private sector strategy. Based oerexme from earlier projects, the Peru COSOP
understood that most rural households had a “pbahssets” at their disposal including natural
resources, homes, farms and enterprise, each chyhith the proper development and maintenance
could generate income and enhance family balaneetshThe COSOP recognized farmers as
“entrepreneurs” and not just producers of agricaltuproducts and, consistent with an asset
development focus, the commensurate need for eigegbevelopment and financial services.

158. For the other countries studied, the policy diabgias mainly carried out at the project level.
There were a number of instances of effective stppinich are discussed in the next section below
on investment operations. But, in some cases, gvaneas of fundamental significance for project
results, for example, finance for small enterpriselbania and land tenure issues in Sri Lankaséh
were not taken up at the project level. In UganBAD’s low profile beyond the oilseeds sub-sector
and its limited policy dialogue was noted to thé&l@ission by other donors. The 2008 Guatemala
COSORP identifies the policy dialogue as one ofttiree strategic areas to be addressed, though the
focus is on supporting pro-poor policies and dgwelent planning rather than specifically in private
sector development issues.

159. In sum, the case studies generally confirmed treduation’s finding that policy analysis and
dialogue on private sector development is not gigafficient attention in IFAD-funded country
programmes.

160. Investment operations There is evidence from the country case studies|BfD-supported
investment operations had directly and indirectiynslated interest in the potential role of agri-
business development as an instrument of raisiral incomes.

161. The IFAD-funded projects covered during the coustge studies were also assessed according
to the seven categories contained in table 1, ithaattention to raising productivity, establishing
market linkages, promoting non-farm enterprisestrdaution to favourable policies, institutions and
regulations regarding private sector engagemeitildibg of social capital, development of physical
infrastructure, and promoting greater access tal fumance. The findings from the country studies i
each of these categories are presented below.

46 At the time of the evaluation, Ghana (2006), ®oatla (2008), Pakistan (2009), and Peru (2009) kadh
new COSOPs developed after the 2005 private settategy was approved. The COSOPs for Albania, Sri
Lanka and Uganda pre-dated the private sectoregyaand so far no COSOP has been produced afdérig0
these countries.
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162. Raising productivitghrough private service provision. The partidipatof small farmers in the
value chain is not just a matter of finding new keging channels for their current outputs. Most
IFAD value chain projects include mechanisms tadase the quality and quantity of output. In a
number of countries, projects brokered links wiingk or medium-scale processors who supplied
improved varieties of seeds or rootstocks to fasnferanced out of the IFAD loan proceeds. In
Albania, the government extension services were abprovide technical support to farmers, but in
most other cases there was a need to go beyondrthizhana, projects relied on private technical
service providers and in Peru a highly innovatiyp@raach was developed using farmer to farmer
technical support. The anecdotal evidence suggasgtgicant improvements in productivity. Farmers
in Sri Lanka, for example, gave estimates of fradntd 50 per cent increases in income mainly as a
consequence of higher quality and marketabilityth@fir output using the improved rootstocks and
hybrid seeds made available through the projette Dominican Republic project increased incomes
of at least 60 per cent as a result of increasedlisofder productivity.

163. Promoting value chains for improved market linkag&bnost all the investment operations
studied had promising interventions to support thkie chain. The exception is Pakistan where
IFAD-funded projects follow the traditional apprbad he projects visited took a number of forms and
it is evident that CPMs are experimenting with n@md innovative approaches that could be very
promising. The Sri Lanka National Agri-Business Bieypment Project represents a logical evolution
of this approach by providing a mechanism by whiEAD through the Government can actually
support smallholders to acquire a financial stakethe processing company to which they are
supplying their produce. This is especially impottaince it creates a commitment on the part of
smallholders to fulfilling their contractual obligans to the processing company. Another variata is
work with a social entrepreneur as was done incise of AGEXPORT in Guatemala, where the
company not only links communities with private gganies, but also intervenes with the Government
to try to ensure the availability of the infrastwe and ancillary services needed. The evidence
suggests that IFAD’s expansion in the number afieahain projects is at least in part becauseshis
what the rural poor demand and see as an avenus paverty. In particular it can free smallholders
from their dependence on a single marketing chanrieé truck-owner who comes to the village and
provides instant cash for purchases at very lowegrilt introduces new products and links producers
with new markets.

164. Non-farm enterprise developmemt most of the countries covered, a uniform apphowas
adopted to both on-farm enterprises supported ¢irahe value chain and non-farm enterprises.
While this approach was effective in terms of suppg access to finance and business training, it
sometimes meant that there was not the same kifato$ on market linkages for non-farm products
as in the case of agri-business. The lack of acatitmass of activities in a particular sub-sector
sometimes meant that small producers had to seugglget the technical support and market
information needed. The Ghanaian Rural Enterpnisgept was probably the most striking example of
support for non-farm enterprises through the ndtwofr Business Advisory Centres and Rural
Technology Facilities that were developed. The kege is to support the development of non-farm
enterprises that go beyond the ‘sewing machinetucall that characterises non-farm enterprise
development in the integrated rural developmentahashere small producers serve the local market
and often simply compete business away from othmlisproducers. In Sri Lanka there were some
promising activities of this kind such as shoe piithn and mushroom cultivation. In Albania, IFAD-
supported projects were supporting eco-tourismhi@ tountain regions, and in Uganda IFAD’s
support for access roads led to tourism developrmenBugala Island in Lake Victoria. Overall,
however, the country case studies suggest that IRA&s to focus more carefully on the potentials
and needs of non-farm enterprise.

165. Policy, legal, regulatory and institutional reforrAs opposed to the mixed picture on policy
dialogue at the national level discussed aboveDIF&\much more active in policy dialogue at the
investment project level. While this plays a usafule, the essentially opportunistic nature of the
project-related dialogue, means that IFAD doegaa a coherent approach to the broad challenge of
the supporting framework for private sector devalept. The Pakistan desk study found for example
that “the shortcomings of the programme are lessaster of the individual projects than of the
programme as the sum of its parts. It does notceth coherent analysis of the constraints to rural
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private sector development in Pakistan and an teféoiovercome these. In particular the enabling
environment for rural private sector developmerst hat been adequately addressed.”

166. The evidence does suggest however, that privatersgevelopment issues are taken up in the
context of related projects. In most of the cowstwisited, project management units have themselve
become part of the institutional framework and baruite strong and effective lobbyists for private
sector development. In Ghana, the project managenngts have become advocates for a more
favourable enabling environment for the privatet@eand the projects have contributed for example
to the setting up of small and medium enterpridecammittees within the district assemblies. In
Albania, the Mountain Areas Development Authoritgshbeen lobbying parliament and local
authorities for incentives for private investmemthie mountain areas. In Uganda, IFAD has helped to
set up an Oilseeds Platform as an advocacy groughvdan lobby for better conditions for the sub-
sector. But, by contrast, there are many otheessitat seem equally relevant that are not bekenta
up. In Sri Lanka, for example, issues of land regi®on and finance are the focus of almost every
project-level discussion, but are not being rateetthe national level.

167. Social capital formationWithout exception, in every country visited, IFA®playing a major
role in supporting the development of farmer amadpcer organizations and in providing training in
business-related skills including management, nienggebasic accounting and preparation of business
plans. The training is targeted to ensure at lg@giortional representation of women. IFAD is makin
an important contribution in developing the capacit private service providers that supply these
training services in most of the countries visit€de seven 2009 flagship projects (see box 1)aiso
characterised by major capacity building activitwgh a strong emphasis on gender balance in the
provision of training.

168. Physical infrastructure Support for market access through rural road tcoction featured in
three of the case studies. With the heavy emplofidise World Bank and the Regional Development
Banks in supporting rural infrastructure, the cémelFAD to intervene is not particularly strong.
Nevertheless, a component of physical infrastrecsupport is often a useful means of buying the
cooperation of both the Central and Local Goverrtménthe project, and in Pakistan, Uganda and
Guatemala, the inclusion in projects of carefulglested and designed infrastructure has proved
critical to market access. Another important ae@rioviding market and price information, which
among the countries studied was only done in PHEris is an area where IFAD could play a larger
role, particularly with regard to the increased giloifity of information and telecommunications
technologies to provide market information.

169. Rural Finance IFAD often faces a dilemma in the rural finanoenponents of projects that pay
due attention to private sector development (see2hpalf the CPM wants to be sure that funds wal b
available to support small farmers or entreprengupgrticipate in the value chain, then it is geilg
necessary to design a captive institution or fgcithat will provide these funds. Thus in some
countries, institutions implementing projects arevided with funding and can channel resources
directly to project beneficiaries. The trade-ofshzeen that the overall financial system has bkem s

to develop approaches to support smallholders lagck tare a variety of ad hoc schemes in place to
deal with this. By contrast in other countries,dsrare not provided for direct support of investtaen
by small entrepreneurs. The project finances serpioviders who train and assist the farmers in
approaching commercial banks to obtain finance. @&gerience in a number of countries has been
that only a small proportion of the loans appliedtave been provided. This is a significant dileanm
for the project management unit since the projastro control over the flow of financial support on
which the project depends for meetings its objestiin Kenya, which was not included in the seven
country case studies, IFAD is providing around US$iillion to Equity Bank (a private sector
entity) to use as guarantee for smallholders todvodirectly from the bank. This has resulted ipida
uptake of small loans from the bank and servedhaaaentive for other commercial banks to expand
their outreach to rural areas. In any case, ingen&AD needs to revisit its approach to rurabiice

as part of the new thinking about its private sestrategy.

49



EC 2011/67/W.P.3

Box 2. IFAD’S Rural Finance Dilemma

Most IFAD projects depend critically on access ittafice of small farmers and businessmen as theell;<ey
enabler to allow them to purchase the seeds, raterials, commercial structures and equipment neéal
implement their business plans. In principle IFADuld prefer that these funds be provided through [th
regular programmes of financial institutions sushcammercial banks and micro-finance institutichsy
can assess the returns and risks associated wéthcing the business plans and manage the finaftiad.
The dilemma is that in many countries, financiatitutions are not willing to provide such finangiar only
willing to do so at very high interest rates, doghe transaction costs and risks associated erthrgy small
producers. In these circumstances CPMs often riggcjudgement that the only way to proceed is tmokel
IFAD funds directly to project beneficiaries thrédugome sort of special facility or through the Pidther
than take the risk that the project will not suetbecause small producers cannot get loans. Hownese
special mechanisms may distort the overall craditnéwork, and Governments and Central Banks ojten
resist them.

e In Albania IFAD set up a specialised credit ingtdn (the Mountain Areas Financing Facility)
serve its project areas in 1998. Over the yeardDIRAs been uncertain whether to continue wjth
this or to rely on commercial banks to finance pcpjbeneficiaries. In the latest twist IFAD
proposing a new refinancing facility which would &eailable to both MAFF (now called FAF) a
the commercial banks and reduce even further thséis in lending to small borrowers.

e In Sri Lanka by contrast IFAD has elected to workhwthe commercial banks. The missi
participated in a meeting of the market and enisgpmanagers of the project units of the Dry Zdnhe
Livelihoods Support and Partnership Programme. (8ZR) where they complained bitterly to the
Government about the failure of the commercial Isataksupport the business plans that had bieen
prepared by project beneficiaries. (The projeatvigles training and assistance in preparing
business plans to small producers through privextéice providers.).

The supply curve for rural credit is largely detered by the availability of collateral for the bankRural
commercial lenders are unwilling to lend withoubstantial collateral coverage which can go up t0 fér
cent in some countries. The demand curve is aifumacf price. Few rural commercial ventures yiedtes of
return above 20 per cent in real terms, yet comialenaterest rates are often well above those kv
especially those charged by for-profit micro-finangstitutions. There are good reasons to argudhbee is
a systemic market failure here in the high riskseieed by commercial lenders for viable small stmeents
and working capital needs of rural entrepreneuner@ are grounds for intervening on both the supply
demand side to increase the level of rural lendingerventions may include guarantees and refiman
schemes that reduce the amount of collateral bamksequire, and subsidization of transaction sost

order to lower interest rates for approved investimieand working capital. IFAD needs to work wi
Governments to develop generalised schemes okitidsfor small farmers and small businessmen base
realistic assessments of transaction costs angl aisé to put these in place in a systemic and i&infting

fashion. Yes, there will be some leakage, but thistill preferable to the unsustainable approath||o
channelling funding directly through project autities. A very promising new development that IF ID
needs to take on board is to promote a full-seratationship between commercial banks and thd paar.
In this model the relationship with the banks beghrough savings deposits and allows the banlkewa woif
the overall financial situation of the potentialrimwer that increases confidence and reduces riskg
addition IFAD needs to bring the bankers into tbemn when it prepares and discusses its projectsy Th
need to see themselves as part of the constitughmh is supporting the development of smallholdés
the experience of lending institutions in Banglddaad other countries has shown, lending to snidins
can be good business with high rates of loan regove

170. Partnerships. Although the initial reference to partnership i thrivate sector strategy refers
both to financial and knowledge partnerships, thiesequent discussion is almost entirely in terms of
financing. Arguably the potential benefits of mdirencial partnerships have been exaggerated and in
some cases may not outweigh the substantial tramsatosts of entering into such partnerships. Far
more important is the potential for effective knedde partnerships in which IFAD and the private
sector share their experience for mutual benefitndlia, the partnership with the Tata Trust disedls
earlier, began as a source of additional finanéanghe programme. As the programme has moved
along, IFAD has found itself relying more and maesavily on the kind of marketing expertise and
technical knowledge that Tata possesses as a nmjtibution to the effectiveness of the programme.
Financing is not indispensible to partnershipshig kind, and its role is often simply to lock imet
benefits of the knowledge partnership. At the cphatage of its operations, IFAD should require a
thinking through the of the knowledge partnerstilpst would add value to the operation and build
these partnerships into its programme developmeniein
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171. At the same time, the emphasis the private settategy puts on partnerships is well-taken. It
is perhaps not so much that the private sectorlderent model requires stronger partnering than the
traditional model, but more the very different matwf the partnerships. The traditional integrated
rural development model required strong partnesshiiph local governments and NGOs; the private
sector development model requires partnershipdl &\els and with a very wide set of actors. It
requires IFAD to partner much more at the global aggional levels so as tap into some of the
innovative approaches that are being developedexample of this is given in box 3 below. It also
requires partnerships at the national level, shvigh AGEXPORT in Guatemala, to allow IFAD-
supported programmes to benefit from the expendfseuch agencies and to share with them the
burden of ensuring that the programmes supported, the private companies with which the
programmes engage, are socially responsible. AB 5 drawn more deeply into the value chain and
private sector development, the issue of corpasateal responsibility is going to assume a higher
profile in the organization. IFAD needs to consitiex creation of a focal point within the institi

on this issue. It cannot afford a situation wherésiheld responsible for unsound environmental,
resettlement or employment practices of privategamies it partners with.

Box 3. Partnering at the Regional Level

The Alliance for a Green Revolution in Africa (AGR& an African-led partnership working across the
African continent to help small-scale farmers fothemselves out of poverty and hunger. AGRA's
programmes aim at developing practical solutionsigaificantly boost farm productivity and inconfes
the poor while safeguarding the environment. THeaAte advocates for policies that support its work
across all key aspects of the agricultural valusrch seeds, soil health, water, innovative finaggi
market access and agricultural education.

In 2008 a Memorandum of Understanding was signed®RA, FAO, IFAD and WFP at the FAO High-
Level Conference on World Food Security, to linkdbfood production to food needs, and work across
Africa’s major agricultural growing areas, or agroelogical zones, to create opportunities for small
farmers.

Since 2009 IFAD has worked with the Government oiz&imbique and AGRA on the Rural Markets
Promotions Program (PROMER) in Mozambique. IFAD #relgovernment initiated the US$40.6 millior
program and AGRA has so far contributed US$2.5ionill IFAD is also working with AGRA through its
grant programme. Since January 2009 IFAD has futldes AGRA associate grants (a total of US$
500,000).

For instance, IFAD funded a grant to the Africarieprise Challenge Fund (AECF), which is private
sector fund hosted by AGRA - but is a separatayerithe AECF finances agribusinesses and otheaf&iv
sector companies in Africa through competitive ¢hatg grants and loans. The objective of IFAD suppq
to AECF is to increase smallholder participant meathrough improved commercial linkages between
smallholder farmers and commercial business. IFABecently given a US$1.5 million grant to AECF,
following its new grant policy which allows it tocend grants to the private sector.

D. Conclusions on the Effectiveness of IFAD’s Engagemewith the Private Sector

172. While the country cases studies do not represeah@m sample of IFAD-supported country
programmes, a number of qualitative generalisatitars be made that emerged fairly clearly from
them.

173. 120, Government commitment to and support for rural gevsector development is a key to
IFAD’s ability to support the design of effectiveréstment operations in this are@Vhile this may
seem obvious it bears re-stating. There are stdrge number of Governments that for a variety of
reasons are not willing for IFAD resources to bedus support of private sector development. In
some cases, the opposition to this is ideologloabther cases, such as Pakistan, it is more aiqones
of the Government wishing to channel resources wblip sector activities. In other cases,
Governments are concerned of potential politicditdat from being thought to favour particular
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private companies. Given the growing awarene$SAD of the potential role of the private sector as
a powerful instrument for rural poverty reductidghe Fund must challenge these Governments to
demonstrate a clear commitment to the rural pobe dentral role of governments in promoting the
private-public partnership is also recognised | 2001 report of the Evaluation Cooperation Group
on Evaluative Lessons for Agriculture and Agribesis, which states that “a prerequisite for
promoting public-private partnership is for goveents to provide a policy environment that will
induce private sector participation. Unless thisidiation is present, generating interest from the
private sector is futile.....”

174. IFAD has only played a limited role in encouragipwlicy dialogue on private sector
engagement in rural poverty reduction at the cour@vel. An increased private sector role in a
domain that has been largely in the public secsodifficult for many Governments to accept.
Ministries of Agriculture are not happy to be tdlat their extension and research activities are
ineffective and need to be supplemented by demamdrdapproaches and NGO-facilitated farmers’
organizations. Governments are reluctant to seeswurces towards enabling poor people to provide
an assured and higher quality supply to a privgperator whose profits will increase as a
consequence, even if the poor stand to gain thrdugher prices and assured markets. Policy
dialogue can help to create more openness to tuggmaches. This does not mean a dialogue
between IFAD and the Government — it means a digagthin the country among stakeholders. The
COSOP should be used much more actively for thipgae. There were hardly any cases among the
countries studied where it provided a cogent aimlpé the constraints to rural private sector
development, and the ways in which the poor contiease their share in the value chain. IFAD’s
primary mechanism for a dialogue remains its legdamogramme, particularly issues around the
choice of projects to support and how to desigmthie could do much more however, to use its non-
lending activities to promote dialogue.

175. Even where Governments are reluctant for IFAD tdrmex with the private sector in support of
rural poverty reduction, a well-chosen strategy aaeate openness to consider new approaches.
IFAD’s experience in Sri Lanka is a model of howwall-crafted set of investments have been
instrumental in this regard. The Sri Lankan Govezntnhas had and continues to have a very
ambivalent approach to private sector developmeut,the Government recognised the potential
impact of projects like the National AgribusinessvBlopment Programme both on the production of
exportable products and import substitutes, andemomortantly on the rural smallholder. The
predecessor projects in Sri Lanka included compisngesigned to increase the comfort levels of the
concerned ministries with partnerships of this kiemtl have helped to create a more favourable
environment for a national dialogue on the rol@m¥ate agri-business in the value chain.

176. Knowledge sharing is an essential adjunct of thdicpodialogue and an area where
performance has been unevé@inere are examples of effective knowledge shatmgilbania, IFAD

has supported an institution, Mountain Areas Dgwalent Agency, whose primary objective is
knowledge creation and sharing, and this is workimdl, but such institutions are unlikely to be
sustainable without continuing support and it reggia long-term commitment of the kind that IFAD
has provided in Albania since 1998 when the instituwas created. In Ghana, IFAD has used the
project management units located in different Gornent departments as a basis for knowledge
sharing among ministries. By contrast in Sri Lankbere the same approach has been followed, the
ministries have had thus far little interest in réhg approaches across projects, and not enough has
been done to foster exchanges among project dffideeplication and scaling up of innovative
approaches is going to require a much greater fonusffective knowledge sharing than was evident
in most of the country case studies. Peru is amplaof good practice here. Project managers are
considered facilitators as opposed to executingitageand each project has devoted considerable
attention to knowledge generation and sharing. Nfopbrtantly, the projects employ “talking maps”
which help to identify household and community otdt, economic, and environmental resources.
This supports family and communities visioning ofure development. Also key has been the
facilitation of knowledge among beneficiaries btittough and by technical assistance providers, (e.g.
farmer to farmer exchanges). Over the years, the &mintry programme has formalized knowledge
in videos capturing local knowledge, has funded ynlamowledge projects and events (e.g., local
heritage events etc.), and a variety of academitied.
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177. Very little use has been made of the grant prograntorsupport private sector development
the seven countries reviewed, there are almostan@gthat contribute to private sector development
In Sri Lanka, IFAD provided a fairly substantialagt to a micro-finance institution. The completion
report of the grant suggests that this was an teffease of funds and that it greatly strengthetined
capacity of the institution. Yet, there is no lingtween this grant and any other part of IFAD-fuhde
activities in Sri Lanka. The lack of synergies begw IFAD investment operations and grant-funded
activities is a recurrent finding contained in maother evaluations done by IOE. The grant
programme could also be used to underpin the palieyogue and promote knowledge sharing
activities related to private sector development.

178. Where effective partnerships have been establishiéd the private sector, they have

contributed to corporate social responsibility asdmmitment to rural poverty reduction by the

private sectorCloser collaboration with the private sector regsithat IFAD chooses partners that are
willing to provide fair prices for supply contractwith the rural poor, and operate in an

environmentally responsible manner. In a numbercaintries (Albania, Ghana, Sri Lanka and

Uganda), formal or informal partnerships with ptevasector entities have been important in
contributing to these outcomes. But in Pakistanef@mple, there has been limited contact with the
private sector entities. There has not enough lwotition between the Government and the private
sector to identify solutions to rural agriculturevelopment opportunities and challenges.

179. The country case studies suggest the need for I[fADse all its instruments (and not just
investment operations) more effectively for prongtprivate sector development in borrowing
countries.The assertion that IFAD is a project-driven ingiin and that it deals with policy dialogue,
knowledge sharing and partnerships through theept®jit finances is the response that is generally
provided to the arguments put forward above. Thas werhaps the relevant approach in the days of
‘little IFAD’ with relatively small programmes, noountry presence and reliance on co-operating
institutions for project supervision. It is muclsseplausible at a time when IFAD is often the legdi
multilateral institution working at the retail ldv@mong the rural poor and when the need to sqale u
the programme is increasingly central to its ap@nod he country case studies suggest that even
among the ‘success stories’, IFAD has not yet nthidetransition.

180. Sustainability.In the longer term, despite the potentially higturns to effective private sector
development, this remains an area of very high ais#t IFAD is going to have to internalize much
more effective risk analysis, prevention and mansge practices going forward now that it has
effectively mainstreamed private sector developnierits operationsSince most of the investment
operations that support private sector developrasntrelatively new, some of the key sustainability
issues on which IFAD needs to focus are only begqto emerge. This is an area where IFAD can
benefit from an understanding of the risk managerapproaches adopted by other institutions, but
IFAD’s special mandate and focus will require tlewelopment of appropriate guidelines, training and
procedures. The risks include the following:

. As more and more farmers enter into the markey, feeome increasingly dependent on
price levels and vulnerable to price movements. fi$le is that as soon as a bad year
arrives, small farmers may decide to revert to istdasce staples to ensure their and their
families’ survival. IFAD needs to explore mechaniswhich will help families through
periodic market downturns. It needs to build thesecerns into the training programmes
it supports and discuss with private partners hest bo handle the market downturns. It
is after all equally in the interests of the prams that supply does not dry up the year
after a price decline.

. An important risk in the value chain approach &t tne two parties do not keep up their
part of the contract — the processor may shift teaper sources of supply than the
contracted price, and the farmers may respond tterbgrice offers and not supply the
processor at the agreed price. Again this needwtéactored into the training and the
contracts. Both parties need to see this as agralip with gains and losses equally
shared.
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. Another risk to the sustainability of these arrangats lies in the unequal market power
of the two participants in the value chain. Eventhwihe creation of producers’
association, small farmers are unlikely to be ableesist the pressures from a predatory
intermediary, and, may be forced to continue tgpfupt uneconomic prices. This is an
area where links with fair trade NGOs could be ipalarly important in ensuring that
prices continue to be fair and economic.

. Many of these activities require initial subsidiesget off the ground. Small farmers will
rarely use private service-providers for extenssemvices if there is a possibility of
getting these services free from the public seotogetting subsidies to pay for them.
Similarly lines of credit channelled through spédecilities may require subsidies to
ensure that farmers and producers undertake thestiments needed to implement the
project. The project may not be sustainable onesstipsidy is removed. This is of course
also a risk for the sustainability of income getiatpactivities in projects using the
traditional model.

. Perhaps most important of all are the risks thitteeto corporate social responsibility
and the need for IFAD to put in place principleseofjagement for dealing with issues
such as environmental impacts, working conditiogender equality, etc. IFAD is
extremely vulnerable to perceptions in the intéomatl community that projects it
supports may have negative environmental or s@oakequences and it needs a due
diligence framework that minimises these risks.

181. Innovation.The speed with which IFAD’s CPMs have picked uglmnshift within the IFls and
aid agencies towards putting market linkages inftrefront of the operational approach to rural
development, is in itself evidence of consideramievation within the institution. Clearly, the yaite
sector development strategy did not anticipate #AD-funded investment operations would evolve
so rapidly in this direction. In some areas, IFADnbw arguably the market leader. The comparator
analysis of other institutions which is reportectiapter VIl suggests that IFAD has as much toiteac
as to learn. The Sri Lanka National Agribusinessdl@ment Programme is a project that could well
trigger the development of a wholesaling approachcantracting. This project works through
initiatives undertaken in partnership with mediumdalarge scale enterprises which invest in
processing plants and contract with poor smallhslde provide raw materials. The project provides
49 percent of the investment cost in the form ofiaority shareholding held initially by the project
authority, but progressively paid off out of thereéags of the participating farmers who then become
minority owners in the activity. This may solve ajor problem with the approach which is that it
requires a very substantial staff input on the phthe facilitating donor agency.

182. IFAD’s own experience with the Uganda Vegetable @évelopment Project testifies to this.
The particular variant of the demand driven apphnotc extension that is being adopted in Peru is
another example of an innovation that could pdietway to a new generation of projects in an area
that has proven particularly troublesome for mastegnments and aid agencies. Where innovation
falls short of satisfactory however, is in relatimntechnology. IFAD is not exploiting in its peajts

the capacities of the rapid expansion in rural @aaamobile phones and ICT in such areas as banking
and market information. It needs to focus much nadirention on these areas in future.

183. Scaling up.This may prove to be one of the strengths of tte model. There is already
evidence on the ground that smallholders seeingrtpact of participation in the value chain by thei
neighbours are becoming interested in participatimgmselves. Similarly private businesses are
beginning to see this as a win-win situation tret both positively impact the bottom line and also
help to solidify their reputation as responsiblézens with an interest in rural poverty reductiés.
explained above, this is very visible in Sri Lanka example where IFAD has formed strong
partnerships with a number of medium and large @onigs to develop value chain programmes in
agri-business.
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Key Points L

» Interms of results, the evaluation finds that pctg designed in 2006-2007 provide deeper atteiio
engagement with the private sector, as comparqutdjects designed in 2003-2004 (i.e., before the
private sector strategy was adopted in 2005). Likewin 12 of the 18 indicators covered, the newer
cohort of projects is demonstrating better emergdegformance. Results from the RIMS revedls
however that project achievements are on the whulderately satisfactory in key areas related||to
private sector development.

» Based on the seven country case studies, withxitepéon of Pakistan, private sector developmeat
core element in the IFAD-financed country prograrantevidence on the ground suggested substaitial
support for the value chain approach including ast¢e markets.

1

e The role of governments in providing an enablindiggoand institutional environment is critical for
IFAD to effectively promote private sector develagrhat the country level.

* Rural finance emerged as a problematic area witllesnma of whether to provide direct financia
support to small farmers through the project unitoowork through the commercial lending framewark
which could mean that potential project benefigianvould not have access to finance.

* |FAD’s non-lending services — policy dialogue, kdedge-sharing, partnerships and use of its g:lﬁnt
programme to support these — emerged as relativefker elements of the country programmes that
could benefit from greater management focus. Thehnsistent with the results reported in chapter |

VI. IMPLEMENTING THE STRATEGY: REVIEW OF ADAPTATIONS TO KEY
CORPORATE BUSINESS PROCESSES

184. The third building block of the evaluation (i.eeview of key corporate business processes in
support of private sector engagement) is fundarheasgait contributes to a better understanding of
underlying causes for good or less good resultseaeti on the ground. It is also important to see if
the necessary adjustments were made to corporaieelss processes by the IFAD management to
ensure an effective implementation of the privageta strategy. The examination of selected
corporate business processes in this evaluati@onsistent with the recommendation of the Peer
Review of IFAD’s Office of Evaluation and Evaluatié-unction for IOE to get increasingly involved
in the assessment of IFAD’s corporate businessgssms. In fact, the three other recently concluded
corporate level evaluations by IOE in the past t®wgd years also included a review of selected
corporate business processes.

185. In particular, the evaluation reviewed the follogiprocesses and functions of IFAD for their
coherence, interrelationship, and their influence IBAD’s work in the area of private sector
development: management and leadership, humanroesomanagement and organizational structure,
knowledge management, grants, and operational gsese(e.g., country presence, supervision and
implementation support, results measurement, guatihancement and quality assurance, and IFAD’s
instruments for partnership with the private séctbr addition to the above, although it cannot be
considered as a corporate business process, theatwa takes a look at the role played by IFAD
governing bodies in promoting private sector engaay®, especially the Executive Board. The
rationale for reviewing the role of the governingdies is because they are responsible for providing
the supporting policy environment and exercisingreight in the implementation of the private sector
strategy. A similar analysis was made recentlyhi@ tontext of the corporate level evaluation on
gender equality and women’s empowerment, discusstidthe Board at its session in December
2010.

A. The IFAD Governing Bodies
186. In the last 10 years or so, the Fund’s governindjgmhave generally played an important role

to encourage IFAD to expand its co-operation with private sector, to support the rural poor to
improve their well-being through sustainable adtioe and rural development.
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187. The central and increasing role of the private aeatas widely discussed during the Fund’s
sixth replenishment in 2002. The final report ok tlixth replenishment required the IFAD
management to take two specific actions: (i) dgyvéstrategy for achieving greater involvement of
private sector participants in IFAD programmesgptiyzh cofinancing and other forms of partnership
consistent with IFAD’s mission, will be provided tloe Eightieth Session of the Executive Board in
December 2003” (which was eventually approved imilA2005, although it was first presented for
approval to the Board in September 2004); andp(ifsue opportunities for partnerships with private
sector enterprises in the financing of projectsergystematically as part of IFAD’s cofinancing and
partnership strategy objectives.

188. Similarly, during the eight replenishment of IFAD‘'esources in 2008, member states again
reaffirmed the need for IFAD to strengthen the gegaent of the private sector in IFAD-funded
operations, and if the need is identified, preseptoposal for IFAD’s role and instruments relative
engagement with the private sector, fully consistéith IFAD’s mandate, to the Executive Board in
December 2010. Member states also supported the undertakindnief dvaluation as a basis for
IFAD’s engagement with the private sector in theeife.

189. The Executive Board has had an important part@mpting greater participation of the private
sector in IFAD-supported activities. It discussé@ draft private sector strategy in its session in
September 2004. In particular, the Board noted iihate work was needed on some elements of the
document and that it would need to be augmentea lbgsults framework by which the planned
private sector activities could be monitored andleated. The revised document, together with the
results framework, was presented and adopted bBdhed at its Eighty-Fourth Session in April 2005
for approval. The Evaluation Committee has alsyqdaa part, by reviewing key evaluation reports
and further emphasising the importance for IFARmgage with the private sector.

190. However, at the same time, the Board seems to laerlooked that the critical
“implementation requirements” of the private sedtategy it approved in 2005 were not put in place
by the Management, such as, for example, monitoaimg) reporting arrangements at the aggregate
level across the indicators contained in the gisaseresults framework or ensuring that the PMD
focal point was appointed in a timely manner ot teasons were systematically extracted and shared
across the organization.

191. The aforementioned leads to a similar conclusiooudented in the recent corporate level
evaluation on gender, where the Board was seeavotel deeper attention to discussing the approval
of new policies, strategies and operations, as eoatpto the amount of time spent and resources
invested in debating results, lessons learned aihdds, which are crucial for future policy, stgy

and operations development as well as prioritinatiblFAD-funded activities.

192. Another conclusion from this evaluation is that thechanisms within the Fund for briefing or
reminding Board members (especially new ones) of #fecisions taken in the past and their
consequences (e.g., in terms of the “implementaiguirements” adopted in the framework of the
private sector strategy) are generally weak. ltespi the fact that major decisions are capturetthén
Board’'s minutes, this remains a particularly impattissue that merits attention in the future,
especially in light of the relatively rapid turnovef individuals who represent their countries ba t
Fund’s Board.

B. IFAD Management and Leadership

193. According to the evaluation, in the last decade,rtile of the IFAD management in promoting

private sector engagement can be broadly distihgdisn three specific periods, that is, from around
the early 2000s till the approval of the privatetse strategy in April 2005, followed by the period

from the approval of the strategy till end 2008] #mirdly, from 20089 till date.

4" In agreement with the Board, the Management malps expected to be presented to the Board in

December 2011.
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194. In the first period, the management recognizedgttoeving role of the rural private sector in
developing countries. This coincided with greatemdcratization especially in Africa and an
increasing shift from a command-driven to markétmted economic policies in many IFAD
borrowing countries. The sixth replenishment (20@2f also a turning point, as for the first time,
member states forcefully requested IFAD to take aomnore proactive stance to private sector
engagement. The management responded positivelintimgucing the first corporate rural finance
policy in 2000, followed by the rural micro-entega policy in 2003, both of which contained
important implications for IFAD’s engagement withetprivate sector. This initial period culminated
in the development and approval of the Fund’s prstate sector strategy in April 2005.

195. The second period from the approval of the prigaigtor strategy till the end of 2008 witnessed
significantly diminished attention and space bynf@nagement in furthering the engagement with the
private sector. The most overwhelming reflectiorha$ is the fact that the private sector strategg

not adequately rolled out, disseminated or impldaettiisee table 4 above). No focal point for follow-
up on the implementation of the strategy was desegh as per the commitments agreed with the
Board. Clearly management did not view the stratagybeing of sufficient priority to ensure the
necessary “implementation requirements” approvedhleyBoard were met. Part of the explanation
may be found in the fact that the IFAD managemeens disproportionate time and attention, for
instance, towards the implementation of the Act®lan for Improving IFAD’s Development
Effectiveness in 2006-2007, rather than in constild) key earlier decisions. The recent corporate
level evaluations, respectively on innovation aaddgr, came to similar conclusions - underlinirgy th
limited management attention towards the implentemtaof the important Initiative to Mainstream
Innovations (approved by the Board in December P@0%W the Gender Plan of Action (of April
2003).

196. Itis however to be noted that IFAD-financed COS@Rd projects between 2005 and 2008 did
increasingly include components on market-linkagied participation of private sector entities. slt i
obvious that there was growing interest in thespr@gches. There is little evidence for direct
attribution of this to the strategy, but it may badayed a useful role in supporting the increasing
openness of staff, management and the Board tatprsector engagement by in effect providing a
green light. The increasing interest of IFAD mamaget in private sector development is evidenced
by the management proposal for a new facility tppsut direct lending to the private sector in the
2008 replenishment paper. On the whole however| @609 there was little in IFAD’s public
pronouncements or institutional positioning to sgigthat a growing engagement with the private
sector was taking place. In the last couple of yetie rhetoric has finally caught up with the ficac

on the ground.

197. The third period from 2009 to date has seen aniaegeeasing articulation of the importance of
the rural private sector for sustainable smallholaigriculture and rural development. This is most
visibly captured in IFAD’s most recent Strategiafework 2011-2015 (which is currently under
development), which enunciates the President’sonisbif moving from smallholder subsistence
agriculture to smallholder agribusiness, with anpirent role of the private sector. The Presidest ha
himself championed a greater role for the privaieia in the global and regional platforms related
agriculture and economic development. Finally, @ipproval of the new grants policy in December
2009 is another example, as it opens the doorHADIto provide direct financing to private sector
entities in developing countries for the first time

C. Human Resources Management and Organizational Straigre

198. The private sector strategy made provision for i§igecaining, preparation of a manual/toolkit,
and assignment of a focal point on private secwretbpment, all of which were aimed towards
supporting staff (especially CPMs) in furtheringvpte sector engagement in IFAD-supported country
programmes. However, none of these measures weoguced once the strategy was approved in
April 2005.

199. In terms of technical staff working on private sgcissues, in the early 2000s, IFAD had a
specialist devoted to private sector developmeltipagh this position was cancelled after a few
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years. The individual was unable to provide thaiiregl support to operational staff, partly giveatth
the incumbent was institutionally located in thertlExternal Affairs Department. Currently, one long
term consultant in the Policy and Technical Adwsbivision serves as senior technical adviser on
value chains and access to markets, but there églviser specifically dealing with the private sect
development, which is a thematic area of speci@zan its own right. Similarly, in the early 2060
IFAD had a technical adviser on rural small eniegs development in the Policy and Technical
Advisory Division, but the position was discontiuaround 2007. IFAD does however at present
have three technical advisers on rural financialises and staff specifically working on remittasce
who look for ways and means to engage the privet®sin their thematic areas of work. Moreover,
as this evaluation was being finalized, the pexsmupying the post of regional economist in therNea
East, North Africa and Europe Division has beendferred in April 2011 to the Policy and Technical
Advisory Division as Senior Technical Adviser deglwith private sector development.

200. With regard to CPMs, few have in depth knowledgebackground on private sector issues.
Only some have educational qualifications in busin@dministration or experience of working in the
private sector. This is understandable, given thadate and operating model of IFAD, which makes
it work mainly through governments in developingiotries. It is to the credit of the CPMs who have
been willing and able to support projects includjpmivate sector entities, which often takes them
outside their comfort zone. In addition, IFAD isatlenged in finding consultants of the requisite
experience and seniority to work on private seigsues given the limits of UN consultant daily fee
scales.

201. Unlike other multilateral development banks, IFADed not have a specific organizational
outfit devoted to its private sector developmertivdaes. This can be considered a limitation in
furthering IFAD’s engagement with the private sectspecially given the major emphasis in the
2011-2015 Strategic Framework (under preparationpromoting ‘farming as a business’ - in which
the private sector has a significant role to pEyerefore, the merits of setting up an appropiate

of organizational outfit - within the existing diafy levels available to IFAD - that deals with IB/s
work related to the private sector in a structuaed systematic manner is worth serious consideratio
To be effective, it would be important for suchautfit to be staffed, among others, with speciédjst
in private sector development.

202. In sum, IFAD should develop the capacity to leadhis area. It is uniquely positioned to
promote more effective public/private collaboratiand partnerships in the rural poverty space.
Leadership will require more staff with first-hakkdowledge and experience of the private sector
operations; an appropriate organizational architectthat would take the lead and overall
responsibilities for IFAD’s work in private sectdevelopment; staff who are better trained in pavat
sector development issues; and dissemination aofvletlye and guidance on these topics to staff and
consultants.

D. Knowledge Sharing and Grants

203. Knowledge sharing.As one of its “implementation requirements”, thévate sector strategy
underlined the importance of “capturing, reportamgl sharing lessons learned”. It further statet tha
“it is crucial to analyse and document what workd a&vhat does not in IFAD’s approach to private
sector development. IFAD will need to learn from successes and mistakes. Drawing lessons from
ongoing experiences and sharing these within IFAD with other development partners will allow
IFAD to improve its ways of working with the privasector.....Jand] capturing lessons should be a
continuous activity, with stocktaking conducted mmew years...”

204. There are some initiatives to share knowledge botRAD headquarters and within and across
IFAD-financed projects. At headquarters, seminlanswledge fairs, and brown bag lunch discussions
are held periodically on good practice exampleprofate sector engagement in the field. There is
however little focus on mistakes or learning froailures. To a large extent, however, knowledge
sharing seems to take place largely through informatworks, where CPMs learn of approaches being
introduced by colleagues responsible for programmaeagement in other countries and contact them
for additional information. In fact, one limitatiowhich is constraining knowledge sharing is the
absence of a staff rotation policy. Knowledge endleedin a particular country programme or with a
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particular CPM tends to be locked up in the countrgivision for a very long time given the lack of
timely rotation of staff.

205. The regional implementation workshops, such asli#sarning Event on Value Chains and
Working with Private Sector organized by the Asmal @ahe Pacific Division in February 2010, offer
useful opportunities for sharing experiences aisddas across projects and countries, but these are
mostly confined to specific regions. The Latin Ainarand Caribbean Division also organized a two-
day workshop on “Developing Pro-Poor Business Medeith the Private Sector” at IFAD
headquarters in October 2010 to explore partnemstiipthe private sector with several private secto
entities and experts from the region. In recenesinstaff working in different geographic regiorss h
attended regional implementation workshops orgahigeother divisions, which offer possibilities for
cross-fertilization. The regional electronic netisupported by IFAD also serve as important tools
for knowledge sharing. On a related issue, theua@n however found that IFAD managers and staff
are not sufficiently familiar with the private sectdevelopment activities of other institutions amd

not making use of some of the innovative approauhesh are being adopted.

206. At the country level, IFAD has pioneered some gerdmples of knowledge sharing in recent
years. In the case of India, the development okl-staffed Country Presence Office has enabled a
focus on knowledge-sharing activities, with twiceayly two day meetings of senior staff from each
project to discuss common problems and frequentrsem visits to other project sites and periodic
learning events and seminars organized by the stdffe country office. In the case of Albania, by
using a single agency as the focal point for itsveies in the country, IFAD has been able to
internalize the knowledge about different approachdore usually, projects work with different
coordinating units and different ministries and &xperience has been mixed. In Ghana, IFAD seems
to have been able to increase communication andlic@ion across the different units involved ® it
projects. A more uniform approach would follow iFAD clearly assigns the mandate and
accountability for knowledge sharing within the nty to the country presence office.

207. Grants. The IFAD grants programme has not been fully exetbias an instrument for
knowledge generation. A great deal of importantvidedge is not available in house or in country.
Using the grants programme regionally and globalligws IFAD to buy into knowledge that is being
created elsewhere or to promote research designedette new knowledge that can be used to
enhance country programmes. As part of the evaluas scan was undertaken of grants in support of
private sector development, mainly at the global esgional level, but with some country examples
drawn from past Country Programme Evaluations.ds wlmost impossible to categorize the grants.
Grants at the country level are most often a tappip of loans as a way of funding technical
assistance where governments refuse to borrovhéoptrpose. Where they are unrelated to lending
they tend to be opportunistic, reflecting some gpatbose which came to the attention of the CPM.
The major purposes of country level grants shogldddfill gaps in knowledge as a basis for policy
dialogue and lending; to support south-south kndgdesharing and countries learning from the
experience of their peers; and for laying the gdwork for future programmes. The new 2009 grants
policy represents a significant move in this dii@tt It needs to be implemented effectively anddyoo
practices disseminated widely within the institatidn fact, since the approval of the new policy,
IFAD has given grants to Technoserve (an NGO thpperts the commercial agri-business sector),
AECF, AGEXPORT, PhytoTrade, and numerous otherrirgéions that directly support the private
sector.

208. All in all, however, the evaluation concludes tlaatore systematic approach to knowledge
management on the private sector engagement caa f{wde very beneficial. But, for this to happen,
there needs to be better incentives or accourtiahiimework for knowledge sharing, and time and
resources have to be made available for the purgdeecurrent lack of a consolidated departmental
or corporate agenda for knowledge management gatprsector issues is a constraint that needs to be
addressed as well.

E. Internal Processes and Instruments

209. Country presence and direct supervisionThe increasing decentralization of IFAD and the
expansion of country presence is one of the mogbitant positive developments for enhanced
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private sector development and partnerships smeapproval of the private sector strategy. Wihite t
objective of country presence is not specificatlystipport private sector development, the impast ha
in fact been disproportionately felt in private teealevelopment-related projects which depend to a
much greater extent on local knowledge. However,é¥aluation notes that there are concerns with
country presence, especially with regard to theiosgy of staff in country offices and their
experience, knowledge and competences of privatersgevelopment issues.

210. The move to supervising projects directly has bhougimilar benefits as CPMs build up
contacts with a new set of economic agents andirgcéamiliarity with the constraints faced by the
private sector in being involved in IFAD-funded jes. In Sri Lanka, the supervision mission was
able to sit in at a conference at which privataaeservice providers were discussing their congern
about the difficulty of securing commercial bankaice for small entrepreneurs with Government
officials. This information can be factored nottjugo project management, but also into the broade
policy dialogue and country strategy going forward.

211. Measuring results. The private sector strategy stated that the reanitisimpact management
system (RIMS) indicators will include reporting BPAD’s engagement with the private sector. It also
said that IFAD will measure its performance at #uygregate level and progress will be reported
through the then Progress Report on the Projedffdior (which has since been merged into the
Report on IFAD’s Development Effectiveness) preseérb the Board annually.

212. The private sector strategy results framework ithetl 16 key performance indicators to be
measured and reported on. However, no baselineavakble or collected that could have provided
an indication of whether performance measured agttie key performance indicators was positive or
not. The key performance indicators were often &dmambiguously, for example, not simply the
number of enterprises established, but also thioae were ‘strengthened’ (e.g., “number of rural
enterprises established/strengthened”). Only few gerformance indicators had some form of
numeric target to be achieved in the period covegethe strategy (i.e., 2005-2008).

213. Table 7 shows that of the 12 project level indicatmcluded in the private sector result
framework, seven are not included in the resultd mmpact management system. However, it is
possible to quantify achievements by individualtyiewing project document, which the evaluation
has done. Table 3 in chapter IV provided an iletgn of how well IFAD is achieving five of the
established targets, against the 12 project lentitators which have been consistently monitorest ov
time. The remaining four (of the 16) indicators tre results framework primarily relate to the
COSOP¥, but there is no systematic monitoring systemditect and report on the progress made,
even though this data can be complied by reviewdagh of the COSOPs adopted after the 2005
private sector strategy was approved.

8 These are: (i) COSOPS include strategy to engagelicy dialogue for local private sector develmgnt;

(ii) stakeholders in COSOP consultations includiegte sector representatives; (iii) where apprderipgolicy
dialogue to support the local private sector iduded as a country programme activity; and (iv) radw
COSOPs include partnership possibilities with tHegte sector.
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Table 7. Monitoring of the Private Sector StrategyResults Framework Using RIMS

Results indicators listed in
the private sector strategy

Whether the RIMS database
include the results indicators
of the private sector strategy

Actual application of the indicators of the
private sector strategy in individual
project RIMS reports

» Households with improvement in
household asset ownership index

Yes.
Third level (impact) indicator of
the RIMS.

No third level indicators applied in current
project RIMS reports

* Number of private sector jobs
generated in rural areas

Yes.

Second level

(outcome) indicator of RIMS:

- Number of jobs generated by
small and medium enterprises.

Of the 181 projects included in RIMS which
all have part or full implementation period
after the release of the 2005 private sector
strategy, the RIMS reports of 2 projects
include this indicator.

* Flow of local private sector investme
in rural areas

No corresponding indicator in
RIMS

« number of rural enterprises
established/strengthened

Yes.

Second level

(outcome) indicator of RIMS:
- Number of enterprises
operating after three years

Of the 181 projects included in RIMS, the
RIMS reports of 45 projects have this
indicator.

* percentage of farmers using private
advisory services

No corresponding indicator in
RIMS

* percentage of rural poor accessing
private financial services

No corresponding indicator in
RIMS

» number of functioning marketing,
storage and/or processing facilities

Yes.

Second level ( outcome)
indicators of RIMS:

-Number of functioning market,
storage, processing facilities
First level ( output) indicators:
- Market, storage, processing
facilities constructed and/or
rehabilitated

Of the 181 projects included in RIMS, the
RIMS reports of 48 projects have this
indicator.

» 20-25 per cent of all new IFAD
projects strengthen the business
capacities and skills of targeted rural
poor or their organizations (e.g. farmer
associations,

savings and credit associations, and
water users’ associations)

Yes

First level ( output) indicators
of RIMS:

- People trained in post-
production, processing and
Marketing

Of the 181 projects included in RIMS, the
RIMS reports of 62 projects contain this
indicator

« In new projects with a component for
agricultural production and related
advisory services, 25-50 per cent of
such services would be delivered by
private sector providers

No corresponding indicator in
RIMS, even though this data ca
be obtained by reviewing projeq
design documents

« In new projects with a rural financial
service component, 50-75 per cent of {
RFIs supported, strengthened or scale
up will be private sector institutions

No corresponding indicator in
RIMS, even though this data ca
be obtained by reviewing projed
design documents

 20-25 per cent of all projects will link
small farmers with private markets or
intermediaries (including contract
farming initiatives) or will support the
development of SMEs

No corresponding indicator in
RIMS, even though this data ca
be obtained by reviewing projed
design documents

« At least 15 per cent of IFAD projects
will cofinance with or will generate
complementary investments from the
Private sector

No corresponding indicator in
RIMS, even though this data ca
be obtained by reviewing projeq
design documents

214. ltis left to the CPM to decide which key perforroarindicator from the private sector strategy
will be included in the RIMS of IFAD-financed prajs. This has led to a situation — seen in the abov
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table — that RIMS only collects systematically dataoss 5 of the 12 project specific key perforneanc
indicators. And, that too, in a fairly limited nuetbof projects that apply the RIMS (see table 7is |
evident that RIMS has not been effectively usechanitoring the implementation and results of the
private sector strategy. This is in part due td laf oversight and performance management by
managers within PMD. It is in fact a missed oppuoityy as the data could have been relatively easily
collected within the RIMS context.

215. As mentioned earlier, the private sector strategpired reporting at the aggregate (corporate)
level on the achievements against the 16 key pedbce indicators in its results framework. The
annual Portfolio Performance Repdrsubmitted to the Board in April 2006 and Decemb@66
provided a useful account of the implementationthef strategy, including efforts being made to
achieve results against the key performance inglisal he Portfolio Performance Report was merged
into the Report on IFAD’s Development Effectivenessich has been presented to the Board
annually since December 2007. None of the editiohghe Report on IFAD's Development
Effectiveness (or any other document since thes)im@uded a consolidated analysis and reporting at
the aggregate level on the achievements againsi@hkey performance indicators in the results
framework of the private sector strategy.

216. Quality enhancement and quality assurancelhe private sector strategy has elbowed its way
into IFAD’s internal Quality Enhancement and Qualtssurance systems through the evolution of
IFAD operations on the ground, and the growing emsghon market access, rural finance services,
and off-farm employment and enterprises. These céspeave been also incorporated in related
internal operational guidelines, such as the Gindslfor Quality Enhancement (2007) and Guidelines
for Quality Assurance Function and Process (208@)vever, the notion of partnering with the private
sector, and broader support for private sector [dpueent, have not as yet been embedded in these
operational guidelines. Although there is a passigigrence to the private sector strategy in the
Guidelines for Quality Enhancement, these integuédelines in general do little to ensure compleanc
with the private sector strategy. For example, éh&r no explicit reference to private sector
engagement in the six Key Success Factors in therrkjaAssessment Template for assessing new
COSOPs. However, the annual report on quality asser of IFAD-funded projects and programmes
presented to the Board in December 2010 includsecton on thematic areas needing improvement
in design. This report notes that 7 per cent oftedl 36 projects exposed to quality assurance 110 20
will need close attention in the treatment of piévaector, as compared to 5 per cent of all preject
reviewed between 2008-2010.

217. IFAD’s instruments for promoting private sector engagement. IFAD has a number of
instruments for promoting private sector engageranbne way or another. These include loans for
development projects, grants, policy dialogue, Kedge management, and partnership. Unlike other
multilateral development banks, IFAD is howeveryoallowed to provide loans to member state
governments (i.esovereignending) and not directly to the private sectorerethough the latter can
participate in activities related to loan-funded~supported projects.

218. IFAD was also not allowed to provide grants dinge¢d private sector entities, until the recent
approval by the Board of the new grants policy BcBmber 2009. IFAD grants can now be provided
directly to private sector entities, insofar as dlatvities funded can contribute to the betternwrihe
lives of the rural poor. These grants can be pexitbr services that private sector entities can
provide to the rural poor (e.g., training of prizagector company employees to extend services or
outreach to the rural poor clients, market andrmss research for developing new financial products
targeted to the rural poor, etc.). Grants cannogiteen for equity or capitalization of private sact
entities, nor to finance long-term operating castsactivities that would have been covered by the
company in the absence of the grant. This new geamdow should therefore allow IFAD to broker
the kinds of contacts between the medium and |laogée private sector and small farmers that are
indispensible to the development of value chaigmammes.

49 Previously known as the Progress Report on thgérPortfolio.
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219. This is indeed an important evolution in one of & core instruments for rural poverty
reduction. It is however to be noted that the IFADverall grants window is a relatively minor
component of its annual programme of work, so theunt of resources IFAD can provide directly
for private sector engagement is quite small. Meeeoas mentioned in the previous paragraph, the
grants window does not allow IFAD to finance sededtey activities that would enable greater private
sector development and engagement in developingtces.

220. Another important instrument at the disposal of IFfor private sector development for rural
poverty reduction is policy dialogue. Through pwlidialogue, for example with governments and
other development partners, the Fund can contrittutreating a more favorable policy, regulatory
and institutional environment, globally, regionadlgd in borrowing countries, for the participatioin
the private sector in agriculture and rural develept activities. However, the evaluation concludes
that IFAD’s policy dialogue capabilities at the oty level, in general, are often constrained by a
number of factors. These includter-alia, limited time and resource allocation, as well as
insufficient skills and competencies of CPMs whe asquired to lead the policy dialogue efforts.
There are therefore ample opportunities to useyadlialogue more effectively as a central instrumen
for ensuring a wider engagement of the privateosdntrural poverty reduction efforts in borrowing
countries.

221. Strategic partnership is an additional instrumduatt tan be used to advance IFAD’s private
sector agenda. This could include for example theebpment of a formal cooperative programme
with an institution such as IFC, which is able toyxde direct lending to the medium and large-scale
private sector, and where IFAD’s expertise in wogkiwith farmer organizations could provide a
useful complement. Knowledge management as anitsieument was discussed earlier this chapter.
However, in both areas, the evaluation’s genendifiig is that the Fund has not sufficiently leveig
these instruments (i.e., policy dialogue, partnpsshnd knowledge management) to further its work
in private sector development in support of its d&ta to reduce rural poverty.

222. With regard to IFAD’s current lending activitiefiet examples of the refinancing facilifiém
Eastern Europe and other countries suggest thatsCi® becoming increasingly skilled in finding
indirect ways to finance the private sector witthie context of IFAD-supported country programmes.
In Albania, Armenia and Moldova refinance facilgi@re supporting loans to small and medium
enterprises, which can establish value chains swithllholders and hire the rural unemployed. The Sri
Lanka National Agribusiness Development Programsneroviding finance to allow smallholders to
take equity participations in investments whererttagority partner is a medium or large-scale pevat
processing or marketing firm.

223. However, in spite of examples of working with thévate sector in the context of loans-funded
projects with sovereign guarantees, a number gflpaoterviewed by the evaluation team highlighted
that the Fund is not able to attract sufficienthe tparticipation of private sector entities on a
systematic basis in its agriculture and rural demelent efforts. There are many reasons for the
aforementioned including, for example, the reluceawnften of private sector entities to work with
governments within the context of a loan for whittimately the government is primarily responsible,
the hesitation of some governments given their alegpolicy environment and institutional
capabilities to partner with private sectbrand the inefficiencies of reaching the privatetsec
through an intermediary (in this case the goverrijmather than directly. Trying to engage the prva
sector through sovereign loans also exposes thé Farrisks of getting caught up in eventual
difference of opinions between public and privageter actors. Working through government can also

0 Refinancing facilities are mechanisms wherebypttwect refinances loans made by commercial bémks

project purposes up to a certain level. As a oguesece, the bank gets funds it can use right anstgad of
waiting for repayments to come in. In addition, thénance facility may include guarantees whictoaleduce
the risks to the banks of making these loans.

> For example, the Pakistan government has expteassaeluctance to pass IFAD funds through to the

private sector, and the Government of Tanzanisetlidown a proposal to develop a project along dneeslines
as the Uganda Vegetable Oil Development Programme.
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constrain the Fund in the range of private seattities it can involve in IFAD-financed operations,
especially if governments express particular pesfee to work with selected private sector entities,
rather than others that might be more suited f ta be discharged.

224. In addition to the above, it is useful to recogrilzat loans pass through Governments and are
made available through wholesale institutions toroifinance institutions and are usually available
borrowers at high rates (e.g., 30 per cent per mhnegardless of the term of the investment. Tibts
only favours short-term borrowing rather than ldagn investment in plant and equipment, it also
leaves many of the endeavours supported by IFADerable. For example, small and medium
enterprises owned by poor have little or no eqaityd most are overleveraged. While over leveraging
is not problematic in a growing business envirorimewmer leveraging in agriculture poses its own
challenges. In addition to normal business riskerd are weather and pest related risks, and over
leveraged businesses are at great risk of insojvértheir cost structure is lumbered with excessiv
interest charges. While, the recent thrust towarelather insurance is an attempt to solve the weathe
related problems, it does not fully address theessf inherent risks in developing businesses that
have high financial cost structure.

225. The inability of IFAD to develop institutions with suitable financial structure has left many
rural institutions, both farmers organizations amétro-finance institutions, poorly equipped to
adequately cope with business risks. This also m#aat IFAD’s portfolio carries considerable risks.
They are not manifested when the projects are imggbut as noted in many earlier evaluations, the
sustainability of IFAD’s projects and the instituts supported is relatively low. To address trssas
IFAD needs to take steps to reduce the financslsriinherent in the capital structure of the
institutions developed and supported by it by pimg a judicious mix of equity and long-term
finance. While partnerships with IFC and othersld@ddress the financial needs of medium to large
enterprises that would engage with smallholdenrgioe chains, there would be little interest orirthe
part in financing the smaller enterprises thataitical to providing services in rural areas, whias
noted earlier, remain financially vulnerable beeaatthe paucity of suitable instruments available
IFAD (especially equity) in supporting and localééprivate sector initiatives.

226. Given the experience and efforts of other multi@tdevelopment banks (see chapters | and VII
and appendix 6), the limitations outlined aboveeofaging the private sector through loans to
governments, and in light of IFAD’s evolving manglaf transforming small farming into a business
in which the private sector has a major role, thaeation believes that time has come for IFAD to
develop the necessary instruments for channelirsgpurees directly to the private sector. The
evaluation recognizes that there are a varietyighfe sector entities that could be supported,thatl
resources made available directly to the privatgtosewould be for different purposes and take
different forms depending on the nature of entegrand activity supported, including equity
investments, loan guarantee funds, venture capitastment capital, working capital, etc. A pairt o
its support could be provided for technical asastsand advisory services, although the IFAD grants
window could be utilized for this type of assistamequired by private sector entities.

227. By focusing its direct lending to profit-making sinand medium enterprises, micro-finance
institutions, agro-processors, cooperatives, coroi@ebanks, farmers associations and other private
sector operators, part of the formal economy faahgllenges to mobilize capital from financial
markets, IFAD would be able to better contribute cmammodity value chain development and
ultimately become more effective in reducing ryraverty. In particular, non-sovereign lending te th
private sector could allow IFAD to make direct igtraents in different entitiemter-alia, to improve
their physical and financial infrastructure, skéisd technology, as well as provide new privatéosec
entities capital for covering initial overhead @dtor example, the Fund could channel resources to
agro-processors working in rural areas for businesastructure and skills development, which in
turn would benefit IFAD target groups involved igrigulture production activities. Similarly, IFAD
could channel money to small seed companies toupm@nd sell seeds in rural areas covered by
IFAD operations. Any direct lending would, howevdrave to complement IFAD’s existing
instruments for rural poverty reduction, with thidmsate aim of further spurring market-led growth
and development in rural areas.
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228. There is little doubt that IFAD could play a mucloma active role in developing public-private
partnerships, if it were also allowed by its owmarthrs and in agreement with borrowing governments
to provide direct lending to the private sectorsimpport of its agriculture and rural development
efforts. This would however pose a challenge ferRFnd, as the organization would need to develop
the required legal, financial and supervision fraumkk, and put in place standards of corporate socia
responsibility as a basis for due diligence in #Hrsa. It will take time to develop these standarts
systems, including in particularly the partnershigpsd staff capacities and expertise as well as
organizational architecture that would be neede@ fmajor paradigm shift this would entail.

229. In conclusion, the evaluation believes that IFAD da a lot more with the existing instruments
already at its disposal, which, however, need #irrtlstrengthening, resource allocation, and
development. However, based on the analysis in éwiasluation and the experience of other
development organizations in promoting private @ectievelopment, this would only bring
incremental benefits to IFAD’s target groups — esgdly small farmers. One complementary approach
that is worth serious consideration is the creatba separat®rivate Sector Development Facility
that could be used to pilot perhaps one or twogpei\sector loans in each region. If such a facility
were additional to regular country allocations ntlitevould allow skeptical governments (both donors
and recipients) to see the impact of such finaneing) possibly create a more positive climate in the
future for allowing IFAD’s regular funds to be padsthrough to the private sector in support of the
rural poor. At a later point in time, a decisiorultbbe made as to whether to fold such a facititg i
the regular programme of work. An important benefitthe separate private sector development
facility is that, it would allow large private fodations who eventually contribute to the facilitgray
with governments, to play a role in the governawicine facility.
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Key points
The Board provided the required support leadindouthe approval of the private sector strategy, put
did not exercise the required oversight duringnitslementation period (2005-2008).

Few CPMs have in depth knowledge or backgroundroraie sector issues. It is to their credit that
CPMs have been willing and able to support projelctg include private sector entities. IFAD i
challenged in finding consultants of the requisit@erience and seniority to work on private segtor
issues given the limits of the current consultamtydfee scales.

While the evaluation found reasonable knowledgeisavithin regions, there was still little crosg
regional learning taking place. A large part of Wiexdge sharing was undertaken on an informal basis
and there is little attention to learning from fmés. There was also inadequate knowledge about wha
other institutions were doing and limited effort dse the grant programme to support knowledge
creation and sharing.

On internal processes the setting up of countrgearee and instituting direct supervision have made
valuable contributions to promoting the participatiof private sector in IFAD-funded countt
programmes, but very little effort has been pub imonitoring and reporting on the results from the
private sector strategy. The quality enhancement gumality assurance processes do not provjde
sufficient coverage of private sector developmsstés. For example, there is no explicit referg¢oc
private sector engagement in the six Key Succestiin the Maturity Assessment Template {pr
assessing new COSOPs.

While IFAD’s work force includes a long-term consuit working on value chains and access||to
markets, three staff on and rural finance and daff secently redeployed to work on private secipr
development, it does not have sufficient staff etgpen small and medium enterprise developmen[or
private sector engagement. The need to reconsig&b’s organizational architecture with th

possibility of establishing an organisational udiévoted to private sector development mefjts
consideration, whether or not the Fund is involvedirectly channelling resources to the private
sector in the future.

The Fund needs to leverage better its range oftimyisnstruments, so that they can be maqre
appropriately used in promoting private sector tigu@ent in recipient member states. This Wom

however only represent an incremental improvemastthe evaluation has highlighted numerqus
constraints for effectively engaging the privatetsethrough loans with sovereign guarantees.

The evaluation concludes that a wider participatbnthe private sector in rural areas is esseiial
spur market-led growth and development. On its, pRAD can play an important role in developing
the private sector, especially small and mediumenpnises, commercial banks, micro-finange
institutions, agro-processors, cooperatives andrettthat can be of use to the rural poor. This wyil
however require directly channelling of resouraeghe private sector, if the Fund is to build oe th
enormous potential and opportunities offered by ftmévate sector in agriculture and rura
development.

In the context of directly channelling resourcesthie private sector, the evaluation recognises that
there are different private sector entities who ehalifferent requirements. Direct channelling pf
resources would serve different purposes depermlinthe nature of the private sector enterprise and
activity to be support. Some examples of suppartuote equity investments, loan guarantee fungs,
venture capital, investment capital, working cdpiédic. Part of direct support could also be usad |f
technical assistance and advisory services, althtlug IFAD grants window could eventually also pe
used such purposes.

The evaluation raises the possibility of introshgca speciaPrivate Sector Development Facilityon
an experimental basis — to which private foundatioould contribute along with official donors. Sugh
a facility would enable IFAD to channel resourcé®datly for private sector development, with nofp-
sovereign guarantee, especially in countries wiBreernments are reluctant for public money to |pe
channelled to private sector institutions. The aigation would need to develop the required ledgal,
financial and supervision framework, and put incplatandards of corporate social responsibilitg as
basis for due diligence in this area. It will alsed to develop the partnerships and staff capaaind
expertise as well as organizational architectues #ould be needed for a major paradigm shift this
would entail.
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VII. LEARNING FROM THE EXPERIENCE OF OTHER ORGANIZATIONS
A. Background

230. The fourth building block of the evaluation (i.endertaking of a comparator study) was to
review the priorities and experiences of other dgweent organizations in private sector engagement.
The comparator study covered five organizationsnaia the African Development Bank (AfDB),
International Finance Corporation (IFC), the Intenerican Development Bank (IDB), the United
States Agency for International Development (USAIBhd the World Bank. These organizations
were selected based on two main criteria: (i) sitarpaid to private sector development; and @ges

of access to documentation related to private sestgagement and key informants within the
organizations, taking into account the timeframethe IOE evaluation and resources available. All
the organizations included in the comparator stuese also visited by the evaluation team.

231. This chapter however only provides a summary ohtlen findings from the study, focusing on
the lessons that are of most relevance to IFAD fagher organizations as it moves forward in its
private sector activities. A wider account of tledfngs, by organization covered, may be seen in
appendix 6 of this document.

B. Main Cross-Cutting Findings

232. IFAD can learn a great deal from the comparatorglareeds to organize itself to glean best
practices systematicallyOne of the striking lessons from the study is hitthelthe aid agencies seem
to know about what other agencies are doing, ewensharply defined context such as rural private
sector development where the relevant constituenwighin each agency are reasonably clear.
Arguably, however, given that this is central IFADhandate, it is important that the Fund take the
initiative to keep itself informed. For example AlB’s regional economists in PMD are well placed to
take on this function but other staff may be deaigd for the purpose. Another important mechanism
for cross-fertilisation could be the designationpekr reviewers across institutions. This needseto
carefully coordinated, so that each agency buihdg its activities the time required for its stédf
review studies and programmes, as well as to fjaatiein platforms to discuss them.

233. With respect to support for increased farm produitstj most organizations are struggling with
the sustainability of demand driven approach®sme organizations are moving away from costly
approaches to extension for enhancing productigtich as promoting farmers’ field schools and
training and visit activities. This is because thextivities place a heavy burden on government
budget funding. Instead, they are exploring demdriden approaches, in which farmers’ groups’
contract with public, private or NGO service praiig, with donors providing all or part funding of
these contracts. The problem is that there isxitcsrategy, and that sustainability appears 8 o

the shoulders of long-term donor involvement.

234. Most organizations are making market linkages tiglouthe value chain approach the
centerpiece of rural private sector engagemdite value chain approach represents the intellectua
breakthrough of the decade that began in 2000,afinthe institutions interviewedee this as the
mechanism for breaking out of the subsistence foagmallholder agriculture. Yet, there are many
different intervention models being pursued, andilit be important to track their relative succéss
different contexts carefully in the future.

235. There has been too little systematic analysis axmk@mentation on non-agricultural value
chains in the rural sectoilhe work done by the Inter-American DevelopmentiBstands out as best
practice in this area (see appendix 6). The comtekatin America with large amounts of remittances
creating purchasing power in the rural areas, arith Wmited agricultural options for many
smallholders, creates the potential for moving Inelyagricultural value chains, to other activitibatt
can employ rural workers and generate income oppitigs. IFAD has a great deal to learn from this
work and needs to emphasize this more. A couriteyMakistan which has large remittances from the
Gulf and land-holding patterns that approximate lthén American model could well benefit from
these approaches.
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236. Policy dialogue is best carried out in the contekpolicy-based lending supported by analytic
work. Most of the policy dialogue carried out is throutpiese instruments of the MDBs studied. In
general, investment projects in other MDBs haveygdaa limited role in influencing policy, except
insofar as they represent allocation decisions auing particular development priorities. That does
not mean that IFAD should opt out of policy dialegto promote private sector development. One
option is for IFAD to strengthen its partnershipghwbther MDBs, with the aim of ensuring that the
issues of concern to the rural poor are also onptiiey dialogue agenda of the MDBs, than by
engaging the Government alone. Moreover, IFAD has thus far sufficiently used its grant
programme to provide the analytic underpinningthefprivate sector issues it wants to see addressed
in policy dialogue at the country level.

237. IFAD is the ‘market leader’ in building social capi for the rural poor through business-
related training and linking this to the formatiari associations that can compete more effectively.
None of the other institutions studied has the ciépao intervene at the ‘retail’ level in suppart
these organizations. Indeed, this is an area wheselikely that over time other organizations lwil
seek IFAD’s help and support. IFAD needs to maimtiéé edge through careful analysis of the
approaches it is adopting and their efficiency. IFAeeds to maintain the links it has established
between business development services and the tiormaf farmer, producer and business
associations. The service providers have helpesetigeoups to develop a common language and
knowledge basis for participating more effectivelythe market. Maintaining these linkages will be
critical as the track record of business develogreervices in many parts of the world has not lzeen
good one. The impact of training is particularlyfidult to evaluate and IFAD needs to put in place
systematic indicators for assessing its effectigene

238. Rural infrastructure is of special interest to mos$the large MDBs and IFAD’s keeping a rein
on its activities in this area seems well-judgé&tie provision of essential rural infrastructureais
important dimension for private sector engagemergnallholder agriculture and rural development.
In fact, other MDBs have provided a fair amount atention to the development of rural
infrastructure. Again, this is an area that IFARd® to continue to emphasize, but taking into agtcou
the work of other MDBs. It needs to ensure thatrimal roads, storage and market development
needed for the value chain to work effectively beeng constructed, rehabilitated and maintained,
whether or not the Fund is providing direct finamgcfor these activities in all countries coveredtby
operations. Moreover, IFAD might also want to foqasticularly on access to market information
which is present in the activities of other MDBat lvhere the coverage seems uneven.

239. Most agencies are shifting to a more comprehenaigglel of rural finance support that
encompasses deposit mobilization and a range ahéiial products and services including micro-
insurance.In this area, IFAD seems a little behind the cuawvel could benefit from a systematic
dialogue with some of the other institutions onirte&perience.

240. There are mixed signals on the value of cofinan@agnerships with recognition of the high
transaction costs for both donors and for Governimefihe trend in most institutions has gone
beyond the stage of considering partnership amngaxalue in and of itself. Institutions are assegsi
the benefits and costs of partnering and oftenirioppdhat the net balance is negative. Increasingly
partnership is taking the form of knowing what ethrestitutions are doing and avoiding conflicts or
overlaps. Institutions need to look instead forwlealge partnerships to help them plan, coordinate
and engage jointly in analysis, evaluation and gyollialogue, and only to look for financing
partnerships where there is a genuine fit and cemehtarity of each donor’s interests and activities

241. There are a number of useful insights that may trferther reflection and debate in the
eventuality if IFAD engages in direct lending te thrivate sector in the future.

» Direct lending to the private sector does not ntéan IFAD will directly retail funding to

small enterprises. For practical reasons, suchingndill either go to medium and large
companies willing to contract with small producersto financial intermediaries.
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Promotion of, and investment in agri-business wentapital funds could be a particularly
interesting avenue for IFAD to capitalize small exptises capable of creating rural
employment.

Due diligence issues can be effectively handledutin internal ex ante evaluation
procedures and partnering in potentially sensgitgations.

Support for enhanced social and environmental staisdcan go well beyond ‘doing no
harm’ and can leverage substantial positive impamts social and environmental
conditions.

A separate unit devoted to private sector engageisdikely to be needed within IFAD,
but care should be taken to ensure the cohererugbtit and private sector lending in the
country strategy.

The level of risk that an organization wants towter is a policy decision. That is,
private sector lending can be very conservative eveh less risky than public sector
lending or it can also include high risk/high retactivities.

Lending to the private sector would require IFADbiecome much more nimble and able

to move from identification to approval in a six mtle time-frame.

Key Points

The experience of comparator institutions providegh menu for IFAD to consider as it develops |its

activities in support of greater private sectoraggment.

The direct private financing institutions or windevof these institutions suggest a number ||of
interesting areas for IFAD: firstly, the promotiohcorporate environmental and social standards tha
go beyond ‘doing no harm’; second, the setting udue diligence procedures for selection of private

sector entities that may receive direct lendingl tnirdly, the need for accelerated procedureséet
the quicker deadlines and shorter processing tohése private sector.

Policy-based lending, rather than investment pisjén multilateral development banks have been
main vehicle for promoting a more conductive poland institutional environment for private sect
development in developing countries.

Infrastructure is of major importance for privaec®r involvement. As such, most other multilateffal

development banks have invested significantly ia #iea. IFAD needs to seek complementaritied
supporting rural infrastructure development wité ork of other donors.

Most other multilateral development organisatiorweh dedicated departments and some sepau‘rate

organisational structures to promote their workhvtite private sector. IFAD will need to think abo
defining and strengthening its organisational dectiire for private sector development in the feitur

he

in

t
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VIII. CONCLUSIONS AND RECOMMENDATIONS
A. Conclusions

242. The main messageThere has been a major paradigm shift in the p@syears or so in
acknowledging the potential and contribution of pniwate sector in agriculture and rural developtmen
in recipient countries. The latter have realiseat the for-profit private sector can be a critighy in
their own efforts to promoting sustainable pro-pdevelopment that can result in better incomes and
livelihoods for the rural poor.

243. On its part, in the last decade and especiallgdemt years, IFAD has made some adjustments
to adapt to this new reality by widening the goveent-led focus of its country strategies and pisjec
to promoting a greater involvement of the privagetsr in its operations. Among other steps, this
included the adoption of a corporate private sestategy in 2005, greater attention to value chain
development, commercialisation and access to nwrkat well as articulating a new vision in its
2011-2015 Strategic Framework — currently underettgwment - which centres around seeing
‘farming as a business’ and recognises the cerglalcommercialisation and for-profit private secto
operations can fulfil.

244. However, there are a number of factors that havestcained IFAD’s efforts in promoting
private sector development, with the ultimate afmealucing rural poverty. These includeter-alia,
IFAD’s current broad-based definition of the prizaector which causes un-clarity of the main peivat
sector actors to be engaged, the lack of instrusnéart direct lending to the private sector, an
organizational architecture and work force thamigstly geared to developing investment projects
executed by governments, corporate business pexdsat have not fully been adjusted to the new
development paradigm, and existing instruments lizate not yet been sufficiently leveraged for
private sector development.

245. In sum, IFAD needs to do more to be able to fulkpleit its potential in four areas:
(i) organization and human resources architectiijenstruments, both by strengthening existing on
and experimenting with direct lending to the prévagector; (iii) introduce changes in corporate
business processes that did not occur followingritreduction in 2005 of the private sector strgteg
and (iv) bringing clarity to the definition of thgivate sector in the context of IFAD operations.

246. The importance of the private sector(see paragraphs 4-f4)The past decade has seen a sea
change in the growing importance of the privatémeo overall economic and social development in
developing countries. Most governments and othereldpment actors increasingly consider the
private sector as an important partner in their mom cause towards improving incomes and
livelihoods, whether it is in the provision of siems related to health, education, transportation,
electricity, water, telecommunication, research aeelopment, or agriculture. This change in
perception of the private sector from being irrelgty to part of the solution, is also anchoredhim t
favourable experiences and policies in relatiorpivate sector engagement that were adopted by
countries which witnessed rapid growth and devekaunn the past 20 years.

247. As a result, a large number of governments in agiat) countries are increasingly limiting
their involvement in directly producing and supplyigoods and services to rural areas. Instead, the
major role of the government in this new contexiséen in creating an enabling environment of
appropriate policies and institutions that encoertng private sector to be the engine of growths Th
paradigm shift has not happened in all countries regions, and there are alternative approaches to
achieving the right balance between government #mel private sector, but the trend is
overwhelmingly of a move towards greater privatet@e involvement in economic and social
activities.

%2 Reference to paragraph numbers guides the readke tmain findings contained in the evaluatiororepn
the same topic.
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248. Private sector entities have a particularly cémode to play in smallholder agriculture and
rural development, offering opportunities for theation of employment and wealth in rural areas.
Their contribution in promoting access to markaiadertaking innovations, providing essential
services including technical assistance, trainimgj mral finance, and supplying inputs have praeen

be complementary and critical to the services plediby government agencies, NGOs and civil
society organizations in the development procels. private sector, therefore, has emerged as one of
the key institutional constituencies in the devetept architecture of the smallholder agriculturd an
rural sectors, and their role, for example, in t®mf innovation and scaling up through additional
investments is only likely to increase moving fordia

249. It is however important to be cognizant that thivgie sector is not a homogenous group of
actors. Smallholder farmers, farmers’ associati@gsi-businesses and other commercial firms, as
well as large national and international conglortesrall form part of the growing private sector in

developing countries. Moreover, some private seectors (such as small rural traders) only
participate in the informal sector of the econonfherefore, private sector engagement and
development needs to take this reality carefultp imccount, as private sector actors have different
legal frameworks, capabilities, priorities and reed

250. IFAD’s role and comparative advantage(see paragraphs 15-23FAD is the only multilateral
development organization with a mandate to focudusively on smallholder agriculture in rural
areas. Its operations extend to all geographionsgiproviding opportunities for cross-fertilisatiof
lessons learned and good practices on privatersecgmgement from a diverse range of contexts and
situations. Given its mandate and taking into aotdhe central role the private sector has in
smallholder agriculture and rural development, IFédh aspire to have a leadership role globally in
developing innovative approaches for the engagelwietite private sector to the benefit of the rural
poor.

251. In the last decade, IFAD has recognised the impogaf engaging more actively with the

private sector. However, its commitment to trulyl @mergetically make the private sector an integral
partner has remained uncertain and hampered bypsupportive ideological mind set affecting some
Executive Board members, IFAD managers and sonfleustidl 2009. In the past couple of years, the
new IFAD management has forcefully articulated siori that sees small agriculture as a profitable
business, which can be at the basis for a morgyeross and dynamic rural society. This vision is
built on the need for better linkages between drader producers and local, national, regional and
international markets, which is creating the momennheeded for IFAD to take on a more assertive
role globally as well as at the country level iromoting the participation of the private sector in
sustainable smallholder agriculture and rural dgwalent.

252. The relevance of IFAD’s private sector strategy(see paragraphs 75-90)he development of
IFAD’s 2005 private sector stratejyas a reflection of the need for IFAD to engagthwlie private
sector. The goal “to engage the private sectdarittgy more benefits and resources to IFAD’s target
group” and the immediate objective “to increasepoor private sector operations and investments in
rural areas” of the strategy were and remain refeddowever, there were little or no roll-out aciso

to facilitate the implementation of the strategyddhe strategy did not consider adequately the nee
for ensuring corporate social responsibility, praimg fair trade practices, and sound environmental
management, in a context with wider private sepsoticipation. Neither did the strategy sufficigntl
consider the inherent risks associated with engatiie private sector, such as the implications for
those poor people who would not be able to takewatdge of the opportunities offered by the private
sector. The synergies between the private sectategy and other key corporate policies and
strategies (e.g., on rural finance, grants, anal enterprise) were also not clearly articulated.

253. For the first time, the strategy included an IFAgesific definition for the private sector. The
evaluation concludes that this definition of theafuprivate sector is too broad-based, as it da¢s n
adequately differentiate between private sectoraipes working in agriculture and rural development

3 Which the Fund is currently in the process ofisienyy. According to the provisional timelines, the

Management plans to present the revised privaterssitategy to the Board in December 2011.
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who often have very different needs, requiremegtgpabilities and opportunities. Rather, the
definition lumps together operators at the smdtieral) end of the private sector continuum inchgdi
agro-processors and other rural based micro-emineprs, as well as national, regional and
international operators. It includes private seabperators that are part both of the formal and
informal economy. Unfortunately, by taking suchrada and all-encompassing definition of private
sector as the target of IFAD activities, dilutesatvBhould have been the essential focus of thateriv
sector strategy. Since small farmers have alwagg,bend continue to be, the focus of IFAD, almost
any IFAD-funded activity supporting any part of th@ue chain can be classified as promoting the
private sector.

254. The three broad lines of action of the private @estrategy, namely: (i) policy dialogue for
local private sector development, (i) investmenemtions to support local private sector
development, and (iii) partnership with the privaeztor in order to leverage additional investments
and knowledge for rural areas, to achieve its goa objective were well judged. They reflect the
right balance between lending and non-lending aiess that are essential to further IFAD’s
engagement with the private sector. The experiehdmplementing the strategy suggests, however,
that the significant emphasis on policy dialogud partnership were ambitious given that these areas
continue to remain a challenge for IFAD, even belydhe thematic area of private sector
development.

255. The private sector strategy’s results framework wasak, the need for a well-defined incentives
and accountability framework were not duly constéderand no specific provisions were made to
ensure a systematic outreach and disseminatioowfioly the approval of the strategy. The process
followed in the preparation of the strategy was amgquately organised, for example, it did notienta
any consultation with wide ranging IFAD staff, npartners from developing countries or other
organizations. In this regard, one constraint folnydthe evaluation was that there was limited
ownership of the strategy across the institutioninguits implementation. This was because the
impetus for the strategy mainly came from some (ot all) constituencies within the Fund's
governing bodies, rather than the management afidatthe institution. Part of the explanation for
the latter is because of the prevailing ideologa@hate within many parts of the organizationtat t
time, which did not entirely favour working withaHor-profit private sector.

256. The implementation of the strategy(see paragraphs 96-14t)as examined according to the
strategy’s three broad lines of action and impletaion requirements. With regard to policy
dialogue, about half the new generation COSOPs¢tlconsidered by the Board between 2007-2010)
include attention to policy dialogue on privatetee@s well as due consultation with private sector
entities in the preparation of the correspondinginty strategies. There is however room for
betterment in promoting a favourable policy andtiingonal environment for private sector
engagement at the country level, as well as saape&itier engagement in key policy arena that would
create a more conducive international and regiade environment.

257. Projects designed in 2009 as compared to thosgraasiin 2004 make wider provision for
private sector development, especially through tgreattention to rural micro and small enterprises,
commodity value chains, market linkages and enimgnagricultural productivity. IFAD has met or
surpassed selected key performance indicatorsedetatinvestment operations defined in the results
framework of the strategy, for example, in termdrelving the private sector in building business
capacities and skills of the rural poor, or geriegato-financing from the private sector. However,
this achievement was more a result of IFAD’s grdlguenhanced investment in marketing and rural
enterprise development, rather than an effect Jethé implementation of the private sector strategy
Going beyond the specifics of the strategy to teeds of a more comprehensive framework for
effective private sector engagement, it is notelmorthat projects have not generally sufficiently
emphasised the role of the private sector in rebeand extension, analyzed the potential risks
associated with the value chain approach, made nuseh of information and communication
technology to promote access to markets, nor asdgee much to incorporate gender and
environmental concerns in projects with major pieveector components.

258. The targets set in the strategy’s results frameviorkmobilising resources from the private
sector for IFAD-funded projects have been surpadgedeover, the establishment of the remittances
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financing facility was an important initiative tarther partnership with the private sector in eimgur
more efficient and timely transfer of resourcesui@l areas, but the results of projects finanaadku

the facility have not been adequately internalisgd IFAD investment operations. The evaluation
only found few concrete examples (e.g., with AGRA)partnerships to leverage investments from
private foundations or philanthropic organizatiofise Fund has some partnerships at the institutiona
level with other multilateral organizations (e.d@QPEC Fund for International Development)
specifically for private sector development, but tire whole IFAD’s partnerships with such
organizations on private sector issues are leselaged than its partnerships in other areas of its
work. The evaluation did not find any specific krledge partnerships, which would enable IFAD to
draw upon the technical expertise of the privatetae The country studies broadly confirmed the
findings captured in this and the previous two geaphs related to policy dialogue, investment
operations and partnerships for private sectorldpueent.

259. As mentioned above, the results framework of theape sector strategy did not contain easily
measurable key performance indicators, nor dishétude baseline values or targets against which
progress could be reported. Data was not systeafigticollected for all indicators specified, and
reporting did not take place annually as envisagethe strategy. This is a missed opportunity that
could have served to ensure the appropriate impitatien of the strategy and generation of lessons
for future IFAD-supported activities in private sgcdevelopment.

260. Finally, the evaluation found that despite somelence of conservative approaches being taken
in the past, IFAD Governing Bodies (especially Eheecutive Board, Evaluation Committee and the
replenishment consultations) have encouraged IFA@ke a more favourable stance towards private
sector development. With regard to the Board, hawnev did not exercise adequate oversight in the
implementation of the private sector strategy.ekample, in terms of monitoring the fulfilment bkt
strategy’s “implementation requirements” includitige preparation of reports on the achievements
against the specified key performance indicators.

261. Emerging results from the new portfolio (see paragraphs 143-1500he emerging results of
projects with a significant private sector compdregpproved after the 2005 private sector strategy —
as recorded by IFAD’s self-evaluation system - abuMaetter overall performance as compared to
similar projects approved before 2005. In particuthe projects approved in recent years are
performing better in 12 of the 18 indicators in@ddwithin the project status reports prepared by th
country programme managers annually for each dparancluding in terms of their ‘likelihood of
achieving their development objectives’. This igportant, as the ultimate aim of IFAD-supported
projects is to promote private sector engagemera aeans to achieving better results on reducing
rural poverty on the ground, rather than supportiregdevelopment and engagement of private sector
as an objectiveer se.ln interpreting these results, it is fair to ndtatt (i) improvements cannot be
only attributed to the private sector strategy, &lsb to the positive evolution of IFAD’s operating
model especially the establishment of country preseand direct supervision and implementation
support; and (ii) they are based on data from IFA&EIf-evaluation system, which though improving
can still be further strengthened to ensure grewibility. Finally, recent data from the RIMS
surveys show that performance of on-going projectsostly moderately satisfactory in specific areas
related to private sector development, such as'likelihood of sustainability of market, storage,
processing facilities”.

262. The seven country case studies and visits undertbkdhe evaluation teams broadly validate
the finding that newer IFAD-supported projects tne@re widely private sector development issues.
In particular, they show that increasingly, in mastuntries, private sector development is an
important dimension of IFAD-funded projects, anddemce on the ground suggests substantial
support for value chain development including ensfghan rural enterprise development, employment
generation and access to markets. The countryestuaso brought out three key insights that can
contribute to further strengthening IFAD’s work qmivate sector. The following findings are

particularly noteworthy: (i) government commitmeatand support for private sector development is
a key to IFAD’s ability to design effective investnt operations in agriculture and rural development
(i) IFAD needs to use all its instruments (and pt investment operations) more effectively for

promoting private sector development in borrowiongritries; and (iii) very little use has been mafie o
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the grants programme to support private sectorldpreent, for example in terms of promoting policy
dialogue and knowledge management.

263. The importance of corporate business process for tier results (see paragraphs 186-229)
The private sector strategy made provisions fougid)ents to some key corporate business processes,
such as human resource requirements, trainingadf, $arning and knowledge management, and
monitoring and reporting. In particular, it speedia number of “implementation requirements” to
ensure that the strategy could be appropriatelylampnted to achieve the desired results on the
ground. This was a fairly modest set of provisigrezhaps reflecting the intention to keep the styat
cost-neutral. Even with this modest agenda, sofridien “implementation requirements” were not
implemented at all (e.g., the assignment of a stadmber to oversee the implementation of the
strategy, the development of specific toolkits/@lirtes to operationalize the strategy, trainingtaff,
etc.), and most others were only implemented irarigd manner. In fact, this is a recurrent finding
that also appeared in previous evaluations, notdidy the institution devoted due attention to the
development of new corporate policies, strategieatives and pilot programmes, without suffidien
follow through by making the corresponding adjusiteeto corporate business processes. This was
also the case with the implementation of the Diggpervision and Field Presence Pilot Programmes,
Innovation Mainstreaming Initiative, and the Gendelan of Action. Finally, on knowledge
management, some initiatives are taking place &weslessons and good practices related to private
sector engagement, at headquarters, in the fietHpatween the headquarters and the field. However,
more can be done, especially as staff appear te lraited knowledge of private sector development
experiences and approaches pursued in other oagiamgz.

264. IFAD’s existing organizational architecture and workforce (see paragraphs 198-20i&) not
adequate to truly be able to promote partnershpgsagage the private sector. Apart from not having
a senior technical adviser on private sector isdoesmany years (notwithstanding the recent
designation in April 2011 of a Senior Technical As#r on the subject through a lateral transfer), a
large number of front line staff (i.e., the CPMgsHimited knowledge and experience of engaging
with the private sector including in terms of reszumobilisation, which requires specialised skills
competencies and know-how. In fact, it is rathee i find staff at IFAD who have had previous
experience of working in the private sector. Efaid conduct systematic training on the topic have
also not been forthcoming. In spite of this, IFABshdone relatively well to adjust the focus of its
recent operations with wider attention to valueimfiamarket access and employment creation. But if
IFAD is to develop a comparative advantage in figkémallholders to the market, then it needs to
build up the skills and global experience of itaffst This will require better human resources
management, including clear incentives and accobiityaframework that rewards staff for good
results in private sector development or holds thenountable otherwise.

265. Instruments for private sector development (see paragraphs 217-229Yhe evaluation
concludes that IFAD has an array of instruments.,(loans, grants, policy dialogue, partnership
building and knowledge management) for promotiniggte sector development, but it has not yet
leveraged them to their full potential for the pagp. For example, the new grants policy of 2009
opens some, although limited, opportunities for IF#® provide direct financing to the private sector
However, attention will need to be devoted to eimgursynergies between grant-funded and
investment operations. In fact, there are meritsdnsidering eventually an expansion of the grants
policy to ensure a wider engagement of the prigsat#or, so that grant financing can also be pralide
for example, equity or capitalisation of privatetee entities as well as for financing their loregrh
operating costs or activities. So, there are opipdties to better and more widely use the existing
instruments to promote private sector development.

266. At the same time, the evaluation underlines a nunobémportant reasons why using loan-
funded investment projects (i.e., sovereign lendingurrently the main instrument at the dispogal o
IFAD for rural poverty reduction - is less effe@ias an instrument for the promotion of privateé@ec

in support of the rural poor. For example, govemnimeare often reluctant to use public money to
support private sector entities, and when theyeatrey cannot often ensure an efficient management
of these funds. At the same time, the private sastoot always keen to work in direct partnership
with government institutions. This is supportedthg fact that the bulk of the assistance by other
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multilateral development banks for private sectevalopment is on non-sovereign direct lending
basis.

267. The evaluation concludes that, while it is essémtidetter leverage existing instruments, this
will only result in incremental benefits to IFAD®rget groups — especially small farmers. The
evaluation also therefore concludes that, if IFARrevable to lend directly to the private sector,
including small and medium enterprises, agro-premes micro-finance institutions, cooperatives,

farmers associations, commercial banks and othehs face challenges to mobilise financial

resources could provide significant advantagesé¢orural poor. For example, direct lending in the
form of loan guarantee funds to commercial bankddcoontribute to better access to rural financial
services and related products, and providing imrest funds to agro-processors in their start-up
phase would ensure greater opportunities for vatidition to agricultural produce of the rural poor.

Therefore, direct lending, which can take a var@tyorms (e.g., equity investments, loan guarantee
funds, venture capital, investment finance, etcihim private sector by IFAD would contribute to

spurring market-led development among the rurat,pegpecially if used in a coherent and synergistic
manner in the country programmes with IFAD’s tratial instruments for agriculture and rural

development.

B. Recommendations

268. IFAD’s management has begun the process of praparinew private sector strategy, which
will be presented to the Board for consideratioectember 2011. The evaluation suggests that it is
timely to consider a new strategy and offers thikoWong recommendations as inputs into the
development of the same.

269. Strengthen the existing instruments to support priate sector developmentsee paragraphs
256-262 and 265-268) IFAD provides loans to governments, has a grardgrpmme, and is involved

in non-lending activities (policy dialogue, knowigdmanagement and partnership building). There is
need however to utilize all these instruments &irtfull potential, and particularly ensure thatyrare
mutually reinforcing and can in a holistic mannesnttibute towards IFAD’s private sector
development objectives.

270. The design and supervision and implementation supgoloan-funded projects that include
private sector development needs further strengtbeMore thorough analysis of the requirements
for generating pro-poor benefits and possible riskscollaboration with private sector entities
involved in commodity value chains should be uralesh, and due attention should be given to
ensuring that gender and environmental concernad@quately treated in such operations. The grants
programme should be used to provide complementgpast to private sector entities involved in
IFAD operations, including technical assistance atdsory services for strengthening the capacities
of private sector entities. The latter might evalijurequire an expansion to IFAD’s grants policy.

271. Itis important that the COSOPs coherently artimuteow synergies will be established between
investment operations and non-lending activitiesupport private sector development at the country
level. The specific recommendations with regargdbicy dialogue and partnerships are summarised
below:

() Policy Dialogue IFAD needs to raise its profile on policy issuelsting to the role of the
private sector in supporting rural poverty reduttiespecially at the country level. This
will require: (i) using the COSOP’s formulation pess to more systematically discuss
the opportunities and constraints to rural privegetor development and to promote a
dialogue within the country on these issues; (iQrking more closely with other
multilateral development organizations to ensuid thsues affecting the private sector
development related to agriculture are on the agendheir dialogue with Governments;
and (iii) using more strategically the grants pesgme to fill knowledge gaps in IFAD’s

*  References to paragraph numbers in the recomrtiens@ection leads the reader to key paragraptein

conclusions (section A in Chapter VIII of the eation report) that form the basis of each recomratod.
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and the Government’s understanding of these issms provide the analytical
underpinnings of an enhanced policy dialogue.

(i) Partnerships.There is need to strengthen partnership with aeasfginstitutions that
have potential to enhance IFAD’s work in this arf@astly, it would be important for the
Fund to engage more widely with foundations andapithropic organizations with a
strong private sector orientation, at the corpoaaig country levels, that can provide both
knowledge and financing for IFAD-funded activitieln addition, the Fund should
strengthen its collaboration with multilateral dieyement organizations both at the
corporate and country leveldnter-alia, focusing on policy dialogue, knowledge
management, co-financing of operations, and idgntif opportunities for scaling up of
successfully piloted innovations on private sedevelopment through IFAD operations.
In particular, opportunities for partnership shob&lexplored with agencies such as IFC,
which can lend directly to the private sector artbge funding is seen as additional by
the Government, with IFAD supporting smallholdelsotigh seed capital, technical
know-how, and business development services, tagenn higher productivity activities
and move up the value chain.

272. Establish a Private Sector Development Financing Fdity (see paragraphs 265-267)he
evaluation believes that leveraging IFAD’s existimgtruments to full potential is important and
should be pursued, but this would only provide eéncental betterments to IFAD’s target groups —
especially small farmers. Therefore, in addition itoplementing the above recommendation
(“strengthen the existing instruments to supporivgte sector development”), the evaluation
recommends for IFAD to establish a Priv&8ector Development Financing Facility to directly
channel resources for private sector operationsuial areas, with non-sovereign guarantee. This
would open up new opportunities that would allovAlFto contribute even more widely towards
achieving MDG1.

273. IFAD has come to realize that small farmers neebet@assisted through support services, such
as input supply and output marketing (includingoagrocessing). The proposed facility therefore
would support selected elements in the value ctig@hwould have a direct influence on enhancing
the productivity of small farmers and provide thefith better incomes. However, the new corporate
private sector strategy will have to determine wiyae of direct support (e.g., equity investments,
loan guarantees, venture capital, investment fi@earechnical assistance and advisory service$,ietc.
would consider a priority for the rural poor.

274. The facility could include initial financing of anad US$200 million for a five year period.
Voluntary contributions would be invited, includinffom member states, foundations and
philanthropic organizations, and others. The evalnshowever recognises that direct lending would
have significant implications to IFAD’s legal, fineial and supervision systems, as well as require
IFAD to put in place standards of corporate sagaponsibility as a basis for due diligence in otde
minimise the risks of lending directly to privatetiéies. It would also require the developmentteffs
capacities and expertise, as well as an adequgtmiaational structure. The evaluation recognises
that direct lending to private sector entities.(ir@n-sovereign loans) will require the concureent

the Board.

275. The facility would have a clear governance framéyvand a systematic monitoring, evaluation
and reporting system. In particular, on-going maoniity and annual reporting to the Senior
Management and the Board throughout the five yedog@ will be an essential dimension for success.
A thorough assessment of the facility and the ptejéunded at the end of the five year period would
serve as a basis for deciding together with IFAIegoing bodies whether direct lending to the
private sector would become a regular instrumenthat disposal of IFAD for its rural poverty
reduction efforts, as well as the size and admatise location of the facility.

276. Assess IFAD’s human resources and organizational @hnitecture (see paragraphs 263-4)he

IFAD management should undertake a thorough assesshIFAD’s organizational architecture and
human resource capabilities and requirements fivater sector development, including the
management of the facility as well as promoting/ge sector development in general. This would
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enable the Fund to determine the most suitablenargtional set-up and human resource needs for
better engagement with, including mobilisation esaurces from, the private sector in the future. In
this regard, the option of further reconfiguration establishing a specific organizational unit (&g
division™ or department) responsible for promoting IFAD’srvon private sector development and
engagement should be explored. The reconfiguratimmd most appropriately attempt to group
together key existing staff that currently alreadyrk on private sector-related issues (e.g., Senior
Technical Advisers on Private Sector DevelopmentaRFinance and others) within a more relevant
and focus agenda to promote private sector deveopand engagement. The assessment should also
lead to the definition of an appropriate incentiaesl accountability framework for IFAD’s private
sector-related work.

277. In addition, building on the experiences of extépeer reviews undertaken related to IFAD’s
rural financial services and evaluation functidnisirecommended that IFAD organise periodic peer
reviews on its private sector activities and amgttiire. The peer reviewers would include peers and
experts from other development organizations thatilv be mandated to look atter-alia, the
relevance, effectiveness and efficiency of IFAD@rkwand organizational set-up engagement with the
private sector and make recommendations for futibierments in the future based on good practices
in the industry.

278. Definition of private sector (see paragraph 249 and 258he new strategy should adopt a more
focussed and clear IFAD-specific definition for thévate sector strategy, in light of the Fund’s
mandate of assisting the rural poor. It should gecse that the private sector is a heterogeneauggr
of actors who have different capabilities and regients. It should try to promote partnership$ wit
those private enterprises who can provide resouseggices or that can lead to improving livelihsod
and incomes of the rural poor.

279. Process for the preparation of the new IFAD privatesector strategy(see paragraph 253} is
recommended that the strategy be developed basednsaltation within IFAD to ensure that all key
inputs are duly captured and as a means to buildimgership for its implementation. Selective
consultations with outside partners should alsedmlucted to obtain a wider view and feedback on
the strategy. This could include farmers organizetj NGOs, other IFIs and development
organizations that are currently working with thievgte sector (e.g., IFC, USAID, AfD, etc.), as ivel
as private sector entities.

®  For example, along the lines of the recent eistaflent of a central Environment and Climate Dovisi

including the assignment of dedicated staff in eagional division working on the same topic.
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APPENDIX 1

Definition of Evaluation Criteria Used by IFAD Offi ce of Evaluation

Criteria

Definition?

Project performance

* Relevance

e Effectiveness
* Efficiency

Rural poverty impact®

* Household income and assets

* Human and social capital and empowerment

* Food security and agricultural productivity

* Natural resources and the environment and
climate change

* |Institutions and policies

Other performance criteria

* Sustainability

* Promotion of pro-poor innovation, replication
and scaling up

* Gender

Overall project achievement

Performance of partners
* IFAD

¢ Government

* Cooperating institution

* NGO/CBO
“community-based organization

The extent to which the objectives of a developnietgrvention are consistent with
beneficiaries’ requirements, country needs, instinal priorities and partner and
donor policies. It also entails an assessment ofepr coherence in achieving its
objectives.

The extent to which the development interventiabgectives were achieved, or are
expected to be achieved, taking into account tietative importance.

A measure of how economically resources/inputs d$urexpertise, time, etc.) are
converted into results.

Impact is defined as the changes that have occomede expected to occur in the
lives of the rural poor (whether positive or negatidirect or indirect, intended or
unintended) as a result of development intervestion

Household income provides a means of assessindldiveof economic benefits
accruing to an individual or group, whereas aseatte to a stock of accumulated
items of economic value.

Human and social capital and empowerment includassessment of the changes
that have occurred in the empowerment of indivisdusthe quality of grass-roots
organizations and institutions, and the poor’syittlial and collective capacity.

Changes in food security relate to availabilitycess to food and stability of access,
whereas changes in agricultural productivity ar@soeed in terms of yields.

The focus on NRE involves assessing the extenthizhwa project contributes to
changes in the protection, rehabilitation or deptetof NRE. It also assesses any
impacts projects may have in adapting to and/oigating climate change effects.

The criterion relating to institutions and policiesdesigned to assess changes in the
quality and performance of institutions, policiesdahe regulatory framework that
influence the lives of the poor.

The likely continuation of net benefits from a dieygnent intervention beyond the
phase of external funding support. It also inclugiesissessment of the likelihood that
actual and anticipated results will be resilientiséis beyond the project’s life.

The extent to which IFAD development interventidrave: (i) introduced innovative

approaches to rural poverty reduction; and (ii)eRtent to which these interventions
have been (or are likely to be) replicated andestaip by government authorities,
donor organizations, the private sector and othgescies.

This criterion assesses the efforts made to prorgeteler equality and women'’s
empowerment in the design, implementation, supeisand implementation
support, and evaluation of IFAD-assisted projects.

This provides an overarching assessment of theegirofirawing upon the analysis
made under the various evaluation criteria citeaab

This criterion assesses the contribution of pastrter project design, execution,
monitoring and reporting, supervision and impleraénh support, and evaluation.
The performance of each partner will be assesseghandividual basis with a view
to the partner's expected role and responsibititthe project life cycle.

a.These definitions have been taken from the Orgtiaiséor Economic Co-operation and Development/Depgaient
Assistance CommitteBlossary of Key Terms in Evaluation and Results @dé@nagemenand from the IFAD Evaluation

Manual (2009).

blt is important to underline that the new manuabaleals with the “lack of intervention”. Thatmg specific

intervention may have been foreseen or intendel negpect to one or more of the five impact domdmspite of this, if
positive or negative changes are detected andeattdibuted in whole or in part to the projectaing should be assigned
to the particular impact domain. On the other hdfmilp changes are detected and no interventionfevaseen or intended,
then no rating (or the mention “not applicable”pissigned.
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I. Background
A. Changing perception of the role of the privatesector in rural poverty reduction

1. The involvement of government in the rural econdmagan in colonial times and was carried over
into post-colonial states. There was a perceptan rharket failures and the diseconomies of sdasenall
farmers called for a major presence on the pagosernment, extending in Communist societies to the
production process itself and, in other countriesa mix of state marketing boards to supply inpans
market outputs at controlled prices, and a rangeswgporting institutions: government research and
extension services, and specialized agriculture¢ld@ment banks.

2. Until the late 1970s, these perceptions of the Heedarge-scale government intervention, and not
only in agriculture but in all sectors of the ecotyp dominated the development paradigm. Five-year
development plans continued to assign a domindattoogovernment, whereas the private sector waengi

a limited role and often with a degree of suspiabout whether or not it had the necessary commititce

the public good. Closed economy, import-substitutinodels still prevailed despite the advancing tEas
Asian Miracle’. Capital transfers were still predaantly public-sector driven, and export-led growths
just gaining acceptance. The idea that the prigatgor should lead economic development in terms of
investment, innovation and employment generation agpropriate for developed nations but government
planning and direct involvement was needed in poontries.

3. Over the past 30 years, the paradigm has shiftest governments have now withdrawn from direct
production for the market in agriculture and mawtifeing through the privatization of enterprises,
including, in many cases, banking institutionsmany countries, even infrastructure has becomeaialy
owned or managed to some degree. The major raf@wdrnment has shifted from being a direct investor
and player to that of creating an enabling envirenthof appropriate policies and institutions thataurage
the private sector to be the engine of growth. Paisadigm shift is encapsulated in the Report ef2603
United Nations Commission on the Private Sector@evdklopment (see Box 1 below).

4. Before this change in the general paradigm, thdldaran sector, perhaps the largest private-sector
activity in most developing countries was dominabgdgovernment activities in production, marketsl an
investments. The past 10-15 years have seen alematomn of this shift as it impacts the small fasector.

A number of areas of significant change may betitied, including: (i) in most countries, the fudkale
retreat of the state from rural marketing actigti@i) increased private provision of agricultusarvices and
technologies; (iii) the exponential increase invaté remittances; (iv) more dynamic private agrihess
sectors in some regions; (V) the supermarket réeoluespecially in Latin America; (vi) the adveftnew
microcredit channels in rural areas; and (vii) trewing role of private foundations and public-ate
partnerships in development assistance.

5. Reflecting these changes, in 2005, IFAD preparetw private-sector strategy docurrenthich
noted that only in the past 10-20 years hasthe. economic environment within which the rurabpseek
their livelihood ... changed substantially in manyweeping countries.” In Africa and Eastern Europe
“...governments that used to play a key role in theawimation of economicelations have now largely
withdrawn from productive activities”ln Asia, traditional government involvement in tpeovision of
inputs and in purchasing and/or fixing prices indarct markets has been subjected to market fomgs a
competition from the private sectotn“Latin America as well, economic reforms over ldmt two decades
have meant that productive economic activitiesclugiing the provision of rural services, once doabéd

by state organizations — have been opened up tmérket”.

6. The aforementioned private-sector strategy documees on to argue thaln“this new and dynamic
global environment, the role of the private sed®mecoming ever more important. The private sector
provides most income-generating activities andgodation opportunities, and is increasingly becognihe
driving force for economic growth and poverty retilore. IFAD’s target groups (i.e. small farmers, Hers,

! IFAD’s Private-Sector Development and Partnershiptegy (document EB 2005/84/R.4/Rev.1).
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woman-headed households, rural wage-earners, mniako entrepreneurs and small agricultural traders)
represent a large part of the private sector ineleping countries; and rural poor people interact a daily
basis with other private operators in order to asg@esources, buy inputs, use technology, receicss,
obtain credit, or sell their services and products”

Box 1: Report of the United Nations Commission onhie Private Sector and Development

As late as 2003, the Secretary-General of the UniNations felt the need to appoint|a
commission on the private sector and developmerg.r&port issued in March of 2004 mage
a strong case for the importance of the privatéosét poverty reduction.

“The Commission believes that any approach to migattor development—and the policy
and action recommendations that accompany it—shbaldrounded in the realization that
the savings, investment and innovation that leadeeelopment are undertaken largely py
private individuals, corporations and communities.”

“Small and medium enterprises can be engines otcjelation—seedbeds for innovation and
entrepreneurship. But in many poor countries, sraatl medium enterprises are marginal |in
the domestic ecosystem. Many operate outside theafolegal system, contributing t
widespread informality and low productivity. Theck access to financing and long-tefm
capital, the base that companies are built on.”

|=)

"This report is about walking into the poorest \géaon market day and seeing entrepreneurs
at work. It is about realizing that the poor entrepeur is as important a part of the privaje
sector as the multinational corporation. It is ab@cknowledging that the private secier
already central to the lives of the poor and hass plower to make those lives better. It is abput
using the managerial, organizational and technataginnovation that resides in the private
sector to improve the lives of the poor.

=

“It is about unleashing the power of local entrepesirs to reduce poverty in the
communities and nations. Entrepreneurship flourssiperhaps most in small and mediym
firms with significant potential to grow and inndga This dynamic segment is typically t
hotbed of entrepreneurship and innovation. It caived economic growth, create jobs and
foster competition, innovation and productivity”.

=
D

7. There are, however, challenges: new markets daays evolve in ways that allow small rural
producers and entrepreneurs to capture the opjteithat might open up in the new environme#ts ‘a
result, the general move towards economies in wimatket forces and the private sector play a cdmoke
does not always reflect the interests of the ryp@br. IFAD has an essential part to play in equigpihe
rural poor to interact more equitably with new merkorces and in making market relationships wank f
them.” (IFAD’s private-sector strategy

B. Evolution of IFAD’s approach to private-sectordevelopment and partnership

8. For a number of reasons, the task of reducing poaérty is one of the most challenging aspects of
agriculture and rural development. Government rarad agricultural policies and institutions havesibe
often captured by elites or rent-seeking groups ailreaucrats who run them have little incentivdd®o in

an effective and efficient manner. The rural po@r @lso at the end of the queue for public investse

the social and physical infrastructure needed doice their costs of production and marketing angrave
their livelihoods. Diseconomies of scale often mékenattractive to the private sector to serve shall
farmer, or small rural entrepreneur, with the kremge, finance, inputs and markets needed to raise
productivity. Small rural operators are generaltyarganized and have limited bargaining power anfdce

of monopoly suppliers of inputs and buyers of otgpdhe cooperative movement with the potential for
increasing the bargaining power of small farmemsved to be only very intermittently successful. $om
effective models are being pioneered by NGOs oncaonscale but, for the most part, they are nohdei
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systematically piloted or scaled up. Similarly,esisnomies of scale affect the interest and capafithe
large multilateral institutions to serve the rypabr, given the high cost per beneficiary of sudbgpammes
and the premium on local knowledge.

9. IFAD was established to support government efftotsreduce rural poverty, but in practice its
approach to development has been a pragmatic @idnvolves seeking out projects that support rural
poverty reduction. Inevitably, however, since IFAmrks through governments and helps to implement
programmes that they design and support, mucheoéthphasis of its activities over the years has loee
making public interventions more effective for theal poor. It was perhaps the recognition thatthis
process, the Fund might not be taking full accanfrthe potential role the private sector could glayural
poverty reduction that led donors at the Conswltabn the Sixth Replenishment of IFAD’s Resourges i
2002 to request Management to provide the ExecuBiward with a“strategy for achieving greater
involvement of private-sector participants in IFAIPogrammes, through co-financing and other forms of
partnership consistent with IFAD’s mission”.

10. In September 2004, a comprehensive document setiimglFAD’s strategy for private-sector
development and partnershipwas submitted to the Executive Board. The Boaggt@ped the principles
underlying IFAD’s strategy but requested a simetfiand more operational document with a results
framework to be resubmitted to its Eighty-Fourtls$Sen in April 2005. The revised strategy docunveas
approved in April 2005 and, in so doing, the Boalsb requested that the Office of Evaluation (IGE)uld
evaluate the strategy some years into its impleatient

11. The IFAD Strategic Framework 2007-2010 includeatstyic objectives regarding: “transparent and
competitive agricultural and produce markets”; dong@portunities for rural, off-farm employment and
enterprise development”. Expected operational onéincludeIncreased private-sector investment in
rural areas: In the rural areas of developing cates, the smallholder farmer, the small-scale proglu
trader and the multinational agro-processing comyaall form part of the private sector. Stimulating
private-sector investment in rural areas, and emsyithat it works to the benefit of poor rural pé®pn
IFAD’s key areas will be one of IFAD’'s key operatd outcomes. Guided by its 2005 Private-Sector
Development and Partnership Strategy, IFAD will warith a range of upstream and downstream market
intermediaries — national rather than internationaherever possible —and help them to reduce thsk r
and transaction costs, access sources of finandingd their capacity and outreach, and participdte
national processes for policy development.”

12. The Report of the Consultation on the Eighth Rephenent of IFAD’s Resources (February 2609)
states that a strong and diverse private sectovjging agricultural inputs, production and finaalcservices
and markets, which poor rural producers are abéetess and use, is critical for increasing thgiicaltural
production and incomes. Under its private-sectoatsgy, IFAD can do much to engage and forge
partnerships with a growing number of private-secotors. It is, for example, working to link rural
producers to export markets and to bring privateiyred financial institutions into rural finance ogigons.
The Report of the Consultation further noted tlolafing the Eighth Replenishment period, IFAD would
continue to work through its regular operations waitthin the framework of IFAD’s private-sector dtgy

to build the conditions for successful private-seqtartnerships between smallholder farmers androth
economic agents. Several agencies provide dirgiiostito the private sector but few, if any, priae
investments in agriculture that bring direct betsefo very poor rural communities — though somerene
considering the possibility of doing 5dFAD will strengthen its partnerships with thesgencies to find
ways to stimulate such investments. The Reporthef Eighth Consultation reiterated that IOE would

2 See document GC 32/L.5.

®  The agencies identified included the InternatioRimance Corporation (IFC): the African, Asian ahtter-

American Development Banks (AfDB, AsDB, IDB); IntBmerican Investment Corporation; European Bank for
Reconstruction and Development (EBRD); and bildtagencies such as the German Investment and Dmvelat
Company; Agence Francaise de Développement; Prometi Participation pour la Coopération Economithah of
France); Capital for Development Group of the Uhikéngdom; and Swedfund of Sweden.
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conduct an evaluation of IFAD’s private-sector &gy in 2010, and that the findings of that exerei®uld
provide lessons for future engagement.

13. With regard to the latter, IOE has accumulated ia denount of experience in evaluating IFAD
activities involving the private sector. One of tinain lessons that numerous country programme Hret o
evaluations highlight is that the commercializatafrsmall farmers is extremely important to takenthout

of poverty. Small farmers have the potential toacsmall entrepreneurs and can therefore be metrial

in ensuring food security and growth. Also, in tt@ntext of preparing the 2009 Annual Report on the
Results and Impact of IFAD Operations (ARRI), asuiss paper was produced that examined in detail the
opportunities and challenges associated with primgatccess to input and output markets, includhey t
role of the private sector in the process. A wodgshwas organized with representatives of IFAD
Management and staff to discuss the main issueglantify priority areas for moving forward. Somktoe
main issues emerging from the workshop includeahé need to better understand value cfiainswhich

the private sector plays a prominent role; (ii)edtaifying approaches to rural finance throughoet thlue
chain and not just at the farm level; (iii) the ionf@ance of innovation; (iv) working on developinghtic-
private partnerships; and (v) sharing knowledgén lvathin and outside IFAD. Box 2 from the ARRI belo
summarizes some key discussion points relatedpooving access to markets.

14. During the Eighth Replenishment of IFAD’s Resouratiscussions were also held on the possibility
of establishing a new facility to promote privage®r investment in rural areas, the aim beingravide
investment finance directed to the private sectat # policy/institutional support to help establian
enabling environment for private-sector developménivas also recognized that IFAD should assess th
need for and feasibility of developing new instruniseto engage with the private sector, includingulgh
non-sovereign lending and equity investments. IFfgPeed that “If such a need is identified, a prap&sr
IFAD’s role and instruments, fully consistent wilRAD’s mandate, will be prepared and presented for
approval to IFAD’s Executive Board by December 20E¥en though it was felt more appropriate to defe
such a presentation until after the present evaluéitad been completed. Finally, it is worth unihéng that

in 2009 the Executive Board approved IFAD’s newnggapolicy, which for the first time opened the
window for financing private-sector entities invetvin IFAD-supported activities in borrower couesti

* In the context of the approach paper, a valuénclsdefined as the entire chain of activities foms and

distribution networks operating in a specific ingtygthus, for an agricultural product, running tigemut from growing
a particular crop, including the provision of inpuand technical services, to the processing, logjstlistribution,
marketing and final sale). Value-chain analysis tieen used as a means of identifying poverty-reduacti
strategies/activities that would upgrade and addevéor IFAD’s target group in the various stepsifaties that make
up the chain.
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Box 2. Key findings on market access, ARRI 2009

There is now a more systematic and focused approactarket access and value chain analysis
than in the past. The design of projects approwved the last few years is quite different to thgse
covered by completion evaluations undertaken te.dat

Partnerships with the private sector and other [dpweent agencies are important, but can|be
difficult to forge. IFAD needs to develop better aets for working with the private sectog
developing public/private-sector partnerships aondang with other international organization

=

U7J

There is a need for more flexible and diversifigthficing instruments, such as lending to the
private sector. Conventional instruments limit wHaAD can do in terms of addressing value
chain constraints, especially those beyond the,fauoh as the financing constraints faced|by
larger operators that poor people may depend uptmfbr farm inputs and for marketing and
processing services.

Government policy is important in shaping markegpapunities and constraints. Policy dialogpe
is vital and, although IFAD’s ability to influengmlicy may be limited, it will need to generateg a
better understanding of how policy can affect ppbitcomes.

The trade-offs between targeting the poor and carialzing production give rise to concern.
However, they may be addressed by a more in-deglysis of poor people’s needs, the usg of
social safety nets, and by equipping the poor thighskills they need to access labour markets.

C. The 2005 IFAD Strategy for Private-Sector Devepment and Partnership

15. The Fund's private-sector strategy of 2005 staytsdrefully and fully defining what IFAD means by
the private sector. It states that theal private sector includes a whole continuumeobnomic agents,
rangingfrom subsistence or smallholder farmers, rural evegrners, livestock herders, small-scale traders
and microentrepreneurs; to medium-sized, localgpeivoperators such as input suppliers, microfinance
institutions, transporters, agroprocessors, comiypdlokers and traders; to other, bigger markeggkathat
may or may not reside in rural areas, includingaloor international commodity buyers and sellers,
multinational seed or fertilizer companies, comri@rdanks, agribusiness firms and supermarkets.
Associations of farmers, herders, water usersaglets also constitute an important part of thegpeigector.

16. The strategy further underlines that IFAD’s dir¢éatget group is the rural poor, who tend to be
concentrated at the smaller end of the privatessextntinuum. This group is considered part of ghgate
sector because, in essence, it comprises agrourat-llased microentrepreneurs who make their own
economicdecisionsregarding what to produce and how to produceh@atvwwo buy and sell, who to buy from
and sell to, how much to buy or sell, and when. DF#ill concentrate its efforts on supporting the
development of this private-sector target groupweher, since the livelihoods of its target group aften
dependent on other private-sector operators, IFAD also support or partner with those private-sect
operators that can provide improved income-germegatpportunities for the target group.

17. After briefly identifying the variety of economiconstraints that limit the potential for growth of
private agents — including lack of access to kndgdeand skills; inappropriate institutional andippl
framework; and inadequate rural infrastructure e $frategy stresses that in order to stimulateafaiv
sector-based rural economies to the benefit ofpiher, what is needed is not only a lessening of the
obstacles that each group faces on its own termthbicreation of conditions that can facilitater faarket
relations among the various players. In partnership the public sector, other donors, NGOs andvaht
private organizations, there is an important rale|FAD to play in helping both the rural poor aather

> Part of the text in this section has been takemfthe IFAD private-sector strategy document di®0
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private operators overcome the various market caings, and in making their market-based relatigpssh
more profitable and appealing, resulting in win-situations for both groups.

18. The strategy document discusses the evolution ADIE engagement with the private sector. It
specifically notes thagince its foundation, IFAD has been supporting ghigate sector as represented by
smallholder farmers and other rural poor residefwstecently as 10-20 years ago, and to some egtamt
today, the rural poor were looked upon mainly asalgroducers with few linkages to the rest of the
economy. Indeed, early IFAD-supported projects $eclmainly on boosting food production and imprgvin
the food security of rural households (within agidy ‘subsistence economy’ modelfhis called for
financing the delivery of non-market-based, pubtigral services (such as extension, credit and
infrastructure) and the capacity-building of pubihstitutions. As noted earlier, the environmentihich
IFAD’s target groups produce, work and obtain smsihas changed substantially over the past 1@2Gy
The withdrawal or reduction of the state’s rolepioviding services and purchasing outputs meartsthiea
private sector is increasingly fulfilling this rol®r is at least expected to do so. This reinforard
underscores the fact that smallholder farmers &émer oural entrepreneurs are private-sector acjpesating

in a much wider and dynamic context. Private-sedtoren economies have now created real opporamiti
for many rural poor residents, but there are alagppnthallenges. Left to themselves, markets fadgoand
services in poor rural areas are not automaticatiye efficient than the state-led or mixed systdmy have
replaced. And even where they are, they certainlyat guarantee benefits to poor and un-organiaea r
producers, who do not easily gain access to theskets.

19. The objectiveof the 2005 strategy is to increase pro-poor persector operations and investment in
rural areas. Three broad lines of action are cafled (i) policy dialogue for local private-sector
development; (ii) investment operations to suppacal private-sector development; and (iii) parsigos
with the private sector in order to leverage adddi investments and knowledge for rural areas.

20. The strategy underlined the need for IFAD to depajaidelines (or a tool kit) for its operationsfkta
to assist them in operationalizing the strategy,thely do not appear to have been formulated. Biavifor
staff training on partnering or engaging with thévate sector was also foreseen. A staff membeahef
Programme Management Department (PMD) was to beimtgp as focal point for the private sector.

21. The strategy included a results framework with &g gerformance indicators (e.g. at least 15 petr cen
of IFAD-funded projects will cofinance with, or gemate complementary investments from, the private
sector), and all targets in the results framewodtevexpected to be reached by end-2008. In order to
measure results and impact, IFAD’s Results and ¢inpeeasurement System and related monitoring and
reporting tools were to be expanded or revisedaf@wre the key indicators specified in the privegetor
strategy. Reporting to the Executive Board wasaabne by means of the Progress Report on thedProje
Portfolio (since merged into the Report on IFAD’&Melopment Effectiveness). However, no section is
devoted specifically to engagement of the privata.

22. It is important to note that the global economisisrhas led to questioning of the appropriaterixsda
between public regulation and private economicvagtiand this questioning extends to the rolehef state
in agriculture. Problems associated with soarirgglfprices in mid-2008, for example, led mayntriesto
re-think the implications of food security for dostie policy. As such, any evaluation of the 200tvate-
sector strategy should also look at its continuglgvance in the light of events since it was mitsd.

II. Objectives of the Evaluation

23. This is the first corporate-level evaluation of IPA engagement with the private sector. The 2005
strategy is rooted in IFAD’s long-standing engagemwith the private sector in the context of its
operations. The underlying assumption of the gjsate that IFAD faces institutional constraintsdasy to
sub-optimal engagements with the private sector.aBgressing some of these constraints, increasing
awareness of good practices among governmentd-#idl $taff, and defining a clear and measurableltgesu
framework, IFAD could play a more effective roleraducing rural poverty.
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24. The core of the evaluation will be to assess thevamce of the 2005 private sector strategy agéest
results framework (2005-2008) laid out in the stggt The evaluation will review IFAD’s efforts to
implementthe strategy through a review of selected IFADigi@$, country strategies, programme design
and implementation, as well as attention to privagetor in its non-lending activities (knowledge
management, policy dialogue, partnership buildargl grants).

25. The evaluation will not, however, be limited to exaing the relevance, implementation and
achievements of the 2005 private-sector strategiywil also assess more broadly the evolutionF&D’'s
approacheand results in engaging the private sector owelydars, and identify good practices and lessons
for future operations. Therefore, the specific objees of the evaluation are to:

(vi) determine the relevance and evaluate the impletiemtaf IFAD’s 2005 private-sector
strategy;

(vii) assess the evolving approaches and results of E-ABgagement with the private sector;

(viii) examinethe instruments and experiences of other developmeganizations in engaging
private sector in agriculture and rural developmaiith the aim of identifying good practices
that could be pertinent for IFAD; and

(ix) generate a series of findings and recommendati@isriay serve as building blocks for IFAD’s
future engagement with the private sector.

lll. Evaluation Approach, Methodology and Process
A. Evaluation Approach

26. Period of coverage.The evaluation will focus particularly on the aiies funded by IFAD since
2003, which coincides with the decision by Membéaté& during the Sixth Replenishment of IFAD’s
Resources (2002) for the Fund to develop “a styateg achieving greater involvement of private-sect
participants in IFAD programmes”. In order to gamappreciation of results on the ground, useheilalso
made of existing IOE evaluations and self-evaluat&ports by IFAD Management prepared since 2003. |
this regard, it should be borne in mind that thessduations mostly cover projects that were designehe
mid-1990s and early 2000s but were under implenientantil recently, and, as such, do not consithie
distant past.

27. Key components of the evaluation There are four components that constitute the twilding
blocks of the evaluation, which will contribute ttee preparation of the main evaluation report.eimis of
its implementation, the evaluation will be conddcte phased manner (see section Ill C: Phasindgef t
evaluation).

® The first component of the evaluation is a strategyew and portfolio scan, which is intended
to look at achievements against the results framlewd the 2005 strategy and provide an
overview of the results of IFAD-funded operationghwespect to the private sector.

(i) The second component involves country case stuBight countries will be selected for in-
depth review to validate the findings of the stggteeview and portfolio scan, as well as to
identify good practices and the causes of less gaofibrmance in private sector engagement.
The final list of countries to be covered will betekrmined during the desk review phase of the
evaluation (see paragraph 39).
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(iii) The third component is a review of selected corgobaisiness processes, which looks at how
IFAD manages its internal process, including skilsilability and development, to support its
private sector agenda.

(iv) The fourth component is a comparator study, lookihigow other institutions are promoting the
rural private sector

28. The strategy review and portfolio scan This component will seek to provide an overviegwFAD
support for private-sector development. It will @hteviewing: (i) selected corporate strategies] eecent
country strategies and project designs to deterthigie coherence with the 2005 private-sector sgygtand

(i) the results of IFAD’s private-sector engageindy mining existing evaluation and self-evaluation
reports. Efforts will be made to benchmark the ltesacross the five geographic regions where IFAD
operates, and to identify lessons learned spetifidifferent countries to enable cross-fertilizatiand
exchanges of experience. This will be done by cblg data based on a review of evaluation and
operational documents, and by holding a series ilaftelbal and focus group discussions with IFAD
Management and staff. This component is also eggettt generate key hypotheses and issues that merit
deeper investigation and follow-up during the coymtork phase (see paragraph 30).

29. An important element of the strategy review andtfpo scan will be a review of the range of
instruments (e.g. loans, grants) that IFAD has tatdisposal and the corresponding challenges and
opportunities they offer to promote the involvemehprivate-sector entities. For example, one kagstjon

is how effectively IFAD can promote private-secargagement and development with loans provided to
governments. In addition, the strategy review aodfglio scan will provide some analysis of IFAD’s
private-sector engagement at the corporate lemekxXample, by looking at the volume of funds rdifem

the private sector to cofinance IFAD-supported paiogmes, and the role of corporate and regionaltgran
that have been given to the private sector (egyFdrmers Forum, etc.). A specific working papdt be
prepared by the evaluation team to summarize ttmme of the strategy review and portfolio scan.

30. Country case studies Eight countries will be covered under this comgrunof the evaluation. The
main objective of the country case studies is tlbf@) to validate the results and hypotheses gingr
from the strategy review and portfolio scan; amadtdi identify good and less-good practices in grgssector
engagement and the underlying causes for the sartentative list of countries developed in condidia
with the PMD, to be confirmed following the strayegpview and portfolio scan, include: Albania, Ghan
Guatemala, Pakistan, Peru, Sri Lanka, Uganda anttited Republic of Tanzania. Owing to resourcg an
time limitations, country visits will be only undaken to Albania, Ghana, Guatemala, Sri Lanka and
Uganda. All studies will make use of available erasion and other reports as well as interviews WhD
staff. For the five case studies that will entailiotry visits, information will be also collecteabin partners

at the country level and during visits to seledfedD-funded projects. A country working paper wilé
prepared for each of the eight countries coveredeurthis component of the evaluation. The specific
methodology to be followed in preparing the coumtage studies is discussed below (see Sectidd)lll,

31. Review of corporate business processe&part from assessing results of private-sector gegeent

in IFAD operations, the evaluation will look morgokdly at IFAD’s organizational capabilities and
processes to ensure appropriate engagement witprivete sector. An assessment will be made of the
adequacy of organizational capabilities (e.g. caltdirection/leadership, competencies includiradf skills

and incentives, learning, etc.), as well as IFAB{sIcture and processes (e.g. quality enhancearaht
guality assurance, supervision and implementatigopart, results measurement and reporting, country
presence, evaluation, etc.) for private sector geigeent. A dedicated working paper on the topic bl
prepared by the evaluation team.

32. Comparator study. The fourth component of the evaluation will involueviewing the strategies,
policies, instruments and experiences in the pergaictor engagement of selected development agencie
The aim of the review will be to identify lessohat may be suitable — with due adaptation — to IRA@VN
context and priorities. The study will be largebsled on a review of documents and, selectivelgudsons
with key informants in the development organizasiarovered. The proposal is to cover a selection of
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institutions with a similar mandate to IFADAs part of the assessment of the adequacy of IEAD
instruments (see paragraph 29 above), the compataidy will also review the synergies between gigvy
sector lending windows such as the IFC, Asian Dmuakent Fund and African Development Fund with the
regular operations of the World Bank/IDA, AsDB aA&DB, respectively. In addition, an effort will be
made to capture the experience of IFC, EBRD and Gbenmonwealth Development Corporation in
providing support to agro-processing operationspécific evaluation working paper will be prepacedthe
comparator study, which will also inform the drifial evaluation report.

B. Country Case Study Methodology

33. The main objectives of the country case studie®atined in paragraph 30 above. The eight country
case studies will look at a wide range of actual patential support for rural private-sector depebent
through IFAD-funded operations. The essential ohithe evaluation will be the country programmegeTh
starting point will be to look at the country stgy and programme over time and, specifically, the
operations funded before and subsequent to theegpof the 2005 private-sector strategy. Concyetbis

will involve reviewing both past operations and moecent activities. For this purpose, the rol¢éhefrural
private sector will be categorized as follows:

® The first category is rural on-farm. Among othesugs, here the evaluation will be looking at
the dimension of private-sector support for smathfers in the form of research, extension,
training, seed multiplication, input supply, harnieg and on-farm storage.

(i) The second category is the value chain. Here, ttighasis is on the link between the farm and
the output market through processing, productfeetion, off-farm storage, transportation, the
role of supermarkets, etc. This has become anantrg part of IFAD-funded projects in recent
years. It is estimated that no less than 50 per c£2008 projects had some component or
aspect relating to value chain development.

(iii) The third category is rural non-farm enterprisee Tacus here, inter alia, is on support for
enterprise development, skills training — both beasgs and technical, and venture capital
support.

34. In each of these areas, a number of public andfgriwstitutions are engaged in providing technical
commercial and financial support for the rural pter sector. In order for the private sector to geowd
contribute effectively to rural poverty reductidrgwever, a number of key enablers need to be teplsee
Figure 1).

» The first of these is thiegal, regulatory and institutional framewofér private-sector development.
The lessons of the past point to the need forafiadt transparent rules of the game governing private
sector activities. These range from broad politexadi social stability and effective governance, to
land tenure practices, land registration, commetipolicy and regulation, property rights and athos
of other factors that determine the context in Wwhite private sector operates. IFAD’s engagement
in tribal land rights in India is an important exale of its work in this area. Aspects of the
institutional framework also include the effectdates and incentives for private-sector engagement
and support for efforts to develop public-privatetperships.

» Social infrastructures also an important determinant of the level gralvth of the private sector.
Higher levels of education, better standards ofltheand effective community structures all
contribute to an environment in which the privageter can function.

®  AfDB, Agence Francaise de Développement, AsDB, @omwvealth Development Corporation, Department for

International Development (United Kingdom), EBRDood and Agriculture Organization of the United a8
(FAO), IDB, IFC, International Food Policy Reseatcistitute, United Nations Industrial Developmentg@nization
(UNIDO) and the World Bank.
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* Physical infrastructuren the rural areas is generally recognized ascassary condition for private-
sector development. As farm products move up thgevehain to local markets, to processing and to
more distant urban and international markets, thadity of physical infrastructure — including water
management structures, soil and land improvemeatls including feeder roads, bridges, railways,
power supply, and communications infrastructureeedmes an increasingly significant determinant
of the rate of growth of private enterprise. Phgkiofrastructure at the farm and community levels
plays an important part of many IFAD-funded openadi

» Access to rural finances another enabler of the development of the nonaiate sector. One of the
important developments of the past two or threeades has been the growth of rural microfinance
and the recognition of the important role it caayplparticularly in on-farm enterprise development,
health and weather insurance, and in encouragiifpuoh enterprises such as the establishment of
artisan production and local services. But oncesdéhenterprises grow, they need access to the
commercial banking system and to more sophistidatedcial products.

Figure 1: Key components and enablers of privateestor engagement in IFAD operations

Enabler 1: Enabler 4:

Legal, regulatory, and
institutional Access to finance

framework

Non-farm
enterprise

On-farm private- Value chain
sector support Market linkage

Enabler 2: Enabler 3:

social ' physical
infrastructure infrastructure

35. An evaluation of IFAD support for rural private-secdevelopment through country case studies does
not need to focus on each of these enabling fadttwaever, it must question whether IFAD is assesthe
context of private-sector development in supporthgcomponents described in paragraph 34, anchehet
the absence or weakness of any of these enablessitates binding constraints to effective privaestor
development that need to be addressed in paratleldivect support for the rural entrepreneur.

36. Theevaluation framework in Appendix 2 outlines the evaluation objectivasl anaps them with the
key questions the evaluation will address, as aglihe activities that will be undertaken for odileg data
and information to answer the key questions.

C. Phasing of the Evaluation
37. The evaluation will be divided into the followindpases:
38. Inception. Under this phase, the aim would be — among o#skst- to review key IFAD documents

related to the private sector, develop furtheraherall evaluation approach and methodology, fureetthe
evaluation framework as required, develop the rigitand finalize the selection of countries, depelbe
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detailed terms of reference for the country workalize the composition of the core learning pathig
(CLP) (see section V), prepare an indicative taifleontents for the country working papers, anchglete
the selection of the consultants team and the serdependent advisers (SIAs, see paragraph 46).

39. Desk review. The strategy review and portfolio scan as well las tomparator study will be
undertaken during this phase. Once the correspgrlieliminary draft working paper on these topigs i
available, IOE will make a presentation to IFAD Mgement and staff on the emerging findings. Theadim
this interim presentation will be to promote leagiduring the evaluation and obtain feedback on the
hypotheses and key questions for the country dasées. During the desk review phase, arrangenmwitits

be also made for country visits by IOE.

40. Country work. IOE will contract one well-qualified consultant dleploy one of its own staff
members to conduct each country study. Country wdlkbe carried out in five of the eight countries
during missions of 5-7 days. Specific activitiestla country level will be defined during the intep
phase, and include discussions with governmengfhmaries, private-sector partners and othersyelsas
visits to selected IFAD-funded projects. The coymtorking papers will be finalized following the watry
visits (in the five cases where country visits anelertaken), and all eight papers will be sharatt WMD
for review and comment.

41. Corporate business process reviewThis review will be undertaken once the countage studies
have been completed. It will be important to beeatd use the results of the country case studies in
identifying key business process issues and framhiagjuestions to be taken up in this process.

42. Final report preparation. The focus of this phase will be on preparatiorthef draft final report,
building on the four components of the evaluatitime draft report will be shared with IFAD Manageren
for comments. IOE will prepare an ‘audit trail’, ish will clearly illustrate how Management’'s comngn
have been treated in the final report. Commentkheiltreated in line with the provisions containedhe
IFAD Evaluation Policy. IOE will be responsible for the overall evaluatiprocess, for the contents of the
final report, and for all other deliverables proddauring the evaluation, as per the EvaluatiornciP.oA
learning stakeholders’ workshop will be held beftne evaluation report is finalized to discuss minan
issues, lessons and recommendations containednthere

IV. Core Learning Partnership

43. The role of the CLP is to provide guidance to theleation process and review key evaluation
deliverables. In particular, at the start of thelaation, CLP members will help flag issues andrmfation
sources for the evaluation. After the completiorthef independent evaluation report, the CLP wakcdBss
the evaluation findings, deepen the understandinigecfindings and recommendations, and eventwedigk
out the operational implications of the evaluatiorecommendations and the division of
labour/responsibilities among the various stakedrsldnvolved. IOE representatives will facilitates tCLP
discussions. The proposed composition of the ClR i®llows:

. Mr Kevin Cleaver, Associate Vice President, Progras

. Mr Henock Kifle, Chief Development Strategist

. Mr Luciano Lavizzari, Director IOE

. All PMD regional division directors and regionab@omists

. Mr Rodney Cooke, Director, Operation Policy andfirécal Advisory Division
. Ms Vera Weill-Halle, Director, Innovative Financing

" “OE will decide which comments should be incormed in the revised (final) report. As a generdg:r() the

draft report will be revised to incorporate comnsethat correct factual errors or inaccuracies; ifimay also
incorporate, by means of a note in the report, fuelgts that differ from those of the evaluation teand (iii)

comments not incorporated in the final evaluatiepart can be provided separately and included appandix to the
report”.
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. Mr Shyam Khadka, Senior Portfolio Manager, PMD

. Mr Ashwani Muthoo, Senior Evaluation Officer, IOE

. Mr Henning Pedersen, Country Programme Manager (CPM&ar East & North Africa
Division

. Mr Michael Hamp, Technical Adviser, Rural Finance

. Mr Vineet Raswant, Technical Adviser, Value Chansl Access to Markets

. Mr Ronald Hartman, CPM, Asia and the Pacific Dietsi

. Ms Chitra Deshpande, Programme Officer

. Representatives of FAO and other development inistits (to be identified)

. Selected private-sector partners from developingtrges (to be identified)

44. The CLP will be responsible for sharing all infotina and documentation with colleagues in their
respective divisions. Members of the CLP will b&egkto meet a number of times during the evaluéton
discuss the draft approach paper, emerging findfoliswing the desk review phase, and the drafalfin
report. They will be also invited to take part e learning workshop to be organized towards tlieofthe
process.

V. Evaluation Team

45. Under the overall guidance of the Director, IOEe thesignated lead evaluator for the evaluation will
be Ashwani Muthoo, Senior Evaluation Officer, I0&pported by Messrs. Pietro Turilli, Evaluation
Officer, Jicheng Zhang, Evaluation Research Analystl Ms Katrin Aidnell, Associate Evaluation O#ic
The evaluation consultants’ team will be led by B&sil Kavalsky (Economist) who, among other tagk,

be responsible for the comparator study, one cpwtirdy and preparation of the draft final repbtt.Marc

de Sousa, an expert on rural finance and regicr@iamics, will be responsible for some of the count
studies. Consultants with expertise in value chaatess to market, agribusiness and related prbemtior
themes will be identified for the other countrydigs. A consultant (still to be identified) with gettise in
organizational issues and preferably with expegenc private-sector engagement will assess the
instruments, organizational capabilities and preesgo promote the participation of the privatet@en
IFAD operations.

46. IOE will mobilise the collaboration of two SIAs fahnis evaluation. Their role will be to review and
comment on key deliverables and provide inputs ahdce on methodology, process and content issues.
The SlAs will prepare a short joint final report treir assessment of the quality of the evaluatdmich

will be shared with IFAD Management and the ExaeuBoard. Their report will be included in an anméx

the final evaluation report. Professor Robert Bittoj a renowned development evaluator with a tigio
knowledge of IFAD and rural poverty reductiomill be one of the two SIAs. The second SIA it Dr
Namanga Ngongi, who has wide experience and kngeled the United Nations and government systems
as well as of agriculture development in gerferal

VI. Time Frame

47. The following is a provisional time frame for theatuation, which will be elaborated during the
inception phase of the evaluation:

® Professor Robert Picciotto was formerly Directar@ral of the World Bank’s Independent Evaluationup and is
currently Professor at King's College, London.

°® Dr Namanga Ngongi was previously Deputy Execufdieector of the World Food Programme and is cufyent
President of the Alliance for a Green Revolutioiirica (AGRA).
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Date Activities

19 Mar 2010 Distribute draft approach paper to IFAD Management

9 Apr Meeting with IFAD Management to discuss draft apjgtopaper

May Revise and finalize approach paper

Jun-Jul Desk review phase: (i) strategy review and pomfstian; and (ii) comparator
study

Sep Presentation to IFAD Management on emerging fingling

Aug-Sept Country work phase

Oct Share country working papers with IFAD Managementcbmment

Oct Corporate business process review

Oct-Nov Prepare draft final report

End-Nov IOE internal peer review process

End-Jan Send draft report to IFAD Management for comment

Early Feb Learning workshop to discuss the draft final report

End Feb 2011 Prepare and finalize evaluation’s Agreement at Getigm Point°

Apr 2011 Discuss final evaluation report, together with Agreement at Completion
Point, in the Evaluation Committee and Executiveut8io

VII. Communication and Dissemination

48. Copies of the full evaluation report will be disuited to concerned staff in-house, Executive Board
members and others. The main report will not exd#egages. As per usual practice, an evaluatiofilgro
and one/two insights will be prepared based oretladuation, to be distributed more widely both vitand
outside IFAD. Profiles/insights are communicationl$ (two-page brochures) prepared by IOE for sewid
audience. The profile will contain a succinct sumynaf the evaluation’s findings and recommendations
Each insight will focus on one learning theme erimgrdrom the evaluation, with the aim of promoting
debate among development practitioners, policy-msaked others on the topic. As mentioned earlier, a
learning workshop will be organized to discuss thaft final report and to lay the foundations fbet
Agreement at Completion Point. All outputs will &lso published in the dedicated web page on thvater
sector evaluation, which will be created underl@®g section of the Fund’s corporate website.

° The Agreement at Completion Point, an action-aeidrdocument, will capture the evaluation’s mairdings and
recommendations and illustrate IFAD Management'slenstanding of the main evaluation findings andirthe
commitment to adopt and implement its recommendatimithin specific time frames.
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Private Sector Strategy Evaluation Framework

Objectives

Key questions

Key activities

1. Determine the relevance and evaluat
the implementation of IFAD’s 2005
private sector strategy

el. Is it the right strategy for IFAD’s overall olojéves of
contributing to the reduction of rural poverty?
2. Has the 2005 Private Sector Development anch&attip
(PSDP) strategy been relevant since approval?
3. To what extent the strategy has achieved igetaragainst the
results framework 2005-2008 laid out in the strafeg
4. What is the further progress from 2009 onward?
5. During the implementation of the strategy, wiaie been
successes and why? Where has it been less sud@ssfuhy?
6. How has the Strategy changed the way IFAD amhes
working with the private sector as compared to tegD05?
7. To what extent does IFAD'’s strategic guidanaviae the
institution with a clear, coherent (along corponaticy and
guidelines), results focused and well-resourceahéngork to
promote operations on private sector developmethpantnership?

1. A critical review of the 2005 private sectorstgy;

2. Desk review of IFAD’s strategic guidance ondaltuments related to
private sector development and partnership in geérgproved by EB, GG
and IFAD Management;

3. Analyse the data provided by PMD on the progaeskachievements in
relations to certain indicators;

4. Desk review of IEO evaluation reports since 2003

5. Desk review of self-evaluation reports prepdngdFAD management
since 2003;

6. Review of selected country strategies and projecuments;

7. Interviews with IFAD Staff.

2. Assess the evolving approaches and
results of IFAD’s engagement with the
private sector;

1. Are the IFAD framework, and related policies atigitegies
approved after the 2005 private sector strateggm@stt in
supporting IFAD’s engagement with private sectoelaborated in
the 2005 strategy?

2. To what extent IFAD’s capabilities and structarel processes
are adequate for achieving the targets of enggwingte sector in
rural poverty reduction?

3. Is IFAD'’s strategic guidance on private sectevelopment and
partnership well reflected into country strategiasl programmes
(COSOPs, project design and implementation, anderating
operations)?

4. To what extent the projects’ design take thentrguand local
context for private sector development into accauxre the
private sector operations in country programmesistent with
IFAD’s mandate and government policy? Are they vagldpted to
local context?

5. Did the projects identify opportunities for peating or
cofinancing with private sector players in implerzion?

6. Are the private sector activities in countrielevant the needs g
target groups?

7. Are the private sector operations coherent ofitier key
activities in the country programmes? And therefoomtributing
to poverty reduction?

8. Do IFAD projects set monitorable objectivesforate sector
operations? Does the M&E system include measurablieators

for progress in achieving private sector developnaen

1. Desk review of IFAD Strategic Framework, selddf€AD policy and
strategy documents approved after the 2005 praettor strategy;
2. Review of the a few selected policies and sffateapproved before
2005 private sector strategy;
3. Desk review of countries strategies and operatio relation to private
sector development;
4. Interviews with IFAD management and staff onamiigational
capabilities, structure and processes;
5. Select eight countries as case studies whichddotm a basis for the
evaluation;
6. Country visit to five of the eight selected ctiigs and structured
discussions with key policy makers, partners, govemt officials, projects
staff, implementing agencies, NGOs and repres&etafrom civil society,
in country international donors, advocacy group#&D country
representatives.;
7. ldentifying good practices and constraints facggromoting private
sector development and partnership in country stydi
8. Desk review of IEO evaluations since 2003;

f9. Desk review of self-evaluation reports by IFARmagement prepared
since 2003 in relation to private sector and thecsed countries;
10. Draft country working paper for strategy reviemd portfolio scan;
11. Draft country working paper for corporate besi& processes;
12. Draft country working papers for each of thgheicountries covered in
the evaluation
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Private Sector Strategy Evaluation Framework

Objectives

Key questions

Key activities

partnership objectives?

9. What tangible results can be shown either id fiperations,
partnership building with private sector, or impedvpolicy
environment?

10. What are the good practices and lessons? Viéhatakey
success factors and constraints?

11. Are these operations sustainable? What arkethanovation
features? How is the potential for replication aodling-up?

12. Are there significant differences between coestn the
responsiveness and similarly between regions? \Afleathe
determinants for these differences?

13. Have there been successful policy dialoguesiimng IFAD
alone and/or with other partners?

14. Are there a set of factors which seem to fqstieate sector
development and partnership emerging from IFAD'segience?

3. Examine the experience of other
development organizations in terms of
their corporate strategies, processes,
instruments and lessons learned to
support rural private sector developme
with the aim of identifying good
practices that could be pertinent to IFA

1. Which instruments have the other organizatie@m@ayed in

their operations? How well have other organizatidoise?

2. What have they learned about what does andrdiesork?

3. What are the good practices and lessons frogethe
torganizations that IFAD could reflect on in considg future

operations relating to private sector developmedtartnership?
D.

1. Desk review of the strategies, policies, instats and experience for
private sector engagement of other agencies (Af3R)B, IDB, UNIDO
and World Bank);

2. Summarize the good practices and lessons off otganizations;

3. Benchmark IFAD’s strategic guidance against otinganizations’
strategies and policies;

4. Interviews with staff of other agencies; and

5. Determine which of the proposed strategies fivape sector
partnerships have worked.
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APPENDIX 3

List of Policies and Strategies Reviewed by the Elation

A. Policies and Strategies

Draft, 2011-2015 IFAD Strategic Framework

Climate Change Strategy (Apr 2010)

Policy on grant financing (Dec 2009)

Revision of the lending policies and criteriae(®2009)

Policy on engagement with indigenous people ZB€9)

Results measurement framework for the eightlenéghment period 2010-2012 (Sep 2009)
Rural finance policy (Apr 2009)

Revisions to the General Conditions for Agriotdd Development Financing (Apr 2009)
Policy on improving access to land and tenuceirsty (Sep 2008)

Replenishment Paper on Private Sector (2008)

Results Measurement Framework for Reporting poogress achieved against the IFAD
Strategic Framework 2007-2010 (Sep 2007)

Innovation strategy (Sep 2007)

Strategy for Knowledge Management (Apr 2007)

IFAD Strategic Framework 2007 — 2010 (Dec 2006)

Policy on supervision and implementation supfioec 2006)

Policy on targeting (Sep 2006)

Action Plan for Improving its Development Effigeness (Dec 2005)

Private Sector Development and partnershigegfygApr 2005)

Gender Plan of Action (2003)

Rural Finance Policy (2000)

Rural Enterprise Policy (2004)

Report on the Sixth Consultation on the Resesuof IFAD (2003)

B. Reports released from 2006

23.

24.

Progress report on the implementation of theDIFStrategy for knowledge Management (Apr
2009)

Final progress report on implementation of IF\Rction Plan for Improving its Development
Effectiveness (Dec 2007)

C. Final report of the consultation Governing Cound

25.
26.
27.

Final report of the consultation GC 2009
Final report of the consultation GC 2006
Final report of the consultation GC 2003
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List of Projects Reviewed in the Strategy Review ahPortfolio Scan

Project Approved in 2009 ( 33 in total)

2009 December EB

Western and Central Africa

1. Céte d'lvoire: Agricultural Rehabilitation and Poverty Reductiomject
2. Gambia: Livestock and Horticulture Development Project
3. Liberia: Agriculture Sector Rehabilitation Project

Asia and the Pacific

4. Cambodia: Tonle Sap Poverty Reduction and Smallholder Depraknt Project
5. Kyrgyzstan: Forestry and Carbon Trading Project

6. Nepal: High-value Agriculture Project in Hill and MounteAreas

7. Sri Lanka: National Agribusiness Development Programme

Latin America and Caribbean

8.

Brazil: Cariri and Serid6 Sustainable Development ProfROCASE)

9.

Plurinational State of Bolivia: Plan VIDA-PEEP to eradicate extreme poverty — BhaBilot Project to Strengthen the
Capacity of Communities and Families Living in ExteePoverty in Cochabamba and Potosi

Near East and

North Africa

10. Egypt: On-farm Irrigation Development Project in the Qiallis
11. Georgia: Agricultural Support Project

12. Sudan: Rural Access Project

13. Turkey: Ardahan-Kars-Artvin Development Project

2009 September EB

Western and Central Africa

14.

Chad: Pastoral Water Management Project in SaheliansArea

15.

Mauritania: Value Chains Development Programme for Poverty Bigolu

Eastern and Southern Africa

16.

Ethiopia: Pastoral Community Development Project Il

17.

Zambia: Smallholder Agribusiness Promotion Programme

Asia and the Pacific

18.

Bangladesh:Participatory Small-scale Water Resources Sectujeétr

19.

Pakistan: Crop Maximization Support Project
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Latin America and the Caribbean

20. Brazil: Semi-arid Sustainable Development Project in tia¢eSf Piaui (Viva o Semi-Arido)
21. Ecuador: Ibarra-San Lorenzo Development Project
22. Mexico: Community-based Forestry Development Project fartisern States (Campeche, Chiapas and Oaxaca)

Near East and

North Africa

23. Lebanon: Hilly Areas Sustainable Agricultural Developmemoject
24. Sudan: Revitalizing The Sudan Gum Arabic Production andkdting Project
2009 April EB

Western and Central Africa

25. Benin: Rural Economic Growth Support Project
26. Burkina Faso: Rural Business Development Services Programme
27. Mali: Rural Microfinance Programme

Eastern and Southern Africa

28. Burundi: Agricultural Intensification and Value-Enhancingdport Project
29. Ethiopia: Community-based Integrated Natural Resources ManageRtoject
Asia and the
Pacific
30. Afghanistan: Rural Microfinance and Livestock Support Programme
31. China: Sichuan Post-Earthquake Agricultural Rehabilitaftsoject
32. India: Convergence of Agricultural Interventions in Maltsln@a’s Distressed Districts Programme

Latin America and the Caribbean

33.

Dominican Republic: Development Project for Rural Poor Economic Orgaiora of the Border Region
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Projects approved in 2004 (25 in total)

2004 December EB

1. Burkina Faso : Sustainable Rural Development Programme

2. Ethiopia : Agricultural Marketing Improvement Programme

3. Lesotho: Sustainable Agriculture and Natural Resource igannt Programme

4. Tanzania , United Republic of: Agricultural Services Support Programme

5. Zambia : Rural Finance Programme

6. Bangladesh: Microfinance for Marginal and Small Farmers [Ratj

7. Indonesia: Rural Empowerment and Agricultural DevelopmertdgPamme in Central Sulawesi

8. Nepal : Leasehold Forestry and Livestock Programme

9. Viet Nam : Decentralized Programme for Rural Poverty RedndtidHa Giang and Quang Binh Provinces
10. Argentina : Patagonia Rural Development Project

11. Brazil : North-East Rural Family Enterprise Developmenp@ut Project

12. Ecuador : Development of the Central Corridor Project

13. Guatemala: National Rural Development Programme: Central Bastern Regions

14. Algeria : Rural Development Project in the Traras and Sé€lfaaukh Mountains of the Wilaya of Tlemcen
15. Armenia : Rural Areas Economic Development Programme

16. Jordan : Agricultural Resource Management Project - Phiase

17. Sudan: Western Sudan Resources Management Programme

2004 September EB

18. Burundi : Transitional Programme of Post-Conflict Recorcdfan
19. Sri Lanka: Dry Zone Livelihood Support and Partnership Pangme
20. Azerbaijan: North-East Development Project
21. Yemen Al-Dhala Community Resources Management Project
2004 April EB
22. Conga Rural Development Project in the Plateaux, Cuvastitt Western Cuvette Departments
23. D.R. Conga Agricultural Revival Programme in Equateur Proenc
24, Gambia, The: Participatory Integrated Watershed-ManagéemRevject
25. China: Rural Finance Sector Programme
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List of 2009 COSOPs Reviewed by the Strateqy Revieamd Portfolio Scan

2010

PR

2008
14.
15.
16.
17.
18.
19.

2007
20.

Azerbaijan (NEN 1)

Dominican Republic (LAC 1)

Nigeria (WCA 1)
Sierra Leone (WCA 2)

Chad (WCA 3)
Congo (WCA 4)
Haiti (LAC 2)
Malawi (ESA 1)
Pakistan (APR 1)
Peru (LAC 3)
Philippines (APR 2)
Syria (NEN 2)
Sudan (NEN 3)

Afghanistan (APR 3 Apr)
Brazil (LAC 4)

Burundi (ESA 2)
Ethiopia (ESA 3)
Morocco (NEN 4)

Viet Nam (APR 4 Sep)

Tanzania (ESA, 4 Sep)
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Country COSOP Year
Albania 2005
Ghana 1998, 2006
Guatemala 2003, 2008
Pakistan 2003, 2009
Peru 2002, 2009
Sri Lanka 2003
Uganda 2004
Country Project Name Approval | Effective- | Closing
year ness year| year
Albania Mountains to Markets Programme 2008 2009 2014
Albania Programme for Sustainable Development in Rural 2006 2007 2012
Mountain Areas
Albania Mountain Areas Development Programme 1999 2001 2008
Ghana Northern Rural Growth Programme 2007 2008 207
Ghana Root and Tuber Improvement and Marketing 2005 Sep. 2006 2015
Programme
Ghana Rural Enterprises Project — Phase I 2002 2B 2011
Guatemala Su;taipable Rural Development Programme in El 2010 i i
Quiché
Guatemala National Rura}l Development Programme, Phase 1: 2003 2006 2013
Western Region
Guatemala | Rural Development Programme for Las Verapaces 1999 2001 2012
Pakistan Crop Maximization Support Project 2009 200 2015
Pakistan Programme for increasing Sustainable Micréinance 2007 2008 2013
Pakistan Dir Area Support Project 1996 1997 2008
Peru Project for Strengthening Assets, Markets andrural 2007 2009 2015
Development Policies in the Northern Highlands
Market Strengthening and Livelihood Diversification in
Peru the SoutherngHighIar?ds Project 2002 2005 2011
Peru Development of the Puno-Cusco Corridor Project 1997 2000 2008
Sri Lanka | National Agribusiness Development Programe 2009 2010 2015
Sri Lanka Smallholder Plantations Entrepreneurship Developmen 2006 2007 2018
Programme
Sri Lanka | Matale Regional Economic Advancement Prajct 1998 1999 2007
Uganda Community Agricultural Infrastructure Improvement 2007 2008 2013
Programme
Uganda District Livelihoods Support Programme 2006 2007 2015
Uganda Vegetable Oil Development Project, phase | 1997 1998 2012

100




EC 2011/67/W.P.3

APPENDIX 4

Evaluation Bibliography

AfDB/IFAD Joint Evaluation of the Agriculture anduiRal Development Policies and Operations in
Africa (2010)

Annual Report on Results and Impact of IFAD Operati(2003, 2004, 2005, 2006, 2007, 2008, 2009,
2010)

Corporate-level Evaluation on IFAD’s Efforts and ldevements in Gender Equality and Women
Empowerment, Approach Paper (2009)

Corporate-level Evaluation on IFAD’s Capacity tafote Replicable Innovations, Approach Paper
(2008)

Country Programme Evaluation Report, Republic dfdr(2009)
Corporate-level Evaluation on IFAD’s Rural Finarfaicy (2007)
External Review of the Results and Impact of IFApe@ations (2002)
Independent External Evaluation (2005)

Interim Evaluation Report on the Vegetable Oil Depeent Project, Republic of Uganda (2011)

Rural Enterprise Policy (2004)
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APPENDIX 5

Private Sector Strategy Results Framework

(2005-2008)

NARRATIVE SUMMARY

KEY (PERFORMANCE) INDICATORS

MONITORING AND
EVALUATION
MECHANISMS

Goal: Increase growth and
reduce poverty in rural areas
through increased private sect
activities

» Households with improvement in household
asset ownership index

OF Number of private sector jobs generated in
rural areas

* Revised RIMS indicators

Objective: Increased pro-poor
private sector operations and
investment in rural areas

areas
« number of rural enterprises
established/strengthened

« percentage of farmers using private advisory|
services

« percentage of rural poor accessing private
financial services

« number of functioning marketing, storage
and/or processing facilities

« Flow of local private sector investment in rural Statistics on private investments

and flow of funds (International
Monetary Fund, World Bank, UN
databases)

* Revised RIMS indicators

Outputs:

1. Enabling policy and institutional
environment for local private sectq
development provided

« COSOPs include strategy to engage in policy
dialogue for local private sector development
re Stakeholders in COSOP consultations includ
private sector representatives

« Where appropriate, policy dialogue to suppo
the local private sector is included as a countr
programme activity

¢ COSOP documents
« Project design documents
ee Revised RIMS indicators
« Portfolio reviews
t « Evaluation reports
« Project completion reports

2. Local-private sector
development

supported through IFAD
investment operations

« Strengthenebusiness
capacity of the rural poor and theif
organizations

* Private technical/advisory
servicesprovided to the rural
poor

« Private RFIs strengthened to
reach out to the rural poor

* Private agricultural markets
and SMEssupported and
linked to the rural poor

» 20-25 per cent of all new IFAD projects
strengthen the business capacities and skills g
targeted rural poor or their organizations (e.qg.
farmers’ associations, savings and credit
associations, and water users’ associations)

* In new projects with a component for
agricultural production and related advisory
services, 25-50 per cent of such services wou
be delivered by private sector providers

« In new projects with a rural financial service
component, 50-75 per cent of the RFls
supported,

strengthened or scaled up will be private sectd
institutions

» 20-25 per cent of all projects will link small
farmers with private markets or intermediaries
(including contract farming initiatives) or will
support the development of SMEs

*« COSOP documents.

f e Project design documents
* Revised RIMS indicators
« Portfolio reviews
« Evaluation reports
 Project completion reports

Id

=

3. Partnerships with the private
sector established within the
context

of projects and programmes

« All new COSOPs include partnership
possibilities with the private sector

« At least 15 per cent of IFAD projects will
cofinance with or will generate complementary
investments from the private sector

* COSOP documents

« Project design documents

« Evaluation reports

 Project completion reports

* Resource mobilization unit report
on resource mobilization

1
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APPENDIX 6

A Review of the Recent Experience of Selected Comp#or Organizations in Supporting PSD'°

A. The World Bank

1. Value chain work has a long history in the Bamough vertical integration projects —many of
them related to plantation agriculture in the pmgtnial era. Some of these were very successiul.

the late 80s and 90s Bank theology moved away fr@mdea of commodity-led programmes, which
were characterized as ‘picking winners'. There w@wasubstantial portfolio shift and a movement to
adjustment operations. The pendulum has not quteng back, but the 2008 WDR discussion of
linkages and the approach in the recent Agricultdcion Plan represents an important step. The
strategy encompasses: Raising agricultural prodttiinking farmers to markets and strengthening
value chains; and facilitating exit and entry intthg through promotion of rural non-farm inconiés.

2. Raising farmer productivity New style research projects include private acttrrough
agricultural innovation matching grants and outsigy of extension services. There is now little of
the traditional support for national research artbresion services. Almost everything that is now
done has either a private sector or a decentrabreshtation. The Bank has done a lot on private
sector involvement in research and is exploring alendriven approaches, but the problem has been
that of ensuring sustainability and quality contrdhe poorest farmers cannot pay. The biggest
problems relate to basic food crops with local m&skWhen farmers need advice on sorghum, why
would the private sector come in. On research aedl seplication the private sector is also very
reluctant to engage in activities where there isnopollination and no control over the product.
Extension approaches such as Train and Visit antnéfa’ Field Schools have huge budget
requirements and in practice have not proven swstéa.

3. Value Chains There has been particular emphasis on the mdirkeiges. The substantial
increase in CDD driven in part by the earlier giggthas led to many demand-driven community sub-
projects that link local farmers to markets; and @&mchor unit for Agriculture has had a substantial
increase in its agri-business staffing. Nor hasBhek been very restrictive in focusing value chain
narrowly on the rural poor. There is a need fortipld instruments for multiple target groups. By
supporting value chain links for medium size fatims Bank can help increase the demand for labour
and for off-farm services. In Mexico the Bank hagjgcts where farmers have 7 to 10 hectares each.
The Bank’s value chain work is focused mainly oa BiIC’s and on export crops. Despite efforts in
Africa, not much is happening there. Even in sapyée only 30,000 out of a million farms produce
for export markets. Contract farming for processmgn area with high potential. Also there is sop
for expanded synchronized planting and farming whemallholders work together i.e. organizing
farmers and moving them up the supply chain.

4, Rural non-farm enterprisesrhis has mainly been supported through CDD ptsjethere is
ample evidence of the success of the CDD apprdanth.of this is of course through rural financa.
good example is the BANSEFI project in Mexico whinhludes a range of services to promote non-
farm rural private sector development includingrexgral education.

5. Policy and Regulatory ReformThe Bank has initiated a set of country exeecise the rural

investment climate (RICAs). These are jointly finad by IFAD. The rural investment climate studies
started in 2003. So far there have been six cdeglpilots including studies on Sri Lanka and
Tanzania (also Benin, Nicaragua, and Ethiopia). fBgailar Investment Climate Assessments (ICASs)
carried out by the Bank are only ‘urban’ and lirdite registered activities. The RICAs focus on the

0 Prepared by the IOE private sector evaluatiomtea

In the words of one staff member: “One of the amtant lessons is that there are no ‘universaibjicable’
models be it Amul or BRAC or whatever. It is a reatdf drawing from these experiences and adaptiemtto
the local situation.”
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rural sector. Many of the reports are now on thésite. Another important area is land titling and
registration. Without secure titles farmers willdeéuctant to undertake longer term investments.

6. Social Infrastructure While the Bank has put considerable effort idveloping farmer
organizations, their sustainability seems to be agomissue. The problem is how to organize the
poorest. The Amul experience in India has beericdiff for the Bank to replicate — it works when
road networks, trucks, cold storage, etc. arengllace — a much more challenging problem in Africa

7. Rural Infrastructure There is enormous demand and a need to preositith the focus on the
areas with the maximum potential agricultural pritidity gain. They are looking particularly atth
issues of maintenance and sustainability. Thesf@gincreasingly on spot improvement in roads, i.e
investing in the trouble spots. In some placetheaads work while in others there is a need for a
engineered solution with drainage. There is atgteal of resistance to this approach — ‘why just p
concrete in one part?’ There is also a need fawader view of how roads fit into the objectives of
rural development. Issues of maintenance beconteylarly important. There has been some work
done with performance based contracting for maartea but it is proving very difficult. ‘The
contractor did not build the road and does not knvelat state it is in or what the maintenance
implications are.’ In general it is better to lin&nstruction with maintenance and not to pay toachmu
of the money up-front.

8 Rural finance The Bank is trying hard to find ways of improginural credit. Four audits on
rural finance were conducted by IEG in Moldova, tW&m, Philippines and Romania.

9. Partnerships:While the Bank has some sort of partnership wittrg institution working in the
rural development field, perhaps the most intemgsissues relate to the collaboration with IFCdesi
the Bank Group. From both sides there are commentsthe difficulty of forging effective
collaboration and synergies. This mattered ldssniFC was a less significant player in rural spac
but it is now increasingly important. Even exaespyiven of effective collaboration turned out & b
more in the nature of an agreement to let onelranstitution handle the particular programmentha
a genuine joint effort.

B. The International Finance Corporation (IFC)

10. In 2007 agri-business was made a strategicityriof IFC. The programme in this area had
been growing gradually in the 1990s, but an evaloaif the agri-business portfolio in 2003, coverin
the period to 2001 had assessed this as one ofdhkest areas of IFC’s overall activity with on§ 3
per cent of projects having good development oueomAn assessment made in 2010 of the current
portfolio found that the proportion of agri-busiagwojects with positive development outcomes had
doubled to 78 per cent.

11. Support for value chain®Vhat accounted for this turn-around? In thei@xrnational markets
were not attractive for agricultural productionjcps were in a slump and returns to agricultural
activities were very low. Under the pressure éb igvolved in agri-business IFC engaged in some
very low return programmes. The turning point caameund 2000 when a secular upward trend in
food and agricultural commodity markets began.th&tsame time IFC moved to a different model of
support for agri-business. Instead of one oféstments in companies it increasingly supportedeval
chain projects using an anchor enterprise — a psotetrader or supermarket with backward linkages
to producers. IFC is of course able to investaliy in the anchor (up to 25 per cent of the cdjuif

the enterprise); it provides assistance with margeaind technology and also brings its advisory
services to bear on the relations with the farmetde value chain. By and large IFC does not work
with multi-national companies. 95 per cent of itdue chain projects are with local traders. Thid sa
they tend to work with the larger local traders gmdcessors. “SME financing is a neighbourhood
activity”. In addition to investing in equity, IFgives them credit lines or on-lending guarantees.

12. Most of the portfolio growth in agri-businesashbeen in emerging markets — probably 75-80
per cent. There is an increasing involvement inic&fbut starting from a very low base. The main
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focus of investment is in processing. By and ldhggy stay away from primary production and do not
invest in plantations for example. IFC has now basgked to scale up its activities in agri-business
substantially, from US$600 million at present to $3Shillion in the future. This will require a
different approach. The bread and butter natioa#les chain programmes are too labour intensive.
Scaling up will require more wholesaling and prdpahore links with traders. This will probably be
mainly to help trading companies cover their riskthe foreign exchange and commodity markets.

13. Policy and Regulatory Refornin selected cases IFC's approach has encompdsseder
advisory services in the areas of market reform land reform. In general, however, they have a
limited involvement and impact on the business rement. What they hope to do instead is to raise
standards in the enterprises they support in anels as financial practices, corporate governande a
environmental safeguards, with the objective thasé standards progressively become those of the
industry as a whole. They are for example workiridy clients to certify environmental practices.e.g
with soybean farmers in Brazil. They have estabklisa consultative group to advise on the impact of
palm oil on deforestation and vet the palm oil k#mey provide. Similarly they are working to cirti
that child labour is not used in cocoa productionCote d’lvoire. The attempt is to increase the
proportion of certified or benevolent practices agndFC clients.

14. Rural Finance In the rural sector, IFC lends to banks or M#at lend to farmers. They
provide advisory services to the commercial banksalieas such as risk management. In their
experience these projects are most successful thiegrare part of a supply chain and not just a one-
off support for a financial institution. They angihg to use the supply chain/finance approach in
India, working with buyers and providing creditdabgh the buyers’ field agents. In micro-finance,
the emphasis has now shifted from loans, to savamgb micro-insurance programmes. BASIX in
India is a particularly interesting example - a ltreenanagement programme in which advisers talk to
people about how best to manage their money. Tbgrgmme guides people through a range of
choices. The founder of the programme had begtmlamding operations alone, but surveys showed
that of micro-finance borrowers only 50 per centevieetter off as a result of borrowing; 30 per cent
were in the same situation and 20 per cent wersevoff. He therefore decided that a more holistic
approach was needed including productivity improeets, savings, health insurance, weather related
insurance, etc. He started to develop a range adyats for MFIs. IFC is a major shareholder of
BASIX and of BRAC in Bangladesh. IFC has suppoxgdr 500 financial institutions and probably
close to 100 MFIs in 60 countries.

15. IFC is are also gearing up on the issue ofaviitsurance, co-investing with LEAPFROG an
NGO established in South Africa, in re-insuring #niasurers e.g. a micro-insurance company in
South Africa which is insuring people with AIDSIFC is also supporting the development of micro-
insurance products which can be sold through MRlvakks — the networks take no risk — they are
simply the agents.

16. Partnerships IFC has recently developed an important partieralith ECOM — a US based
company working in various countries to supportrioved coffee production. This is particularly
attractive because ECOM works with smallholders: pBoviding 5 year money to ECOM, IFC has
been able to stabilize the company’s debt profilengs receiving one or two year money from
commercial lenders). In return IFC has been #&blpush ECOM on tougher environmental and
social standards. In Nicaragua, ECOM is workinghv8,000 coffee farmers. There is a US$25
million credit line from IFC to ECOM. The coffegpes to Nestle which has certified the product.
There is also an IFC advisory project to supporfasm activities. The result has been a 40 per cent
increase in farmer incomes. Aside from this IF@eiatively light on formal partnerships — even with
the World Bank there is little coordination. In seprojects the World Bank tried to bring IFC in but
the lending cycles of the two institutions are vdifferent. There has been some formal co-financing
of value chains with private partners e.g. with &adnk in India, but IFC has not found that this
approach adds much value and is no longer doing it.

17. Grant Technical Assistancén addition to lending IFC is also a major provid#rtechnical
assistance to the agri-business sector. The taihsssistance provided covers a number of relevant
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areas: a) environmental and social responsibliiftinking of farmers with traders and processaojs;
the business enabling environment, d) access amdm— both agricultural finance and micro-finance,
and e) infrastructure through PPPs. The pricingcpofor IFC advisory services is based on
apportioning the private and public benefits andimg the client to pay for the private part. [lar
these were provided free, but increasingly theg firat in areas such as energy efficiency projéots,
clients can save considerable money and are wiltrgay for IFC energy audits. The payment can be
cash or in-kind contributions. The starting poends to be matching contributions. Delivery is ofte
through coterminous IFC staff. Most of the stafé docal, with a ratio of about 20 local to each
internationally recruited staff member. (This isalbeen as helping to build up the local consulting
industry).

18. Because of the difficulty of assessing demamdahd success of IFC advisory services a great
deal of emphasis has been placed on evaluatidresétproducts within IFC. There are M. and E. staff
in all the regional hubs. There is a self-assenssitethe end of each project. IFC has developset a

of mandatory indicators that can be used to agtgegatcomes and do impact evaluations. Local
consulting firms are used to carry out these ev@mng and they are asked to evaluate both the
intermediary and the beneficiary.

C. Inter-American Development Bank (IDB)

19. The past ten years have seen a transformatidineorural areas in Latin America with the
increased importance of non-farm income includiamittances. The market environment has also
changed with the explosion of supermarket chair the increase in market access through trade
agreements which have created new opportunitiegsheegmpact of NAFTA on fruit and vegetables.
In the first 3 or 4 years of NAFTA in Mexico for ample, there was a great deal of public investment
but not much happened. In years 4 to 6 howeveraf@iUS companies moved in to source products
for the US market.

20. Farmer productivity IDB has tried to support a move from the tradhitil extension model to
one based on public sector financing with servizgsplied by the private sector. Farmers who engage
private service providers for technology enhancdnaea given matching grants through the project.
This has been taken up in Argentina, Uruguay, Eoyddl Salvador and the Dominican Republic.
The assumption was that over time this would leaal inarket that was not subsidized for agricultural
services. IDB has evaluated the impact of theesgrammes on technology adoption and productivity
in terms of yield and efficiency. They found th&ietprojects were generally effective. It was
important however to provide continuity. It is wgpto assume that once there is a market for private
extension services the donor agency can then withdn these situations the producers may end up
with neither public nor private service providets. two schemes there were experiments with
declining subsidies. In general however, the fgglinthat even with subsidies in the form of matghi
grants the approach is still better than publicagarovision of extension services which is extegm
inefficient and costly. Understandably “ministrieate these programmes”. In addition to support for
purchasing extension services there is also sugpotinatching grants to purchase technology e.g.
greenhouses in Ecuador. The conclusion from theréxmce to date is that private provision of on-
farm services works, and farmers benefit, but incase is this sustainable in the absence of project
support.

21. Value chainsIDB has been struggling with how best to workhatihe private sector in supply
chains and how it can add value to these. In s@sescthey have undertaken background surveys and
analyses of market opportunities. One of the mugtrésting projects is the Pro Negocios project in
Honduras which was modelled on a USAID projectthis case young agriculture graduates were
selected to help organize producers in poor aradspeesent proposals to IDB which will channel
US$30,000 to US$250,000 through the banking sy$terthese programmes. IDB of course lends to
the Government and the commercial bank role is thiatpaymaster. IDB hires a private
implementation agent to handle the programme. dadent evaluates and approves the sub-projects
and IDB gives a no objection. Environmental andiadosafeguards are part of the proposal.
Essentially this is an effort to jump start valirains. A similar approach has been adopted in Boliv
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22. Non-farm enterprises IDB is experimenting with new projects which §pphe ‘anchor’
approach used in the value chain to non-farm enseipas a way of achieving rural (and municipal)
poverty reduction. This is handled through théindow for direct guarantees to the private secfor.
In Brazil IDB has given US$10 million to a programnm which hardware stores and manufacturers
of building materials provide training for consttiot workers. The training is given at night onitsp
such as painting, plumbing etc. Seventy per cexeofsions on products used in construction outside
of the major construction projects are made bycthrestruction workers. The participating hardware
stores and building material companies have ha@l geB cent increase in their sales as a resutieof t
project. 250,000 workers have been trained. Omeg are trained and certified they can be listed on
special web-site as trained specialists. In Nortiidexico the SEMEX project is paving streets in 12
poor neighbourhoods. IDB has provided a partiaditrguarantee of US$12 million to SEMEX.
They provide services but also micro-credits. Mipdilities give 50 per cent of the costs and fargilie
the rest while SEMEX provides the services. Onae dfreets have been paved, the municipality
undertakes to collect garbage regularly. The cagribing is that of course the poor end up payimg fo
the paved streets while the rich get their strpatsed for free — or at least from their taxes. t tBe
poor recognize the benefit from paved streets atbagge collection in quality of life and lower
illnesses of children etc.

23. Policy and Regulatory Reform Most of the focus is on land titling and regasibn etc. There

is substantial activity, but the programme hastediffrom land registration since the experience
suggests that registration is not enough and iseaeneed for a full title. In some countries thewre
grass roots movements to stop land titling sinasearampesinos got title to their land they soldhrthe
to large companies, took the money and eventuakaime indigents. The Panama land titling project
built in a social component to try to ensure thémbt happen.

24. Rural finance and micro-finarc Very little IDB lending, perhaps because ofimlity of
remittance income. There are micro-finance projbotgsever and an evaluation of these is ongoing.

25. Physical infrastructure IDB support this mainly through regional devetmnmt funds which
support decentralized provincial or municipal istracture. They are trying to evaluate alternative
design standards in order to minimize the costg,terough restrictions on the size of vehicleg tha
can use the roads with communities applying volynteestrictions; permanent maintenance
programmes with farmers undertaking maintenance ggntributions from the municipality; covering
as many roads as possible with selective upgratilgmand expands. A key issue for the rural roads
programme is sustainability. Initially in Peru tbentral government put in all the money. For the
second project they wanted to get inputs from nipalities and this was quite successful with 92-94
per cent realization of collections from the mupédities. While the project is very successful,hwit
hindsight it needed more links with markets to hame=ven greater impact. They included fairs in the
project where new activities could be proposeddimmtial private marketers or processors. They are
trying to do this now in Nicaragua and Panamatoebuild a regional development project around
rural road rehabilitation.

26. Partnerships The Multilateral Investment Fund was establisjudtly with IFAD in 2004 to
work on remittances. It facilitates and co-finanpegects that utilize remittances for developmelit.
worked initially in Latin America but was then bdsned on IFAD’s initiative to become a global
facility of which IFAD provides the secretariat. Was extremely difficult initially to align the
reporting and operational procedures of the twditirteons. The view in IDB is that while the
programme is a useful one, handling this as a eesfiip with IFAD has not been particularly useful
or effective and they are easing out of this amd itHs preferable to let IFAD handle it in future

2 |DB considers this a flagship programme in poveeduction and has set up a special office to leaind
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D. United States Agency for International Developmet (USAID)

27. There is a general concern about scalabilithefactivities AID is supporting. In the words of
one staff member: “Are there too many boutiquegmty?” AID is looking at new paradigms but there
are few examples of this as yet.

28. Productivity In the 60s and 70s USAID support for the gremrolution was instrumental in
giving a major boost to small farmers in the depelg world. In the past decades efforts have moved
out of production and into agri-business. Now wfithd security re-emerging as an issue there is a
shift back to production. Productivity was “missifay a generation”. Now increasingly AID looks at
extension services as the ‘salesmen for new teobpol

29. An important area of AID’s work, both on protuity and the value chain concerns bio-
technology. There is a partnership with Monsantw, éxample, which is donating genes that will
eventually be subject to field trials in Nigeria oot crops. In the case of cotton in Burkina Faso,
Monsanto is developing insect resistant varieidéghe other extreme they are looking for companies
to help farmers to access technology. In Indiaeikeimple, small US biotechnology companies are
developing drought resistant seeds. AID awardstgitanUS companies which sub-contract with local
companies to help propagate the seeds. An impaotaproduct of this work is to help India bring
together universities and government researchtussi — and get away from the ‘stovepipes’. AID
is also supporting the development of new modelprivfate/public extension services. In India for
example they are helping build on existing privegetor models to support one-stop shops for farmers
where they can get advice on technologies and a@mspanies providing inputs, seeds etc. There is
a certification program for private extension seegiin India and the hope is that eventually tbidd

be extended to the public sector as well.

30. Value ChainsValue chains are a major part of AID’s supporttfee agricultural sector and the
agency is active up and down the chain. One ofgsh@es AID faces is where in the chain to put its
money. It tends to go mainly to NGOs and univegsitisometimes in partnership with food
companies. AID also supports major corporationgrigeting some of the start-up costs associated
with working in a new location. The Office of Dewplment Partnerships in USAID can engage the
private sector and negotiate alliances for thegbe\sector to invest in a particular market. Thomkl

for an overlap between private commercial interagts development. Resources are shared on a 1 to
1 basis. Thus there is a partnership with Geridiidd in a number of countries to link their capgci

to small to medium grain processors in the valus@rchGeneral Mills is helping to establish standard
for the grain processing industry and is providieghnology and technical assistance. USAID
provides funds for nutritional supplements for ¢ginains and helps to develop the capacity of thdlsma
processors. This is also intended to reduce posebalosses. The assumption is that over time
General Mills will take over and run the programthemselves. It is obviously extremely time-
consuming to identify and work with small local yaie operators and this depends on USAID
missions. USAID does not limit itself to workingtwiUS companies and is also engaged with Nestle,
Carrefour and others in these programmes.

31. Non-farm enterprisesThis has proven a difficult area, particularly étaling up micro-
enterprises to small and medium levélAID has tended to use a cluster approach at thetoplevel

and to get groups of producers to work togetheareas such as wood products, tourism etc. They
usually contract international consulting firmspmvide TA and training. The consultant helps to
develop market linkages. A trade development ptdjedvorocco brought people to trade fairs in
order to put together processors and producer grofi is also trying to support local service
providers in providing services to farmers and $rhakiness, but sustainability is proving a major
issue given the need for continuing subsidizatidiD tried to use business services firms as anyentr
point to supporting micro-enterprises but found th@y were often reluctant to move into the rural
areas.

" In a study carried out by Michigan State Univigrai Africa it was found that only 1 per cent afterprises

graduated from micro to small.
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32. The policy and regulatory frameworkID views this as key for enterprise development.
“Direct services to enterprises are useful butanidical.” Enterprises want to stay informal arnilst
often makes direct interventions difficult. An inpent area for USAID is bio-safety assistance.
They have a programme based in IFPRI and are wgrkith 5 or 6 companies to establish bio-safety
systems

33. Micro-finance.This is a major USAID programme. Support has risem US$65 million in
1989 to US$275 million now. “Micro-finance is nowrature industry.” AID supports both the NGO
and the rural bank models for micro-finance prarisiln Eastern Europe and the more advanced
countries they have tended to go the banking naiitefull service banks.

34. Rural Infrastructure AID does not do much directly on rural infragtiure — it got out of this
in the 80s and 90s. This is largely handled underMillenium Challenge Account which provides
matching funds to qualifying countries. A counlieyel steering committee is then set up to allocate
these funds which tend to be mainly used for infumsure development depending on national
priorities.

E. African Development Bank (AfDB)

35. The role of PS lending in AIDB:he Bank began its direct private sector lendinghm late
1990s. Loans to the private sector now accountrdaghly US$1 billion out of the AfDB’s total
annual lending of US$7-8 billion. The first printEgs to establish that the project cannot be fiean
through the available private sector financing sesralone and that AfDB and development partners
are therefore critical to the undertaking of thejgct. This is not easy to establish as it depemdhe
cost of funds’® Second, this must be a part of AfDB’s own courstnategy. Finally the transaction
itself should have a demonstration effect. (Theciye is to finance the operation during constaunct
and then to be refinanced by commercial banks g agsessment of whether the operation meets these
criteria is made by an independent group reportinthe Chief Economist, and the rating is made
available to the Board. AfDB will not finance mottgan 33 per cent of the total costs of a project.
While not a criterion it is considered a particuldvantage if the programme supports PPP type
transactions. In Uganda for example, AfDB is sufipg private sector energy generation through a
non-sovereign loan and transmission investmentitiit@a regular sovereign loan.

36. Composition of PS lendingfDB's private sector strategy emphasises infrastme and this is
now the focus of about 40 per cent of AfDB’s PSieg, with financial intermediation accounting for
30 per cent and the remaining 30 per cent in din@e¢stment mainly for mining, industry and
services. As far as PS financing of agricultureascerned, there are three components of support:

* Direct loans: AfDB has a minimum size of US$10 il per loan to the private sector. There
have only been 3 agri-based loans in the diregaf#isector lending portfolio so far, each for
US$10 million. These are; a loan to Ghana whichdi@sed, an ongoing loan to Gabon, and a
loan to Morocco, which was approved but cancelléthey have just approved a loan to the
African Agriculture Fund. The loan to Ghana for pdlm production is the closest AfDB has
come to supporting a value chain project througlprtvate sector window. The project was
60 per cent owned by a Belgian group, 20 per ceme¢ignment and 20 per cent investors and
employees. The company came with a package ingudimucleus plantation, outgrowers and
provision for improved stock. AfDB contributed UBSmillion of the US$45 million project.
They are currently looking at a sugar investmerilali which is 65 per cent owned by lllovo
sugar from South Africa. (This project will be aRPRith a loan to Government to cover the

™ In general AfDB tries to ensure that there igwel playing field with private finance for the ot and it

charges what commercial banks are charging sota® mtisplace them — in some cases this has gohghsas
Libor plus 18 per cerff. Second, the enabling environment in the counuigtrbe suitable for PS lending.
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social development needed by the community — sehaolads, etc.) The Gabon project
support oil palm and rubber and is with the samigiBe group as the Ghana projéeCt.

Equity: The only direct equity contribution for a&grltural activities is through support of

private equity funds based in Africa. In agribusméhey have provided US$20 million to a
private equity fund based in South Africa, US$20iam to the African Agriculture Fund, and

recently approved US$20 million to a Forestry Fund.

Lines of credit: Five years ago the lines of dredire 80 per cent of the PS portfolio, but now
with the increased emphasis on infrastructure amihg) this has been reduced. The lines of
credit are also the largest part of the PS agdaailtportfolio. The commercial banks that

receive these lines of credit, can lend to anyrprite, agricultural or non-agricultural, but

some of these lines of credit go to dedicated alitial banks in Ghana, Namibia and

Botswana. Note that these are publicly owned,they are treated as loans to the private
sector because there is no sovereign guaranteey-atte given directly to a corporatized

entity. The sub-loans under the line of creditaliyutarget medium scale enterprises with
loans from US$5 million and up. There are no exasps yet of value chain projects

supported through these credit lines. They havemxgnted with different approaches for

targeting women’s enterprises, but there is a foreddal problem of the bankability of these

enterprises. One programme provides a 50 per aaaragtee fee, but this just reduces the
amount of collateral which the commercial bank &sksA major part of the problem is that

they find that borrowers need to be depositorshefdommercial bank. The lesson is that if
you want a loan ‘don’t keep your money at home.’

37. Due Diligence AfDB meets the due diligence requirements of legdo the private sector in
part through cofinancing with other developmenafioe institutions such as IFC or EIB. This allows
a joint approach to getting agreement on socialearvitonmental responsibility. The AfDB appraisal
team always includes social and environmental eiggerThere is full public disclosure of the social
and environmental assessments. In addition whersittee of an agricultural project exceeds 2000
hectares a special review of settlement issuesnderniaken — these are identified as Category 1
projects and require public consultation. Unlikdlpzisector projects, all PS projects have an @z an
review undertaken by a special independent unitrtiyy to the Chief Economist, which looks at the
development outcomes associated with the lendingneestment. The unit also looks at the
additionality of AfDB involvement in projects, frorthree perspectives: Political risk mitigation;
financing; and development impact. An interestiagtfire of this is that the review is not limited to
AfDB's participation in the project, but treats dofinancing as a joint activity. Thus for examghe
assessment is made as to whether the donors atly jmioviding the financing needed for the project
to go forward and not simply on the added valuthefAfDB share of the total.

38. Partnerships In general they try to partner in the PS operatio Partnerships include IFC —
about 15 to 20 per cent of operations are partnertddI|FC, KFW, EIB, the Development Bank of
South Africa (DBSA), etc. So far all direct PSrieaor agriculture have been cofinanced with IFC.
They also try to bring in private banks, e.g. theye partnered with Standard Bank of South Africa
and Nigerian private banks.

39. What value does AfDB’s capacity to lend to thergid sector add to the institution and to its
borrowers? From the perspective of the private borrower, tidusion of AfDB in the project brings

a substantial mitigation of the political risk atfte capacity of AfDB to intervene in the face of
political or other constraints. In addition AfDBf@esence can ‘crowd in’ investments from other
sources. From the point of view of AfDB it enabthe institution to take a total view of the economi
environment in the country and to form partnershis the private sector that might otherwise have
little motivation to undertake. AfDB’s experience fending to the private sector suggests that if

S When asked why there were so few of these pmjéet response was that it was a matter of staffing

Private sector projects are handled by a separdgiténuUAfDB. There are two staff working on agritwde in that
unit, whereas the Agriculture department in AfDB H#®0 staff members.
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anything the risks associated with non-sovereigiditeg in Africa may be less than those associated
with sovereign lending, since the repayment redbrss far is excellent. It also enables AfDB to

provide direct funding for the corporate sectoheatthan looking for intermediate routes through

Government agencies which may give the wrong sigivalthe longer-term about the appropriate
institutional framework for PSD support. The privagector also often brings important technical
know-how to bear on the project, which promotesasnability.
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APPENDIX 7

Joint Report by the Evaluation’s two Senior Indepenent Advisors

(to be added)
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APPENDIX 8

Excerpts of the Discussion on the Private Sector Bluation from the Report of the Chairperson
of the Evaluation Committee to the Executive Board

(to be added)
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