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Preface

The evaluation synthesis concluded that IFAD remains a relevant and highly valued
partner in middle-income countries (MICs), where there is an extensive demand for its
assistance, especially given the Fund’s specialization and comparative advantage of
working in remote rural areas and promoting sustainable development and inclusive
growth. IFAD's continued engagement in MICs is important given the very large number
of poor people who live in such countries, as well as because IFAD's cooperation with
MICs can further the organization’s financial sustainability.

However, taking into account the heterogeneity of these countries, the Fund could
further customize its development approach and assistance in MICs. In this regard, there
are opportunities to devote greater attention to non-lending activities (knowledge
management, policy dialogue and partnership-building), technical assistance and South-
South and triangular cooperation. In addition, IFAD can intensify its ongoing efforts to
mobilize additional funding and to strengthen strategic partnerships with other bilateral
and multilateral development organizations. The synthesis also concluded that the 'MIC
category' at large is not a very useful concept for IFAD, given the very wide diversity of
countries classified as MICs.

This report was prepared under the leadership of Ashwani Muthoo, Deputy Director
of the Independent Office of Evaluation of IFAD (IOE). He was ably supported by a team
comprising Oanh Nguyen, former IOE Evaluation Officer, Michael Flint (consultants’ team
leader) and Gita Gopal (consultant). Four consultants supported IOE in undertaking
country case studies. They are: Osvaldo Feinstein (responsible for the country visits to
Argentina and Brazil), Govindan Nair (India), Robin Ritterhoff (Tunisia) and Xiaozhe
Zhang (China). Linda Danielsson, Assistant to the IOE Deputy Director, provided
research and administrative support.

The draft evaluation report was discussed at a learning event organized in IFAD on
3 April 2014, thus benefiting from the comments and perspectives of both internal and
external participants, including colleagues from the Food and Agriculture Organization of
the United Nations and the World Food Programme. In particular, IOE would like to
thank Dr Ajay Chhibber, Director General (Minister of State) of the Independent
Evaluation Office (Government of India), who participated in the workshop and shared
his thoughts and comments on the topic, based also on his previous experience as the
World Bank’s country director in Turkey and Viet Nam.

IOE would like to express appreciation to the members of the Evaluation
Committee and Executive Board who provided inputs during interviews, and to IFAD
Management and staff for their insightful comments, observations and support
throughout the process. IOE is also grateful to the staff at the headquarters of the
African Development Bank, Inter-American Development Bank and World Bank, who
were interviewed during the process. Finally, appreciation is due to the governments and
partners in Argentina, Brazil, China, India and Tunisia, where country visits were
undertaken by IOE in the preparation of the document.

Kees Tuinenburg
Officer-in-Charge
Independent Office of Evaluation of IFAD



Workers from the Hani minority dig a canal for a water diversion project near Moden
village in China. An IFAD-funded project financed the construction of 30 irrigation
schemes.

©IFAD/Louis Dematteis

.’-""
oW



Contents

Abbreviations and acronyms
Executive summary

I. Introduction
II. Middle-income countries
A. Definition
B. Alternative country classifications
C. The distribution of global poverty
D. How are middle-income countries different?
E. Trends in ODA and other resource flows
III. IFAD’s engagement with middle-income countries
A. IFAD’s strategy in middle-income countries
B. IFAD financial support to middle-income countries
C. MIC financial contribution to IFAD
IV. IFAD evaluation findings
A. Project performance
B. CPE findings
C. CLE findings
D. Portfolio review reports
V. Wider evaluation findings and lessons
A. The case for continuing development assistance to MICs
B. How does development assistance to MICs need to change?
VI. Assessment of IFAD’s strategy and approach in MICs
A. Relevance
B. Business model
C. Financial products and services
D. Non-financial products and services
VII. Storyline, conclusions and strategic implications
A. Storyline
B. Conclusions
C. Strategic implications
Annexes
I. Bibliography
II.  List of people met
ITI. List of countries with country programme evaluations reviewed
IV. List of countries with COSOPs reviewed
V. Data on poverty in MICs
VI. Summary of comparative lending terms

42
47
52
54
55
60



Abbreviations and acronyms

APR
AfDB
ADB
COSOP
CLE
CPE
DFID
ESA
FDI
GNI
IBRD

IDB
IDA
IDS
IOE
LAC
LDC
LIC
LMIC
MIC
M&E
NEN
ODA
PMD
RTA
UMIC
WCA

Asia and the Pacific Division (IFAD)

African Development Bank

Asian Development Bank

country strategic opportunities programme

corporate-level evaluation

country programme evaluation

Department for International Development (United Kingdom)

East and Southern Africa Division (IFAD)

foreign direct investment

gross national income

International Bank for Reconstruction and Development
(World Bank Group)

Inter-American Development Bank

International Development Association (World Bank Group)

Institute of Development Studies

Independent Office of Evaluation of IFAD

Latin America and the Caribbean Division (IFAD)

Least Developed Country

low-income country

lower middle-income country

middle-income country

monitoring and evaluation

Near East, North Africa and Europe Division (IFAD)

official development assistance

Programme Management Department

reimbursable technical assistance

upper middle-income country

West and Central Africa Division (IFAD)



Executive summary

1.

This evaluation synthesis report has been prepared by the Independent Office of
Evaluation of IFAD (IOE), as agreed with the Executive Board in December 2013.
The two key objectives of the report are to: (i) generate lessons and insights on
opportunities and challenges for IFAD’s engagement in middle-income countries
(MICs); and (ii) identify issues for further reflection on the strategic directions,
priorities and instruments for IFAD’s engagement in MICs in the future.

The report draws on the following sources: (i) a synthesis of findings from IOE
evaluations; (ii) a review of the IFAD strategy and approach for MICs; (iii) wider
learning from the literature and from other international financial institutions (IFIs)
and bilateral donors; (iv) visits to five MICs; and (vi) interviews with IFAD staff and
selected Board members.

Middle-income countries

Over 100 countries with GNI per capita of US$1,036 to US$12,615 are classified as
MICs. They range in size from China, Brazil and India to Antigua and Lesotho. The
group includes a number of countries with democratic governments, but also some
with less stable politicial and institutional environments. Some have fragile and
conflict-affected areas (in fact, some MICs are also classified as fragile states). A
number of resource-rich countries are classified as MICs, since their GNI per capita
is marginally above the US$1,036 mark.

A key fact is that most of the world’s poor people now live in MICs. For instance,
74 per cent (around 900 million) people live on less than US$1.25 per day in these
countries. This figure increases to around 80 per cent (around 1.8 billion) when
considering people who live on less than US$2 per day. Around 65 per cent of all
poor people live in just five MICs: China, India, Indonesia, Pakistan and Nigeria.

The diversity within MICs as a group makes generalization difficult and poses
challenges to IFAD’s overall approach and strategy. It is therefore not appropriate
to consider all MICs as a single group, and it is worth reflecting if GNI per capita
alone should be used as the main basis for determining the nature of development
activities to be funded in MICs. MICs face other important constraints such as weak
rural infrastructure, wide rural-urban disparity and limited institutional capacity at
the local level that have a critical impact on livelihoods and should therefore be
carefully considered in decisions about IFAD’s future engagement.

The differences between low-income countries (LICs) and many lower middle-
income countries (i.e. those with GNI per capita of US$1,036 to US$4,085) can be
slight. There is much in common between LICs and those regions and social groups
within MICs that have benefited less from economic growth, or where distribution
of wealth is uneven and there is a wide rural/urban disparity. This is particularly
true for many oil/mineral-dependent economies in Africa. It should also not be
assumed that all MICs have adequate national capacity and enabling institutional
and policy frameworks for poverty reduction. In fact, project areas covered by IFAD
operations in MICs often have similar policy and institutional characteristics to
those of LICs or fragile states, a factor that has major implications for IFAD’s
engagement and effectiveness in MICs.

Notwithstanding these constraints, in general, MICs are less dependent on official
development assistance (ODA), are more urbanized and have a lower proportion of
poor people dependent on agriculture. The private sector is playing an increasing
role in agriculture, meaning that resources are less likely to be the main limitation
to ending poverty.

The percentage of ODA to MICs has been declining and is now relatively small as
compared to other capital flows. This is also attributable to the fact that traditional
donors are increasingly focusing their grant support on LICs and fragile states.
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However, at the same time, foreign direct investment in MICs is much higher than
in LICs.

The changing global context and the evolving characteristics of MICs have
important implications for the design and implementation of development
assistance strategies. These implications are greater for upper middle-income
countries (UMICs) than for others because UMICs generally have more domestic
resources that could be used for rural poverty reduction. In any case, the evolving
global scenario and the wide diversity across MICs imply that development
organizations will have to customize their approaches and assistance more carefully
to suit the specific country contexts in MICs.

IFAD’s engagement with middle-income countries

A large number of IFAD’s recipient Member States are currently classified as MICs
(72 per cent in 2012 as compared to 57 per cent in 2004), where a significant
number of poor people live. If current trends continue, the proportion of LIC
Member States will continue to decrease and the proportion of MIC members will
increase.

As a consequence, most IFAD-funded projects are in countries classified as MICs
and a large amount of IFAD’s funds are channelled to MICs. For instance, IFAD
disbursed around 70 per cent of its resources to MICs in 2012, as compared to
38 per cent in 2004. The percentage disbursed to UMICs also increased, growing
from 7 per cent to 16 per cent over the same period.

From 1997 to 2012 replenishment resources covered about one third of IFAD’s loan
and grant commitments and two thirds were met by internal resources (loan
reflows, loan cancellations and investment income). MICs contributions to
replenishments (e.g. the Ninth Replenishment of IFAD’s Resources [IFAD9]) are
increasing as compared to past replenishments. Therefore, reflows from MICs and
their increasing contributions to replenishments are important to the financial
sustainability of the Fund.

In 2011, the Executive Board approved a specific paper providing the overall
strategy for IFAD’s engagement in MICs. The paper correctly emphasized that IFAD
must ensure that individual COSOPs are tailored to the contexts in the various
MICs. It also appropriately underlined that a “one-size-fits-all” approach would not
yield the desired results.

Assessment of IFAD strategy and approach in middle-income countries

IFAD is an organization on the move and progress has been made since 2011. For
example, new financial sources and products are being explored. Knowledge
management is receiving greater attention, as is the scaling-up agenda. More IFAD
country offices are being established, and some attention is also being devoted to
South-South and triangular cooperation, though there is room for stepping up such
activities moving forward.

As mentioned above, the IFAD strategy underlined the importance of tailoring
country strategies to specific contexts. This continues to be the right approach to
follow, given the diversity within MICs. However, evaluations have revealed
opportunities for IFAD to better differentiate among MICs and to further customize
its development approach and assistance. COSOPs can provide the starting point
for defining IFAD’s engagement in MICs, taking into account the specific
circumstances and needs of individual countries.

The country visits undertaken for this synthesis report confirm that IFAD remains a
relevant and valued partner in MICs. There is extensive demand for IFAD
assistance by MICs, in terms of both loans and non-lending activities. Its focus on
poor and vulnerable farmers in less advantaged, remote and/or challenging areas
is still highly relevant in MICs. IFAD’s flexibility and targeting approaches are also
appreciated.



17.

18.

19.

20.

21.

22.

23.

However, taking into account the vast demand for IFAD assistance in all country
categories, inequality, and the wide-ranging challenges to reducing rural poverty,
the amount of resources available to the Fund is relatively limited. Given global
trends in aid flows and the magnitude of rural poverty, it is important that IFAD
continue its ongoing efforts to mobilize funding from alternative sources - whether
in the form of cofinancing, borrowing at the institutional level from governments or
other sources.

Partnerships with multilateral and bilateral organizations, including the United
Nations Rome-based agencies, are increasingly being pursued and remain a
priority, yet there is scope for further enhancement. Similarly, efforts are being
made to partner with the private sector, however this is another area where more
can be achieved in the future.

Findings from IFAD evaluations

IFAD-supported activities on the whole have made significant positive contributions
to developing new and successful models for rural poverty reduction, for example
in microfinance, rural infrastructure, community participation, local capacity-
building, and gender equality and women’s empowerment. The more recent focus
on value chains is an effective way of linking poor people to markets, provided the
approach is carefully designed.

However, overall, the performance of IFAD-funded operations is no better in MICs
than in LICs, and no better in UMICs than in LMICs. In this regard, it is important
to make two qualifications: (i) the projects evaluated by IOE in MICs were designed
approximately a decade ago and therefore did not benefit fully from important
reforms introduced in recent years (e.g. wider country presence, direct supervision,
enhanced leadership of country programme managers in project design processes);
and (ii) the sample is relatively small and therefore more data and close monitoring
to validate and understand the differences in performance between UMICs and
LMICs are needed.

Non-lending activities - knowledge management, policy dialogue and partnerships
- are particularly important in MICs. Historically the weakest area of IFAD’s
support, they have been showing signs of improvement since 2011. The main
reasons for the limited achievement in the past are the lack of a strategic approach
and the limited resources and incentives for this purpose. There is already evidence
that IFAD’s increased country presence — especially with outposted country
programme managers — and direct supervision and implementation support are
enhancing non-lending activities — and development effectiveness in general.
However, it is important that non-lending activities are closely linked to IFAD-
funded operations: the latter generate the experiences and lessons to inform the
organization’s work in policy dialogue, knowledge management and partnership
building.

Operating in close to 100 countries has efficiency implications for IFAD, although it
is to be recognized that as a specialized agency of the United Nations, IFAD has a
universal mandate to help poor people in all countries. However, as the corporate-
level evaluation on IFAD’s institutional efficiency and the efficiency of IFAD-funded
operations (CLEE) concluded, greater thematic and country selectivity would help
to improve institutional efficiency. In this regard, it is important to stress that the
MIC category (LMIC or UMIC) or GNI should not be the only, or even the main,
criteria used to select countries for engagement. Other factors such as the financial
absorptive capacity, portfolio performance and the number of rural poor will need
to be considered as well.

Findings from other organizations

A review of documents from other organizations and discussions with their staff
revealed a great deal of overlap with the findings of IFAD’s own evaluation. For
example, there is a common understanding among other organizations that the use
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of MICs as a single category is not particularly useful or even appropriate.
Moreover, it is generally agreed that MICs are an important and progressively
diverse group, and that the GNI per capita thresholds should not be used as the
overarching criteria to determine the scale and nature of development assistance
they receive. This diversity also means that MICs should not be treated as a single
group.

The wider literature contains convincing arguments for and against continued
development assistance to MICs. On balance, there is a strong poverty case for
continued support to selected MICs, through a mix of products and instruments
that are customized to specific circumstances. For instance, in some MICs, loan-
funded projects will continue to be critical for the provision of rural infrastructure,
improving rural livelihoods and promoting food security through climate-smart
agriculture, whereas in other MICs, a mixture of loan-funded operations
complemented by non-lending activities, technical assistance and South-South and
triangular cooperation would be more appropriate.

Conclusions

For the foreseeable future, IFAD will continue to play a relevant role in supporting
MICs to reduce rural poverty given its mandate and the significant number of rural
poor people and inequality in such countries. Taking into account the heterogeneity
of MICs, however, there are opportunities for IFAD to further sharpen some of its
existing products and instruments for greater effectiveness.

The enormous diversity within MICs as a group makes generalization difficult and
poses a challenge to IFAD’s approaches and activities. In fact, a significant number
of IFAD recipient Member States are currently classified as MICs, some of which
are also fragile states or include areas affected by conflict. As such, MICs should
not be treated as a single group, nor should GNI per capita alone be used to
determine IFAD’s engagement. Other characteristics of MICs - such as inequality,
limited rural infrastructure, weak subnational capacities, climate change and the
number of rural poor people - should also be considered in determining the nature
and extent of IFAD’s development assistance in such countries.

It is equally clear that what MICs need from IFAD is changing. While loan-funded
projects are still a priority in many MICs, others need IFAD’s wider involvement in
non-lending activities such as knowledge management, policy dialogue and
partnership building or IFAD support in the area of South-South and triangular
cooperation and technical assistance. These are aspects in which IFAD has made
progress but more can be achieved in the future.

IFAD for its part remains dependent on both replenishment resources and on
reflows from lending to MICs, and needs new and additional funding sources to
meet demand. This implies that IFAD will need to intensify its ongoing efforts to
mobilize alternative resources as well as further enhance its internal capacities,
processes and skills in this area.

IFAD is now at a crossroads. Its role, and the allocation of resources within its
large and very diverse MIC membership, need to be reflected upon. In LMICs,
much less needs to change, given that the immediate context for IFAD’s work in
these countries is little different from that in LICs. In better-off MICs, and
particularly UMICs, the need for change is greater. And in both categories, a more
differentiated, focused and tailored approach to IFAD engagement would be
desirable.

As per the convention for IOE evaluation synthesis reports, this report does not
make recommendations. However, five priority areas are suggested as a
contribution to the ongoing discussion:

Vi



New and substantial funding sources (public and private) are needed to
support IFAD’s work in MICs. Promising efforts are ongoing in that direction,
but further work will be required in the future.

Gearing up the knowledge management, policy and investment
partnership/brokering services that MICs require for scaled-up impact; and
developing a financial model to support these. RTA is one model. It is also
important that COSOPs ensure that non-lending activities, technical
assistance, and South-South and triangular cooperation are explicitly
anchored in the experiences of operations funded by IFAD.

Development of a more differentiated model of engagement with MICs in
COSOP and project design that is customized to country context and demand.

Expansion of IFAD's engagement with the private sector, including large
private companies in the agriculture and food sector, especially at the country
level.

Adaptation of IFAD's evaluation methods to ensure that they address the
crucial issues for IFAD’s work in MICs that are identified in this report, such
as a systematic approach to assessing scaling up activities.

Vii



Mafamane Monese carefully measures the length of the wool as she carries out the
classing process at Ntsie woolshed, Mphaki, Quthing District, Lesotho. She received
training in wool classing through an IFAD-funded programme at the start of the
shearing season. Correct classing enables farmers to receive the best possible return for
their wool at market.

©IFAD/Barry Mann




IFAD’s Engagement in Middle-income Countries
Evaluation Synthesis

I.
1,

Introduction

Background. In approving the 2014 work programme of the Independent Office of
Evaluation of IFAD (IOE), the Executive Board requested IOE to prepare an
evaluation synthesis report on the opportunities and challenges of IFAD’s
engagement in middle-income countries (MICs).

Middle-income countries have been identified as an important issue for four main
reasons. First, an increasing proportion of the world’s poor people live in middle-
income rather than low-income countries (LICs). Second, an increasing number of
IFAD developing country members are middle-income. In some regions, such as
Latin America and the Caribbean and Near East, North Africa and Europe, the
overwhelming majority of countries are MICs. Third, there is a growing perception
that IFAD may need to review its approach in MICs, in order to adapt to the
different and evolving context of these countries. And fourth, a number of
multilateral and bilateral development agencies have recently reviewed the scale
and nature of their support to MICs. This may have lessons and implications for
IFAD.

Objectives. The evaluation synthesis has the following two key objectives:

(a) Generate lessons and insights on opportunities and challenges for IFAD’s
engagement in MICs; and

(b) Identify issues for further reflection on the strategic directions, priorities and
instruments for IFAD’s engagement in MICs in the future.

It is important to underline that the aim of the evaluation synthesis report is not to
define IFAD’s new policy or strategy in MICs - that is the responsibility of IFAD
Management. Also, as for all evaluation synthesis reports prepared by IOE, this
report does not make specific recommendations; rather, this synthesis focuses on
documenting lessons learned and good practices for further discussion and
reflection by IFAD Management and its Member States. The primary aim of such
products is to identify cross-cutting systemic issues and lessons that need to be
addressed by the organization. It builds on existing evaluative evidence available
within IFAD and other organizations, and discussions with IFAD Management and
staff, staff in other multilateral development organizations, member state
representatives as well as stakeholders in selected recipient countries.

Scope and methodology. The Concept Note prepared by IOE outlines the
evaluation’s scope and methodology, processes, timelines and related information.
The draft Concept Note was shared with IFAD Management at the outset of the
process, and finalized taking into account their feedback and priorities. To achieve
its objectives, the evaluation synthesis draws on the following components: (i) a
literature review and data collection on IFAD operations in MICs; (ii) a synthesis of
findings from IOE evaluations; (iii) a review of IFAD strategy and approach for
MICs; and (iv) wider learning. These are briefly discussed below:

(a) Component 1: A literature review. A literature review of research reports
from a range of multilateral, bilateral, United Nations and research
institutions was undertaken in order to understand the definition of MICs,
their characteristics and broad issues regarding the relevance and
effectiveness in supporting MICs with development finance. The bibliography
is included in annex I of this report. During this phase, data was also
collected on IFAD operations in MICs.

(b) Component 2: Synthesis of findings from IOE evaluations. For this
component, all country programme evaluations (CPEs) in MICs and the
Annual Reports on Results and Impact of IFAD Operations (ARRI) prepared

1
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since 2003 were reviewed. The team also reviewed key corporate-level
evaluations (CLEs) notably IFAD’s Institutional Efficiency and Efficiency of
IFAD-funded Operations (2013) and the Achievements of IFAD
Replenishments (2014). In addition, to complement findings from IOE
evaluations, the team also reviewed the Annual Review of Portfolio
Performance prepared by the Programme Management Department (PMD).

(c) Component 3: Review of IFAD Strategy and approach for MICs. This
includes:

(i) Desk review of a range of IFAD Management documents, including the
paper on IFAD’s Engagement with Middle-Income Countries (approved
by the Executive Board in May 2011), financial and project information
from the financial statements of IFAD and other internal databases,
documents for all new country strategic opportunities programmes
(COSOPs) in MICs approved by the Board since 2011 (this will be
compared with the COSOPs approved in the same countries before
2011);

(ii) Semi-structured interviews with IFAD Senior Management, select
members of the Executive Board, IOE and other IFAD staff; and

(iii) Country visits in five MICs (Argentina, Brazil, China, India and Tunisia)
where semi-structured interviews were conducted with government
officials, IFAD staff and other in-country partners. The list of people
interviewed is included in appendix - annex II.

(d) Component 4: Wider learning. In order to deepen the learning, the study
has reviewed the strategy and evaluation documents related to the
engagement with MICs of other multilateral and bilateral development
agencies. Discussions were also held with evaluation staff and colleagues in
the management at the African Development Bank (AfDB), Inter-American
Development Bank (IDB) and the World Bank.

Process. The evaluation synthesis was carried out in five phases: (i) preparatory
phase (including the rapid literature review, data collection on IFAD operations in
MICs, and the preparation of the concept note by December 2013); (ii) desk review
phase (review of evaluation reports, relevant IFAD documents and documents from
other organizations in January-March 2014); (iii) country visits to Argentina, Brazil,
China, India and Tunisia and visits to AfDB, IDB and the World Bank (February-
March 2014); (iv) report writing (March 2014); and (v) communication and
dissemination.

A learning workshop was organized in IFAD on 3 April 2014 to collect feedback on
the draft report. It is worth highlighting that IFAD Management's comments (oral
and written) have been duly addressed in this final report. In line with the IFAD
Evaluation Policy (2011), IOE prepared an “audit trail”, which illustrates how their
comments were considered in the final report.

The final report will be presented to the Evaluation Committee on 2 June 2014, and
will also be considered by Member States in the context of the second meeting of
the Consultation on the Tenth Replenishment of IFAD Resources (IFAD10) in June
2014.

Limitations. This evaluation synthesis has been prepared to a very tight timetable
(approximately four months), in order to contribute to IFAD10 discussions and thus
ensure its usefulness. This limited the amount of non-IFAD material consulted, and
limited the number of countries where visits could be undertaken during the
process.

The IFAD evaluation material generated a number of useful insights. However, the
number of recent CPEs was limited, and inevitably these ex post evaluations were
more useful at illuminating past results than at identifying emerging issues. While



11.

12.

I1.
A.

13.

most of the CPEs reviewed were relatively recent (11 of the 19 CPEs were
undertaken in 2012 or later), two were from 2005-2006. The interviews at IFAD
and elsewhere, and recent performance reviews, were therefore essential for
providing a more current perspective.

This report aims to identify some of the key issues as a contribution to the debate,
makes an assessment of IFAD’s current strategy and approach in MICs, considers
some of the strategic implications, but (as mentioned earlier) stops short of making
specific recommendations. Efforts have been made in this report to contextualize
major findings, especially taking into account the heterogeneity of countries that
are classified as MICs.

The report is structured as follows: sections II and III outline some of the general
contextual issues with respect to MICs and the recent history of IFAD’s
engagement; section IV synthesizes the findings from recent IFAD evaluations; and
section V looks at the findings and lessons from other agencies as well as from the
wider literature. The report concludes with an assessment in section VI of IFAD's
strategy and approaches in MICs. A short story line, conclusions and strategic
implications for the future shape and direction of IFAD’s engagement is found in
section VII.

Key points

e MICs have been identified as an important issue. The Executive Board requested IOE
to prepare an evaluation synthesis report on the opportunities and challenges of
IFAD’s engagement in MICs as part of its 2014 work programme.

e The evaluation synthesis aims to generate lessons and insights on opportunities and
challenges for IFAD’s engagement in MICs and identify issues for further reflection on
the strategic directions, priorities and instruments for IFAD’s engagement in MICs in
the future.

e The evaluation synthesis consists of four components: (i) a rapid literature review
and data collection about IFAD operations in MICs; (ii) a synthesis of findings from
IOE evaluations; (iii) a review of IFAD strategy and approach for MICs, including five
country visits; and (iv) wider learning. It draws on extensive desk review, interviews
and country case studies.

Middle-income countries

Definition

The international community has not agreed upon a universally valid definition for
middle-income countries (MICs). However, the World Bank’s income classification is
the most widely used. This classifies countries into low-income, LMICs, upper-

middle income and high-income based on the countries’ gross national income
(GNI) per capita in current prices. The current ranges are shown in table 1 below.

Table 1
GNI criteria for classifying countries

GNI criteria 2012
(United States dollars per capita)

Low-income country (LIC) 1035 or less
Lower middle-income country (LMIC) 1036 —4 085
Upper middle-income country (UMIC) 4086 —12 615
High-income country (HIC) 12 616 or more

Source: World Bank list of economies (July 2013).
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As a consequence of economic growth, an increasing number of countries are
classified as middle-income, and an increasing number have graduated from lower
middle-income to upper middle-income status. The total number of MICs has
increased from 85 in 1990 to 104 in 2011 (table 2). However, graduation is not
always permanent. Between 1978 and 2003, 25 countries fell back from MIC to LIC
status, and some countries have switched back and forth over the years.

Table 2
Number of countries by type

1990 2003 2011 2013
LIC 48 61 40 36
LMIC 50 56 56 48
umIC 35 37 48 55
HIC 44 54 69 75
World 177 208 213 214
Total MIC 85 93 104 103

Source: World Bank list of economies.

Alternative country classifications

There are very significant differences within MICs as a group. It is therefore critical
to recognize at the outset the heterogeneity of countries classified as MICs, for
example, in terms of the size of their economies, the income per capita, the total
population, the policy and institutional context, the geographic size of the
countries, the human resource base, and several other distinguishing
characteristics. Moreover, it is to be noted that several MICs are also classified as
fragile states. This has far reaching implications for IFAD’s engagement and
priorities in such countries, as was recognized in the document IFAD's Engagement
with Middle-Income Countries (approved by the Board in May 2011), and a one
size fits all approach cannot therefore be adopted to address the rural poverty
challenges faced by the range of MICs.

For example, the MICs group contains over 100 countries of enormous diversity,
from Brazil, China and India to small states such as Antigua and Lesotho. Some
MICs have per capita incomes twelve times greater than others. This has led to an
ongoing debate about the use and relevance of income per capita as the primary
proxy for development, or LIC/MIC status as a useful categorization, both for
determining official development assistance (ODA) requirements and for assessing
overall levels of economic and social development. Least Developed Countries
(LDC) or fragile or conflict-affected states are certainly more homogeneous
categories, but both only cover a relatively small subset of developing countries. A
more complete alternative of five clusters has been suggested by Vazquez and
Sumner (IDS, 2012).

Box 1

Five clusters of developing countries
e Cluster 1: High poverty rate countries with largely traditional economies
e Cluster 2: Natural resource dependent countries with little political freedom
e Cluster 3: External flow dependent countries with high inequality

e Cluster 4: Economically egalitarian emerging economies with serious challenges of environmental
sustainability and limited political freedoms

e Cluster 5: Unequal emerging economies with low dependence on external finance

Source: Vazquez and Sumner (2012).
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Two thirds of the world’s poor live in high poverty rate countries (including
Bangladesh, India, Pakistan and Nigeria) with largely traditional and agricultural
economies cluster 1). A further quarter of world poverty is situated in external
dependent countries with high inequality (cluster 3) such as Indonesia, Kenya and
the Philippines.

An alternative classification was suggested in the 2008 World Development Report
(Agriculture for Development, World Bank, 2007). This divided agriculture into
three worlds: agriculture-based, transforming and urbanized. There is considerable
overlap between these three worlds and LICs, LMICs and UMICs respectively. The
merit for IFAD of this classification is the recognition of the very different
agriculture-for-development agendas presented by this report. On this issue and
more generally, there are merits for deeper collective reflection on more
appropriate additional criteria that could be used to classify countries as MICs. This
has been accentuated by the dialogue and debate at the First High-Level Meeting of
the Global Partnership for Effective Development Co-operation in Mexico City on
15-16 April 2014 as expressed in the communiqué: “We recognize the need to
devise methodologies to better account for the complex and diverse realities of
MICs and to provide an improved basis for flexible, targeted and differentiated
strategies for effective development cooperation with MICs, based on their specific
country situations and relevant sectorial and regional capacities”. The paper
(executive summary) circulated by the organizers at the Mexico meeting
“Recipients and Contributors: Middle Income Countries and the future of
development cooperation”! highlighted these issues.

The distribution of global poverty

While the number of MICs has increased, and will continue to increase, this is not
the key fact. The key fact is that a much larger number of poor people now reside
in MICs (using the GNI/capita criteria) than in LICs, and is highly concentrated in a
small number of countries. In 1990, 90 per cent of the world’s poor people (by
either US$1.25 or US$2 international poverty lines) lived in LICs. In 2012,

74 per cent and 79 per cent of the world’s poor living on less than US$1.25 and
US$2 per day lived in MICs.? Half of the world’s poor live in two MICs: India and
China. A quarter live in other MICs, primarily populous LMICs such as Indonesia,
Nigeria and Pakistan, while 80 per cent of the world’s poor live in just

10 countries.?

Global poverty is now concentrated in MICs, and specifically in lower MICs. The
main reason for this is not that the poor have moved, but because the countries’
where most of them live have graduated to MIC status. Indeed, most of this
statistical shift is accounted for by the graduation of five very large countries, the
so-called PICNIs: Pakistan, Indonesia, China, Nigeria and India. These are home to
about 67 per cent of the world’s poor people. Without the PICNIs, the percentage
of the poor people living in MICs has changed little since 1990 which has further
highlighted the concerns with over simple classification systems.

! Jose Antonio Alonso, Jonathan Glennie and Andy Sumner, April 2014.

% The percentage of global poverty in the MICs (excluding China and India) rose from 7 to 22 per cent between 1990
and 2007/2008 (Sumner, 2010).

% IDS Working Paper No.404 (Vazquez and Sumner, 2012).
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Table 3
Estimates of the distribution of global poverty, US$1.25 and US$2 (2008)

US$1.25 poverty line US$2 poverty line
Millions of people % worl d’ Millions of people % wor |l d’

LICs 316.7 25.7 486.3 20.6
MICs 917.1 74.3 1871.1 79.4
LMICs 711.6 57.7 1394.5 59.2
UMICs 205.5 16.7 476.6 20.2
New MICs (post- 651.7 52.8 1266.4 53.7
2000)

PICNI 785.9 63.7 1570.0 66.6
China and India 599.0 48.6 12195 51.7

Source: IDS (2012). Data processed from PovcalNet (2012).

Projections of where the majority of the poor will live in future depend on the
assumptions used. One set of projections estimates that MICs will still account for
around half of the remaining US$1.25 and US$2 poor people in 2020 or 2030. The
other half of the poor, but possibly as low as one third, will be in LICs by 2030
(IDS, 2012). An alternative point of view is that as MICs continue to make progress
against poverty, most poverty will again be concentrated in LICs and fragile states
(Kharas and Rogerson). Some of the latter will be middle income. Almost one fifth
of people living on less than US$1.25 are in so-called MIFFS (middle-income fragile
or failed states) such as Iraq, Nigeria, Pakistan and Yemen (Gertz and Chandy,
2011). Nevertheless, by using the $2 per day criteria and establishing the number
of people living on $2 and $10 a day as a definition at which individuals move into
"middle" class, the Asian Development Bank (ADB) has emphasised the precarious
"frail middle" of those who may have been assumed to have moved out of poverty
but are at high risk to fall back into poverty as social, economic and climatic factors
influence growth.

Within the MICs, significant poverty still exists in rural, less accessible regions,
especially where IFAD works. For example, developing economies of the Near East
and North Africa area have large regional discrepancies and many poor people live
in rural areas, especially in remote and mountainous areas. The same is true in
India, where the human development indicators in some states are as low as parts
of sub-Saharan Africa. Moreover, it is to be noted that often the policy and
institutional context, and services and infrastructure in remote rural areas in many
MICs is weak and often similar to conditions found in LICs or fragile states.

It is also important to emphasize that the differences between LICs and many
lower middle-income countries can be small or non-existent. This is particularly
true for many of the oil/mineral dependent countires in Africa, which are classified
as MICs because their GNI per capita is marginally above the US$1,036 mark.
These countries are statistically middle income, but the national wealth is derived
from one source and heavily concentrated. They generally lack a mature and
capable policy and institutional environment, and rural conditions in major parts of
the country remain extremely poor and challenging. In some cases, the
concentration of resources in a single sector, and the association with poor
governance, can make achieving poverty reduction in rural areas more rather than
less difficult.

Inequality is an important issue in most MICs. In Latin America and the Caribbean
(LAC), while many of the region’s countries are moving towards the higher end of
the middle-income spectrum, economic and social inequities remain acute, with
LAC'’s overall Gini coefficient about 0.53, the highest among the world’s regions
(i.e. suggesting the least equitable income distribution). China and India still have

6
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the largest rural poor populations in the world. In Indonesia, 50 per cent of the
total households remain clustered around the national poverty line, and 70 per cent
of the poor live in rural areas. Moreover, the poverty gap index indicates that,
although the proportion of Indonesia’s people living in poverty has fallen to almost
the pre-1997 crisis level, those who are poor now are worse off than before,
especially in eastern Indonesia.*

How are middle-income countries different?

The fact that there are large numbers of poor people in both MICs and LICs raises
an important question: how different are MICs, either from LICs or from each
other? Many agencies and researchers question the categorization of MICs purely
on the basis of their income levels. There is also a view that a single, broad
categorization hides very significant differences within MICs as a group, and that
the income thresholds themselves are not particularly meaningful or useful.

There are important general differences between LICs, LMICs and UMICs, some of
which are shown in table 4 below. LICs tend to be far more dependent on ODA,
more reliant on agriculture as a sector, and less urbanized. While still
overwhelmingly rural (70-75 per cent), the composition of poverty is more urban in
LMICs than in LICs, and a lower proportion of the poor are employed in agriculture.
Average per capita income in the LMIC group is typically three times the level of
LICs. The overall conclusion is that generally, the LMIC group is qualitatively
different to and better off than the LIC group (Sumner, 2012).

Table 4
Differences between LICs, LMICs and UMICs

LICs LMICs UMICs
Net ODA received (percentage of GNI) 12.6 1.0 0.1
Net ODA received (percentage of gross capital formation) 53.1 35 0.4
GDP in agriculture (percentage ) 30.8 17.3 8.8
Urban population (percentage of total) 27.9 39.2 56.8
Agricultural raw materials exports 9.7 1.9 1.1
(percentage of merchandise exports)
Total poverty gap (US$1.25) as a percentage of GDP PPP 8.4 1.3 0.2
Total poverty gap (US$2) as a percentage of GDP PPP 25.4 5.5 0.6

Source: Sumner (2012).

The relative size of the poverty problem is also much higher in LICs. Poverty rates
have fallen at a much slower rate in LICs than in MICs over the past three decades,
and the size of the problem relative to their GDP is much higher. The aggregate
poverty gap® to GDP ratio is 1.3 per cent for LMICs but is still 8.4 per cent for LICs.
This means that for MICs, unlike LICs, resources are unlikely to be the main
limitation to ending poverty (US$1.25 per day) in most countries. The challenge for
MICs "is not so much the amount of resources required by the poor, but
development and implementation of policies and programs that help redirect those
resources to the poor" (World Bank, 2013).

As suggested in the 2008 World Development Report (see para. 18 above), the
agriculture-for-development agendas vary by type of country. Agriculture-based
countries (typically LICs in sub-Saharan Africa) need to prioritize growth and food
security. Transforming countries (typically South Asia and North Africa) need to
reduce rural-urban income disparities and rural poverty. Urbanized countries
(typically MICs in Latin America and Europe) need to link smallholders to modern

* IFAD’s engagement with MICs. May 2011.
® The Aggregate Poverty gap equals the number of extremely poor people multiplied by the depth of poverty (how far
the average extremely poor person is from the US$1.25 per day poverty line).
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food markets and provide good jobs. Food quality and food safety progressively
become more important than food security.

This general distinction between LICs - where resources are more of a constraint -
and MICs - where the direction of resources is more the issue - is a critical one.
Poverty will remain a major issue for MICs for the foreseeable future. However, the
cost of ending that poverty, as a percentage of GDP, will be less for those countries
that are currently LMICs and UMICs. This means that traditional ODA will be of
limited relevance. The core variables will increasingly be national policies, national
distribution and national political economy (Sumner, 2012).

While this may be true in general, the extent to which growth is equitable, and the
size of the poverty gap, will be factors. Data on inequality is incomplete and
depends on whether India and China are included, but the general picture is for the
share of GNI to the poorest 20 per cent or 40 per cent to decrease with economic
growth; the share of the richest 10 per cent to increase; and the share of the
"middle classes" (the middle five deciles) to remain broadly similar (Sumner,
2012). Where growth follows a more unequal pattern and where the poverty gaps
are larger — as may be the case in parts of India and sub-Saharan Africa - the
availability of domestic financial resources may be insufficient.

The overall picture of MICs, in general, being qualitatively and quantitatively
different from LICs — and, in general, UMICs being qualitatively and quantitatively
different from LMICs - is correct. However, this is not inconsistent with the
observation that there is much in common between LICs and LMICs, and
particularly between LICs and those regions and social groups within MICs that
have benefited less from economic growth. For example, two thirds of India’s poor
live in states within India that have an average income below the LIC level.
Similarly, while the percentage of poverty accounted for by agriculture as an
occupation is lower in LMICs than LICs, fully one third of education, health and
nutrition poverty in LMICs is concentrated in agricultural households. The rural
characteristics of some LMICs are very similar to those found in LICs, and as
mentioned earlier, the institutional and policy context in MICs is not always
stronger. The assumption that MICs universally have adequate national capacity
and enabling institutional and policy frameworks is not true. Subnational
governments can also be weak in the poorer regions of MICs, as in the north-east
of Brazil.® This is a critical factor also in determining the performance of IFAD-
funded projects, which are generally located in remote, rural areas with low
subnational capacity.

Trends in ODA and other resource flows

As shown in table 4 above, ODA’ is much less significant in LMICs, and is even less
so in UMICs. Flows of ODA are also changing as traditional donors increasingly
focus their support on LICs. Over the period 2000-2011, an increasing percentage
and volume of ODA went to LDCs and other LICs. The percentage of ODA to LMICs
declined by 15 per cent, but volume increased by 29 per cent in real terms. The
percentage of ODA to UMICs declined by 40 per cent and volume declined by

12 per cent.

Data from the OECD Development Assistance Committee (OECD DAC) shows that
over the period 2001-2012, the percentage of ODA from OECD DAC countries to
LDCs and other LICs increased from 39.6 per cent to 51.1 per cent; to LMICs ODA
decreased from 37.8 to 32.4 per cent and to UMICs it decreased from 22.7 to 16.4
per cent. However, OECD DAC 2013-2016 projections indicate major increases in
the volume of ODA to MICs, primarily in the form of soft loans to the populous
MICs in Asia.

® IFAD — Brazil - COSOP Review 2011.
’ See the OECD DAC definition at http://www.oecd.org/dac/stats/officialdevelopmentassistancedefinitionand
coverage.htm#Definition.
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The nature of capital flows and the relative importance of development assistance
are changing rapidly. As recently as 2000, most development assistance was
provided by traditional bilateral and multilateral donors. Since then, other non-
traditional sources have grown fast. These, plus remittances and foreign direct
investment (FDI) now dwarf ODA.® FDI to MICs is much higher than to LICs:
US$207 billion in 2012 to MICs compared to around US$81 billion to LICs.®

Figure 1

International capital flows to developing countries, 2012
(Billions of United States dollars and as a percentage of total flows)*

Other private

ODA & OOF
14.1
1%

Short term debt flows
126.7
13%

Banks
71.5
7%

FDI inflows
600.1
605

Bonds

143.3 .
e o

Portfolio equity inflows
444

%

* World Bank, Financing For Development Post-2015 (2013).
Source: World Bank (2013).

In summary, while the diversity of MICs is important and incontrovertible, there are
some important characteristics that, as national incomes increase, make them
progressively distinguishable from lower-income countries. These include less-
tangible characteristics such as the higher capacity of government and non-
government institutions (but not always in all departments, decentralized
governments, or the poorest regions); the size and structure of the private sector;
and attitudes towards north-south and south-south cooperation. These and other
characteristics, particularly the relative importance of external resources and
internal policies, have important implications for the demand for IFAD services, as
well as for the design and implementation of development assistance strategies.
The latter will apply more to some types of countries (e.g. UMICs) than to others
(e.g. LMICs) where rural conditions in the poorer regions are much less different
from those in LICs.

8 UK International Development Committee: The Future of UK Development Cooperation: Phase I: Development
Finance (2014).
® http://unctadstat.unctad.org/TableViewer/tableView.aspx?Reportld=88.
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Key points

e The international community has not agreed upon a universally valid definition for
MICs. However, the World Bank’s income classification is the most widely used.

e Global poverty is now concentrated in MICs, where a large humber of rural poor live.
Such countries also manifest significant income inequalities.

e There is wide diversity within MICs, but MICs as a group is still qualitatively and
quantitatively different in general from LICs.

e There is also diversity within some MIC countries. There is much in common between
LICs and those regions and social groups within MICs that have benefited less from
economic growth.

e Often the policy and institutional context, services and infrastructure in remote rural
areas in many MICs are weak and often similar to conditions found in LICs or fragile
states. In fact, several MICs are also classified as fragile states.

e Percentage of ODA to MICs is declining and has become relatively small, as compared
to other capital flows. FDI in MICs is much higher than in LICs.

IFAD’s engagement with middle-income countries
When IFAD was established in 1976, only a small percentage of its developing
country members were classified as middle income. In 2004, 57 per cent of the
developing country members were MICs. By 2013, the percentage had reached
72 per cent (table 5 below). Nine countries, mainly UMICs, ceased to be developing
country members between 2004 and 2013. Almost half (46 per cent) of the UMIC
members in 2013 had no ongoing IFAD loan-funded projects. If current trends
continue, the proportion of LIC members will continue to decrease; the proportion
of MIC members will increase; and more UMICs will either cease to have IFAD loan-
funded projects or cease to be developing country members.
Table 5
IFAD’s developing country membership, 2004 and 2013

Number Percentage Number Percentage

2004 2004 2013 2013

Non-fragile states
LIC 30 16
LMIC 39 36
UMIC 28 43
Fragile and conflict-affected states
LIC 30 20
LMIC
umiIC 2 5
All countries
LIC 60 43% 36 28%
LMIC 48 35% 45 35%
umiC 30 22% 48 37%
MICs 78 57% 93 2%
Total 138 100% 129 100%
Source: Compiled by the Evaluation Team based on IFAD's Project Portfolio Management System, World
Bank list of economies, and World Bank Harmonized List of Fragile Situations.
IFAD’s strategy in middle-income countries
A short paper on IFAD’s role in MICs was prepared in 2008 for the consultation on

the Eighth Replenishment.!® At that time, one third of the world’s poor lived in

% |FAD’s Role in Middle-Income Countries. October 2008.
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MICs. The paper reaffirmed that IFAD had made an important contribution in MICs
and that its mandate to address rural poverty remained highly relevant to MICs. It
also recognized that the rapid growth of many MICs, and their increasing ability to
access resources from the international capital markets, had forced other IFIs to
review the attractiveness of their financial products and to deepen the knowledge
content of their initiatives. The paper concluded that IFAD needed to make a
similar adaptation in order to enhance its contributions to MICs.

A follow-up strategy paper on IFAD’s engagement with MICs was presented to the
Executive Board in May 2011. This recorded broad support for IFAD’s engagement
in MICs, albeit with some concerns about whether this support detracted from its
servicing of LICs.!! The thrust of the paper was that, in view of the heterogeneity
of MICs, a single all-encompassing policy for MICs would neither be effective nor
efficient. IFAD should recognize that its Strategic Framework and policies applied as
much to MICs as to other countries; that MICs and LICs needed to be treated in the
same manner (except for lending terms, see below); and that the extreme
diversity of MICs required a diverse response customized to each country’s needs.
The paper also recommended some enhancements to IFAD’s financial and
knowledge products and services.

IFAD financial support to middle-income countries

The main way that IFAD provides support to MICs is via long-term loans for
investment projects. Since 2013, IFAD has offered three loan products: highly
concessional, blend, and ordinary. The terms and eligibility criteria for these are
summarized in table 6 below. Four types of loan products had previously been
offered: highly concessional, hardened, intermediate and ordinary. Blend terms
replaced hardened and intermediate terms as step in the progression from highly
concessional to ordinary terms.

Table 6
IFAD loan products — term and eligibility (2014)

Maturity Grace Interest ~ Service  Concessionality
period period rate charge charge (grant
Type Eligibility (years)  (years) (%) (%) element)®
Highly GNP per capita of 40 10 - 0.75 65%
concessional  US$805 or less in 1992
prices or classified as
IDA-only countries
Blend terms  Eligible for IDA blend 25 52 1.25 0.75 50%
terms
Ordinary GNP per capita of 15-18 3? 0.85" - 16%"°
US$1,306 or above in
1992 prices

% The Executive Board may vary the grace period and amount for each instalment for the repayment of
loans on blend and ordinary terms.

b As of January 2010, IFAD resets its annual reference interest rate each semester on the first business
days of January and July. The IFAD reference rate applicable to loans on ordinary terms is based on a
composite SDR LIBOR six-month rate of the four currencies that constitute the SDR basket (US$,
Japanese yen, euro and UK pound sterling) plus a variable spread. The spread applied by IFAD is a
weighted average of the spreads applied by the International Bank for Reconstruction and Development
(IBRD) to its variable lending rate for the same semester. The interest rate of 0.85 as listed in the table is
the rate applied in January-June 2014.

¢ Calculated using the IDA methodology for concessionality and applying current discount rates.

d Ordinary terms have variable interest rates and the IDA methodology cannot be readily applied to
calculate the inherent grant element. To calculate approximate comparative figures, the variable interest
rate has been converted to fixed rates by applying market-interest-rate swap premiums and aligned to the
maturity profile of the IFAD loans plus the current IFAD spread. The grant element for loans on ordinary
terms is based on a 15-year maturity.

Source: Review of the Lending Policies and Criteria (IFAD, 2013); IFAD Intranet, information on lending
rates http://www.ifad.org/operations/projects/lending.htm.

! |IFAD’s Engagement with Middle-Income Countries, 2011, para. 2
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In addition to the above, in the context of the Debt Sustainability Framework
adopted by the Board in April 2007, countries with high risk of debt distress (red-
light) receive 100 per cent of their allocation in the form of grants and those with a
medium risk (yellow light) receive 50 per cent in the form of grants. Table 7 below
provides the number of countries (by type) eligible!? for different lending terms in
IFAD, including the Debt Sustainability Framework.

Table 7
Countries eligible for different types of IFAD financial products

Number of countries eligible

Type LICs LMICs UMICs
Highly concessional 13 7 4
Debt Sustainability Framework? 8 5 5
e : 6 :
Blend terms 0 17 2
Ordinary 0 9 39

®Red light countries.

® Yellow light countries.

Source: Compiled by the Evaluation Team based on information from IFAD Intranet
(http://intranet.ifad.org/quides/manuals/igs/lending.pdf) and the World Bank list of economies.

IFAD’s Lending Policies and Criteria state that the total amount of highly
concessional loans provided each year should amount to approximately two thirds
of the total figure lent annually. In 2012, highly concessional terms applied to

71 per cent of total loans.® In line with the eligibility criteria, most of the highly
concessional loans were for LICs. However, as can be seen in table 7, some MICs
are eligible for highly concessional loans.

Since 2005, funds available for loans have been allocated according to the
Performance-based Allocation System (PBAS). Within the overall limits set out in
IFAD’s Lending Policies and Criteria, the PBAS takes into account two needs
factors: national per capita income and rural population; and three performance
factors: (i) the Country Policy and Institutional Assessment; (ii) portfolio
performance; and (iii) the institutional and policy framework for sustainable rural
development. A system of "floor" and "ceiling" allocations also applies.* The PBAS
allocation by country classification is shown in table 8. Over half (58 per cent) of
the 2013 PBAS allocation was for MICs, including a 17 per cent allocation for
UMICs.

Table 8
PBAS allocation

2013 PBAS allocation 2013 PBAS allocation

(US$ m) (%)

LICs 370 42.3
LMICs 355 40.6
UMICs 149 17.1
All MICs 504 57.7

Source: Progress report on implementation of the PBAS, IFAD (2013).

2 A smaller number of UMICs actually receive highly concessional or DFS funding.
'¥ Review of Lending Policies and Criteria (IFAD, 2013).
 The structure and operation of a PBAS for IFAD (IFAD, 2003).
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The PBAS provides an ex ante measure of the distribution of IFAD loan funds.
Disbursements provide a better measure of the actual distribution between country
types, as well as revealing how the distribution of funds is changing over time.
Table 9 below shows disbursements by country type in 2004 and 2012. In 2004
almost two-thirds (62 per cent) of IFAD funds were disbursed to LICs. In 2012 over
two-thirds (70 per cent) of funds were disbursed to MICs.!> But, as noted above,
given the fact that many IFAD members receive lending on highly concessional
terms, only 12 per cent of 2012 disbursements went to ordinary term borrowers.
The percentage disbursed to UMICs increased from 7 per cent in 2004 to

16 per cent in 2012.

Table 9
IFAD loan disbursements by country type, 2004 and 2012

US$ m % US$ m %
2004 2004 2012 2012
Non-fragile States
LIC 163 164
LMIC 87 195
umMmIC 23 108

Fragile and conflict-affected States

LIC 33 45
LMIC 8 23
UMIC 0 3

All countries

LIC 196 62% 209 30%
LMIC 95 30% 370 54%
umMIC 23 7% 111 16%
All MICs 118 38% 481 70%
Total 314 100% 690 100%

Source: Elaborated by the Evaluation Team based on data provided by IFAD’s Controller’s and Financial
Services Division.

MICs financial contribution to IFAD

From 1997 to 2012, Replenishment commitments covered about one third of IFAD's
loans and grants, with two thirds covered by internal resources (loan reflows, loan
cancellations and investment income).!® Total contribution of Member States
(pledges) to the IFAD9 Replenishment is around US$1.386 million, out of which
high-income countries contribute US$1.241.6 million (around 89.6 per cent), MICs
contribute US$141.7 million (around 10.2 per cent) and LICs contribute

US$2.96 million (0.2 per cent). Seven out of 12 List B members pledged funds to
IFAD9, as did more than 50 List C members. India, China and Brazil are the leading
List C donors.

Table 10 below provides information on reflow (both principal and interests) from
countries to IFAD. MICs provide an important amount of reflows to IFAD, even
though it should be noted that not all MICs receive loans on ordinary terms.
Reflows are important given the high proportion of the work programme funded
from internal resources, and lending to MICs therefore is a crucial part of IFAD’s

'® Figures to October 2013 show 58 per cent to MICs. The IFAD 2012 Annual Report states that 70 per cent of new
commitments in 2012 were to LICs, possibly helped by the Adaptation for Smallholder Agriculture Programme (ASAP).
18 CLE on the achievements of IFAD replenishments (2014).
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financial model. Any reduction in reflows from MICs could have financial
implications for IFAD’s resource base, unless replaced by other sources of funding.

Table 10

Reflow from countries to IFAD by country type, 2004 and 2012
US$ m % US$ m %
2004 2004 2012 2012

Non-fragile states

LIC 78 58

LMIC 81 103

UuMiIC 20 69

Fragile and conflict-affected states

LIC 19 28
LMIC 6 9
UMIC 0 2

All countries

LIC 97 47% 86 32%
LMIC 87 43% 112 42%
UMIC 20 10% 71 26%
All MICs 107 53% 183 68%
Total 204 100% 269 100%

Source: Elaborated by the Evaluation Team based on data provided by IFAD’s Controller’s and Financial
Services Division.

Table 11 below shows the financing of IFAD-financed projects by country type. This
shows a greater average percentage national contribution by higher GNI groups,
and an average reduction in the grant percentage to higher GNI groups. However,
these averages hide considerable country-to-country variation. Interestingly, the
average percentage of cofinancing and the average percentage made up by an
IFAD loan show less variation across country types.

Table 11
Financing of IFAD projects by country type, 2011-2013

Average % of
beneficiaries

Number of Average size ~Average % and other
projects of project n_atlo_nal domestic  Average % Average % Average %
2011-2013 approved $m contribution contribution  Cofinancing  IFAD loan IFAD grant
LICS 31 66.6 11.2% 13.0% 22.8% 29.0% 24.0%
LMICS 40 53.8 15.0% 18.9% 18.2% 42.6% 5.3%
UMICS 21 68.9 32.6% 17.4% 18.5% 30.7% 0.8%
All MICS 61 59.0 22.1% 18.3% 18.3% 37.8% 3.5%

Source: Elaborated by the Evaluation Team based on data from IFAD's Project Portfolio Management
System.
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47.

48.

49,

Key points

e MICs have become a major part of IFAD’s work. An increasing percentage of IFAD’s
developing country members are MICs (72 per cent in 2012 up from 57 per cent in
2004). An increasing percentage of IFAD disbursements go to MICs (70 per cent in
2012 up from 38 per cent in 2004).

e Reflows from MICs are an important part of IFAD’s financial model.

e MIC contributions to replenishments are increasing (e.g. in IFAD9 as compared to
previous Replenishments).

e IFAD produced a strategy paper on MICs in 2011. In view of the diversity of
countries, the strategy rightly advocates the need to customise IFAD assistance
depending on country context.

IFAD evaluation findings

This section of the report synthesises the findings from IFAD’s own evaluations. It
draws on the project and CPE reports produced by IOE as well as the Annual
Review of Portfolio Performance produced by PMD. The lessons and findings from
the non-IFAD literature are considered in the next section.

Project performance

IOE has evaluated 196 projects since 2002. A summary of the ratings for LICs and
MICs (classified at the time of project completion) is contained in table 12. This
shows little difference in ratings between LICs and MICs as a whole. However,
ratings for LMICs as a group are slightly higher than for LICs, and those for UMICs
are lower.'” The Annual Portfolio Performance Review by PMD-ESA also found that
projects in MICs had lower average Project Status Report scores than those in LICs
(see sub-section IV, D below).

Therefore, there is no evidence from the project data that IFAD-supported projects
perform better in MICs than in LICs, possibly because IFAD-supported projects in
MICs tend to be located in poorer, remote and more difficult regions, where context
is similar to that found in LICs, and in some cases, to fragile states. Moreover, it is
important to make two further qualifications: (i) the projects evaluated by IOE in
MICs were designed around a decade ago and would not have benefitted fully from
important reforms introduced in recent years (e.g., wider country presence, direct
supervision, enhanced leadership of CPMs in project design processes, etc); and
(ii) the sample is relatively small and therefore more data and close monitoring to
validate and understand the differences in performance between UMICs and LMICs
is needed. The above findings therefore need to be treated with caution.

' The same data minus fragile states shows LIC projects outperforming LMIC projects. However, the difference in this
case, and in table 12, are not statistically significant.
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Table 12
Percentage of projects rated moderately satisfactory or better

LICs All MICs LMICs UMICs
Relevance 95 90 92 85
Effectiveness 71 73 78 60
Efficiency 56 57 62 40
Project performance 77 78 81 70
Rural poverty impact 73 80 83 72
Sustainability 51 56 59 47
Innovation and scaling up 73 71 76 53
IFAD performance 66 73 75 56
Government performance 64 72 73 67
Overall project achievement 74 76 79 65
Number of projects with ratings* 112 83 63 20

* Refers to the number of projects with ratings for Overall Project Achievement. The number of ratings for other criteria
can be slightly less or more. Gender is not reported because of the much smaller number of ratings available.

Source: Elaborated by the Evaluation Team based on the IOE Independent Evaluation Database (as of December 2013).

CPE findings

This subsection presents a synthesis of the findings from 19 CPEs in MICs prepared
by IOE between 2005 and 2014. A list of the CPEs is contained in annex -
appendix III. It is important to underline that while this section reports CPE
findings at the time of evaluation, some of the CPE findings and recommendations
have been or are being implemented in the context of follow-up COSOPs and
operations since the completion of the corresponding CPEs. The CPE findings focus
on the performance of the lending portfolio and non-lending activities. Many of
these are not materially different from the findings in CPEs of LICs. This is an
important finding in itself: in many respects IFAD programmes face similar
challenges in all types of countries. Programmes in MICs are not necessarily
different from those in LICs. That said, there are some issues (e.g. non-lending)
that are particularly important in MICs (especially UMICs) and/or are likely to
become more so as national incomes increase. That said, IFAD’s non-lending
activities will be more successful if they are supported and complimented by an
adequate lending programme.

Portfolio performance

IFAD’s mandate remains highly relevant for MICs. All but one of the 19 CPEs
found that the overall support provided by IFAD was moderately satisfactory or
better. This reflects the fact that rural poverty is persistent in MICs, and agriculture
is still central in the lives of most of the rural poor. In Viet Nam, for example,

90 per cent of the poor live in rural areas, and agriculture provides 60 per cent of
all employment. In Argentina, in the northern region, where rural poverty is most
concentrated, more than 50 per cent of the rural population lives below the poverty
line.

IFAD’s relevance also stems from its unique position as the only international
development institution dedicated exclusively to eradicating rural poverty. In spite
of its modest financial contributions, IFAD has a distinct and catalytic role in
supporting achievement of the MDGs relating to the elimination of poverty and
hunger. In several MICs, IFAD has enhanced its relevance by promoting pro-poor
innovations, and served as a "demonstrator" of how to methodically design,
implement, supervise, monitor and evaluate pro-poor agriculture and rural
development projects. Its exclusive focus on rural poverty, bottom up and
innovative approaches, commitment to increasing the involvement of civil society
and NGOs in decision-making and resource allocation as well as its organizational
flexibility is noted as distinguishing IFAD from other international organizations.
This is as true in MICs as it is in LICs.
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Three features have particularly enhanced IFAD’s relevance in MICs. First, IFAD's
clear emphasis on the poor has helped to address inequality, which is a major issue
in most MICs.'® The CPEs confirm that IFAD’s approach at targeting was in general
appropriate in most countries. This is discussed further below. Second, the recent
shift to strengthening the links between the rural poor and markets has enhanced
relevance, although implementation has remained challenging. In Nigeria,

Viet Nam and Zambia, the introduction of support for value chains has increased
the relevance of IFAD support for vulnerable groups such as landless labourers,
farmers with very limited land and unemployed youth. Third, the use of local
expertise and the participation of local stakeholders in the design and
implementation of IFAD-supported interventions has enhanced the relevance of
IFAD support for some MICs such as China.

While the overall picture with respect to the past and current relevance of IFAD is
very positive, a number of CPEs point out that IFAD will need to adapt if it is to
retain its relevance and niche in future, especially in UMICs. A common
finding is that clients are becoming more interested in IFAD’s global expertise,
knowledge and experience. It is the package of knowledge plus lending that is
increasingly in demand. The limited resources that IFAD can bring makes it even
more important that there is close collaboration with the government in
determining the nature of IFAD support, the allocation of its resources, and in
explicitly defining the complementary roles and responsibilities of subnational
governments, national institutions and IFAD.

Three areas warrant particular attention. First, targeting needs to be both
consistent with IFAD’s objectives and appropriate. This is not always
straightforward. Many CPEs discuss the tensions between addressing the poor and
the objective of increasing productivity. When poverty is predominantly focused in
certain geographical areas, and when disadvantaged groups such as ethnic
minorities are similarly concentrated, CPEs point to the advantages of geographical
targeting.

However, geographical areas with a high incidence of poverty often face other
limiting factors such as markets that operate, access to financial services, good
transportation, availability of water and inputs, or other supporting programmes.
As the CPE of the Plurinational State of Bolivia noted, poor communities may also
lack the familiarity and capacity to access, and operate successfully within, such
markets that do exist.

Several CPEs in MICs have therefore argued for a more nuanced approach to
targeting, especially in countries where food security is less of an issue. A focus on
the "productive poor" may be preferable to a focus on the poor in general. In the
Republic of Moldova, this led IFAD to target somewhat better-off farmers who had
the skills and entrepreneurship to enter commercial farming. In China, IFAD’s
target groups under the latest COSOP were the economically active, with capacity
to exploit economic opportunities, but living in disadvantaged and remote
provinces. In Zambia, the target consisted of smallholder farmers and other rural
people who were already organized or who had the potential to join local
organizations through which they could be linked to markets and services.

A key finding, irrespective of the targeting approach adopted, is the need for clarity
and transparency in targeting, and better mechanisms for monitoring and
evaluating targeting. Targeting can be more complex, especially in those in MICs
where the rural poor might be a small minority and distributed amongst a relatively
better-off population. During implementation, transparency and clarity in targeting
leads to better acceptability among the public. Lack of clarity was a factor in
Nigeria, where the CPE found target group definitions too general and descriptive.

'8\/iet Nam provides an example of a country where inequalities among the ethnic minorities is on the increase. The
2013 CPE for Indonesia notes that the Gini coefficient, a measure of consumption inequality, has increased from
approximately 32 in 1999 to 35 in 2009. Regional disparities in poverty also persist: eastern Indonesia lags behind
other parts of the country, notably Java.
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In Bolivia and Ecuador, the CPE attributes some of the weak performance to a lack
of clarity in targeting. In India, on the other hand, the CPE found that 16 of the
18 projects evaluated were rated as moderately or satisfactory partly because of
the selective and clear focus on two broad target groups among those living below
the poverty line: women and tribal communities.

Another common finding, also not restricted to MICs, is the need for greater
geographical focus. The CPEs for Bolivia, Indonesia and Zambia concluded that
projects and resources were spread too thinly over too large an area. In India, the
wide and fragmented programme coverage posed challenges to programme
coordination, monitoring, supervision, efficiency and the sustainability of benefits.

Second, enhanced relevance in MICs will require more careful and
customized portfolio design. Four CPEs (Mexico, Zambia, Morocco and Pakistan)
stressed the need for a more strategic approach to portfolio design that went
beyond the sum of the individual projects. Cohesive programmes with synergies
between the component interventions, both lending and non-lending, including
grants, were required. While this point is not specific to MICs, it is particularly
pertinent given the increasing demand for knowledge products and policy dialogue
in addition to loans.

Another strategic design issue is for IFAD to work both in agriculture as well as
non-agricultural economic activities for rural households, including value chain
development, which can be facilitated through the generally stronger private sector
in MICs. Enhancing private sector engagement is therefore key. In Indonesia, for
example, the CPE found a limited focus on agricultural productivity aspects, which
is IFAD’s comparative advantage and specialization. In Nigeria and India, the CPEs
found that the Fund has not devoted adequate attention to agricultural activities
commensurate with the centrality of agriculture as the main means of income and
food security of the rural poor in these countries. However, this is changing in the
several recent operations funded by IFAD since the CPEs.

The ownership of interventions at different levels is essential, particularly because
of the small amount of funds that IFAD brings to many of these countries.'?
Convergence of IFAD assistance with much larger government schemes is critical,
as is ensuring ownership at all levels, and can be a vehicle for scaling up successful
innovations introduced through IFAD-funded projects. Working at the subnational
level is already a feature of many IFAD programmes and is likely to become even
more important in future, particularly in the larger MICs. However, building national
ownership of projects, when IFAD is concentrated at the subnational levels, raises
challenges that must be addressed. The Viet Nam CPE found that while the
programme worked primarily at the provincial level, it has been important to
engage with the national government on issues important for the effectiveness of
the overall country programme. Working with the right national counterpart was an
important lesson in the Plurinational State of Bolivia and Nigeria.

Finally, improvements are required in results-based management. Although
CPEs note an improvement in monitoring after the introduction of the results-based
COSOPs, monitoring and evaluation (M&E) was consistently noted as weak

(12 CPEs) or in needing of strengthening (7 CPEs). CPEs noted the need for
explicitly articulated results frameworks (Mexico, Senegal) and for improvement in
the design and implementation of M&E frameworks more generally. The M&E of
grants was also weak (China, Egypt, Ghana, Indonesia, the Republic of Moldova,
Nigeria). These are not new criticisms, nor are they specific to MICs.

IFAD lending for projects in MICs has generally been effective. The
performance of IFAD portfolio has been rated in the satisfactory range (moderately

19 |FAD support can be very significant in terms of the smallholder sector, as is the case in LAC, but not overall.
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satisfactory or better) in almost 90 per cent of the cases.?’ Overall, despite the
relatively small scale of its support, CPEs record many successful results.

As in the case of the projects (paragraph 48-49 above), the CPEs also underline
there is some evidence of poorer performance in UMICs compared to
LMICs. In three of the six UMICs, effectiveness was rated as moderately
unsatisfactory (Argentina, Ecuador, and Mexico), and in two it was moderately
satisfactory (Brazil and Jordan). Only in China and India was it rated as
satisfactory. The poorer performance is attributable to weak institutional capacity in
the areas where IFAD was working; greater difficulties in targeting the poor
(Ecuador and Mexico); and weak government ownership (Mexico). None of these
were issues in China where convergence with government programmes generated
significant government commitment.

Implementation delays and challenges are cited in all CPEs. Only in three
countries (China, Nigeria and Viet Nam) has implementation been broadly
satisfactory. The implementation challenges vary by country, but are generally
related to weak institutional and human capacity, particularly in rural areas, and a
lack of familiarity with IFAD processing guidelines, resulting in delayed
procurement and processing.

Despite their UMIC status, counterpart funding is still a problem in some
countries. The Indonesia and Viet Nam CPEs suggested that MIC Governments
should provide a higher level of counterpart funding. This is likely to be the normal
view. On this issue, CPEs find that there is no common pattern to the provision of
counterpart funding across MICs. In fact, IOE finds that some LICs provide a
greater proportion of counterpart funding as a percentage of total project portfolio
costs, as compared to some MICs. It would not be unreasonable for MICs to
provide a greater amount of counterpart funding, as compared to LICs or fragile
states.

The impact on poverty was moderate in most cases. Adequate data to assess
the impact of IFAD-supported programmes is often lacking. That aside, a variety of
reasons explain the overall moderate performance. In some cases achieving
increases in the agricultural productivity of poor farmers has proved challenging,
sometimes because this was given insufficient priority (India, Indonesia). In
Ecuador and Mexico, short-term project interventions were not an effective way of
addressing long-term poverty. In Mexico the impact on rural poverty was marginal
because the size of the group receiving direct benefits was very small in relation to
the poor population. In the Republic of Moldova, a significant part of the
programme support was not directly targeted at the rural poor but went to middle-
and large-scale farmers. The rural poor may have benefited indirectly via increased
employment and other "trickle down" effects, but the evidence for this was
inconclusive. Where targeting only the poor is neither viable nor possible, a good
ex ante justification, and good M&E is required.

Most CPEs support the focus on value chains as potentially an effective
way of linking the poor to markets in MICs, but stress the need for careful
design. This approach is being introduced in the majority of the 19 country
programmes evaluated, but with different degrees of success. The overall finding is
that designing the linkages between poor beneficiaries and markets is challenging
and requires a considered approach. Careful design is needed in the form of
preliminary studies, careful diagnostics, ensuring a connection with other IFAD
support, building capacity among stakeholders and beneficiaries, and identifying
and addressing risks or unintended impact on IFAD’s desired beneficiaries. In
Ghana, the challenge is to reach poorer farmers who are not members of producer
groups, and to address the wider market failures that constrain value chain
development in the north of the country: weak producer associations, inadequate

% The Egypt CPE did not include ratings, as was the practice when it was prepared. Ratings were inserted by the
evaluator based on the CPE findings.
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commodity-chain infrastructure, poor agriculture support services, and insufficient
access to financing facilities. Other challenges noted in CPEs include an over-
reliance on weak government agencies and limited private-public partnerships.

A related finding is that investments in rural infrastructure that help link poor
farmers to markets can be very beneficial, but only where other supporting
services exist or are developed. This was the case in China where benefits included
savings in transport time and costs, and improved access to markets, services, and
information. In Nigeria by contrast, the CPE found that inadequate market linkages
were a significant constraining factor, followed by deficiencies in roads and
transport conditions, storage, access to credits, and market information. In Ghana,
flood roads have been repaired and improved in one district, but the lack of
production planning and marketing channel support has prevented local producers
from taking full advantage of the improved infrastructure.

IFAD has contributed significantly to developing new and successful
models for the provision of microfinance to the rural poor, the lack of
which was identified as a key constraint in almost all the CPEs. This was
particularly true in India, where IFAD-funded operations have contributed to
developing new models and helped link the rural poor and their organizations to
commercial banks. However, further development is needed to ensure an even
wider impact on poverty and to address the challenges in some situations. In
Ghana, matching grants were found to be a promising tool, but require more
testing and adaptation before scaling up. In Yemen, group lending was introduced
as one approach to reducing the cost and risk of delivering credit to a dispersed
population of small rain-fed farmers and artisanal fishers. In Jordan, the credit
component has been important for non-farm income-generation, but lacked an
appropriate institutional design to be able to reach IFAD’s target groups.

The Fund has not yet made the most of its unique position to address the
effects of climate change, and environmental risks more generally, on the
poor. While projects have supported activities related to natural resources
management and climate change, the approach has been mostly ad hoc and
project-based. In China, while the portfolio has made many positive contributions
in this domain, results were localized and were unable to influence national
extension messages and strategies. In Egypt, IFAD has supported integrated pest
management that has reduced the use of agrochemicals, as well as improved
irrigation technologies that have reduced water consumption and the risk of
salinization. The CPE notes that environmental issues have not been addressed
systematically and the interventions in these areas are too recent to have had a
visible impact. However, it is fair to underline that the CPEs reviewed would not
have been able to capture the recent attention to and progress made by IFAD (for
example, through the ASAP introduced in IFAD9) in addressing climate change
issues.

IFAD has promoted new approaches in community participation and
helped to build the capacity of local governments and civil society. In
Argentina, IFAD has contributed to radical change in the institutions responsible for
rural development and family farming. Positive results were also achieved in
Nigeria, Moldova, Viet Nam and Senegal. Capacity in many countries is particularly
weak at the subnational levels. In the case of Indonesia, insufficient capacity
strengthening at the subnational levels led to moderately unsatisfactory results.
The CPE notes that the lending operations did not adequately address the capacity
deficit of the national and subnational authorities to enable small farmers to gain
better access to technology, inputs, value chains for inputs and outputs, and
knowledge.

In the majority of countries, IFAD has made a meaningful contribution to
gender equality and women’s empowerment. Satisfactory results were
achieved in China, India, Mexico and other countries. In particular, CPEs reveal that
IFAD-supported activities have helped link women to markets, contributed to their
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empowerment and decision-making capacity, and enhanced access to rural
financial services. There are however opportunities for further strengthening
performance in this area, for example, by more attention to reducing their work
load through introduction of better technology for agroprocessing.

Only one of the 19 CPEs assessed sustainability as strong. There are a variety of
reasons for the weak sustainability. Some are more within IFAD’s control, such as
the partnerships or project design. In the Republic of Moldova and Senegal, weak
attention to exit strategies during the design stage was one reason for low
sustainability. Another was the need to ensure sustainability at national, regional
and local levels, even for projects that are local in scope. This is likely to be
particularly important for subnational projects in larger countries. In Zambia, the
sustainability of some components of IFAD's intervention is limited, in part because
of weak central government commitment to future financial obligations.
Mechanisms that have worked in some places include embedding the project in a
successful institution,?! working with NGOs or other relevant agencies (including
other donors) with a long-term presence, or building up viable grass-roots
institutions. The latter approach has paid dividends in Yemen, although several
other CPEs note the challenge of achieving sustainability in community-based
organizations.

Several CPEs found that the country programme has been innovative in its use of
participatory processes, its support for decentralization, and the enhancement of
agricultural products (Brazil, India, Nigeria, Senegal, Viet Nam). However, for a
variety of reasons, only two CPEs (Nigeria and Viet Nam) rate scaling up as
strong. All other CPEs assess scaling up as moderately satisfactory or in need of
strengthening. Overall, scaling up is typically ad hoc, without sufficient
consideration for linkages with knowledge management, policy dialogue and
partnership building. A more strategic and systematic effort might have ensured a
wider replication and scaling up of successful innovations. Scaling up is particularly
important in MICs with a large number of rural poor, for promoting sustainability of
benefits as well as to ensure IFAD assistance can have a wider impact on rural
poverty at the national level. Having said that, IFAD is devoted increasing efforts to
scaling up in recent years.

Partnerships with government, private sector, and other donors are critical for
scaling up, particularly given IFAD’s relatively limited resources. With regard to
governments, this also requires IFAD to work with a range of national-level
counterparts, both technical and non-technical. This is however a challenge in
some countries, for example in China, where limited dialogue is visible between
IFAD and the national Ministry of Agriculture. A strong partnership could possibly
offer opportunities for scaling up successful innovations tested in IFAD-supported
projects into national policy and activities funded through domestic resources.
Similar issues constrained scaling up in other larger decentralized countries like
India and Mexico.

A common CPE finding is that an IFAD country presence (e.g. in India) helps
to enhance the development effectiveness, and the lack of it has an adverse
impact (e.g. Indonesia). Almost all CPEs where there has been recent in-country
posting of the CPM comment on the benefits of having direct and regular
supervision and implementation support capacity within the country. Out-posting
also enhances, inter-alia, opportunities for identifying partnerships and developing
a closer dialogue with Government and other key players. That said, local offices
need to be better resourced and staffed if they are to make a significant
contribution. The CPEs for Ghana, Nigeria, and Yemen all suggest strengthening
the local office in order to allow it to play the necessary role in policy dialogue and
knowledge management. The China CPE reported that delivery of the knowledge
cooperation was significantly constrained by a shortage of professional staff and

# The two most successful examples of this, in the India portfolio, are the two microfinance projects (Maharashtra Rural
Credit Project and National Microfinance Support Programme). CPE India, Para 167.
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operational budget. Finally, the outposting of CPMs is important in MICs, as they
are generally in a better position than national country programme officers to
engage in policy and donor coordination processes, partnership building, especially
with multilateral and bilateral organizations, and knowledge management.

Non-lending activities

Non-lending activities have been the weakest area of IFAD’s support, but
show signs of improvement after 2011. These activities - knowledge
management, policy dialogue and partnerships - are particularly important in MICs
and even more so in UMICs. The main reasons for the limited achievement are the
lack of a strategic approach and the limited resources and incentives for the
purpose. It is also important to underline again that, to ensure success and
credibility, it is important to anchor non-lending activities in the experiences and
lessons generated from IFAD-funded operations in a given country. A strong
country presence, preferably with an out-posted CPM, is also a key driver for
success.

Policy dialogue was rated as moderately satisfactory in under half of the CPEs. In
the Plurinational State of Bolivia, as in other countries, the reasons for this weak
performance include the relatively small size of IFAD operations; the lack of an in-
country office (since rectified in most cases); the failure to articulate clearly in
COSOPs the areas for policy dialogue; and the weak synergies between different
elements of IFAD programmes, such as loans and grants. As an example of the
latter, grants were not used to inform policies in a timely way.

There are, however, examples where policy dialogue has helped enhance the
impact of IFAD support. In the Republic of Moldova, IFAD is the main partner for
agricultural microfinance and has provided important inputs into policy. In
Argentina, although not a big player, IFAD has made a significant contribution to
improving rural development institutions and policies. It supported and promoted
policy discussions at the subregional level, facilitated the participation of
organizations of the rural poor in policy dialogue and supported the generation and
dissemination of knowledge concerning rural development and family farming.
These activities helped to generate debate on rural poverty in Argentina and
increased the visibility of the sector in a country traditionally oriented towards
agroindustry for export. In Zambia, with an outposted country director, IFAD has
actively participated in policy dialogue and was able to influence some key rural
development issues. And, in Ghana, the out-posted CPM chaired and actively
participated in the donor group on agriculture.
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Box 2
REAF: Building a forum for policy dialogue in MERCOSUR

MERCOSUR (Common Market of the South) now has five full members (Argentina, Brazil, Paraguay,
Uruguay and the Bolivarian Republic of Venezuela) and two associate members (the Plurinational State of
Bolivia and Chile). Although five million family farms account for 80 per cent of agricultural production in the
MERCOSUR area, public policies have traditionally been tailored to export-orientated, large-scale
agribusiness.

Between 2004 and 2011 IFAD supported REAF (Commission on Family Farming) as a platform where
public policies and programmes are shaped through a consultation process involving both governments
and small-scale farmers’ associations. REAF has met in sixteen regional sessions, over 200 sessions of the
respective national sections, and over 20 workshops and seminars. REAF is now functioning without IFAD
support.

The main result of REAF has been to formalize the existence of the family farming sector and to create new
fora for public policy dialogue on family farming within the countries of MERCOSUR. Specific results
include new or strengthened institutions — such as the State Secretariat for Rural Development and Family
Farming in Argentina and the General Directorate for Rural Development in Uruguay — and changes to
regional and national policy agendas.

REAF succeeded in creating a long-term space for policy dialogue involving a wide range of public and
private participants. IFAD is acknowledged to have played a significant role in supporting an efficient
regional technical secretariat that was trusted and respected by all the players, and as a reliable and
neutral partner that could articulate and facilitate dialogue.

Source: Differential Policies for Family Farming in MERCOSUR - contribution of political dialogue in the
design of public policies and institutionalization. Susana Marquez and Alvaro Ramos.

Knowledge management. A greater role of IFAD in knowledge sharing as well as
South-South and triangular cooperation is increasingly a priority in many MICs,
especially UMICs. However, as mentioned above, IFAD’s credibility and ability to
effectively promote knowledge sharing (and policy dialogue) depends on its
operational experience generated through the lending programme. This is
especially true given the Fund’s limited capacity and resources for undertaking
research and analytic work more broadly. Moreover, it is indeed important for IFAD
to have a solid knowledge management function in MICs, as it can contribute to an
“escalator effect” for the development of LICs. That is, IFAD’s experiences and
lessons in small agriculture development in MICs is of particular significance to LICs
for the latter’s development, given many of the countries today classified as MICs
were LICs until recently. The escalator effect would also apply for the transfer of
relevant knowledge from UMICs to LMICs, implying the need for IFAD to continue
engagement with MICs in general.

Country offices can contribute to better knowledge management. This was the case
in Viet Nam, with an outposted country programme manager since around 2008,
where the local office launched a country portfolio website in 2010 which described
(in Vietnamese) the experience, events and lessons learned from various projects,
and provided source material on learning issues for project staff. Positive
experiences were also noted in India and Zambia, but not in Indonesia - the CPM is
based in Rome and there is not yet an IFAD country office.?

Although IFAD’s global experience is largely transferred through the lending
programme, there is also need, particularly for UMICs, for knowledge cooperation
programmes that are independent of the lending programme. The problem is that
there are limited grant resources to develop these, particularly for UMICs. The
CPEs for Bolivia, Brazil, China, Indonesia, Nigeria and India all reported that grant
resources for such non-lending activities were scarce.

The limited availability of grant resources®® makes it even more important that they
are carefully deployed. This has not always happened. The lack of a strategic
approach towards grants is noted by a majority of CPEs as having reduced the

2 Although a junior national officer (consultant) works as IFAD’s country presence and efforts are under way to sign a
host country agreement, which will also facilitate the outposting of the CPM.
2 Grants account for around 6 per cent of IFAD’s programme of work in 2004-13 ( Grants CLE, March 2014).
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benefits that accrued. In India, Indonesia and Senegal, CPEs note that while many
of the grants have been useful and most were given for worthwhile activities, an
overall guiding strategic vision for the design and use of these grants was largely
absent. Many CPEs note a disconnect between grants and other parts of the
country programme, and suggest that grants need to be better linked to both
lending and non-lending activities. A high degree of alignment of national level
grants with both national objectives and with IFAD's priorities was only noted in the
Ecuador CPE. Most CPEs comment on the need to utilize grants more effectively for
testing innovative solutions, which can then be applied more broadly through loan
operations. Grants need to better complement operations and be utilized for
effective knowledge management.

Partnerships. Strong partnerships at different levels are critical for IFAD, given
the generally weak capacity in its target area (rural and often remote areas) and its
relatively limited level of resources. As the Nigeria CPE concluded, this makes
effective partnerships and cofinancing essential for replication, scaling up and joint
pro-poor policy dialogue.

Partnership with government in general is found to be very good, as it is with civil
society and the NGO community. But as the Nigeria and Indonesia CPEs found, it is
important to identify the right partner, and to avoid too many partnerships that
would add to the complexity of implementation. Partnership with the private sector
has been less strong, though there are good examples in India, Indonesia,
Morocco, Viet Nam and Zambia. In Indonesia, IFAD is collaborating with a private
company (Mars) to improve the cocoa grown by the smallholders. Global
agricultural and food companies are increasingly influential players in MICs, where
many commodity supply chains originate. Large numbers of poor smallholders are
involved. For example, there are an estimated 1.5 to 2 million cocoa farms in West
Africa, and more than 4.5 million worldwide.

There are examples of partnerships with IFIs and United Nations organizations
(including the Rome-based agencies), but they are few. In general, there are
opportunities for improving partnership with such organizations at the country
level. In Viet Nam, the CPE notes that no IFAD-supported project has been
cofinanced with the World Bank or the Asian Development (ADB), even though
both have financed several projects in the agriculture sector in the country.
Likewise in China, meetings and cooperation with the ADB and World Bank are rare
and ad hoc and there has been limited cooperation with FAO and other United
Nation agencies. In Brazil, the CPE in 2008 noted that there was no engagement
between IFAD and donors on policy issues or any systematic efforts for exchanging
good practices and knowledge on rural poverty matters.?* The same holds true in
India, even today. Such partnerships are desirable in order to build on each
agency’s comparative advantage, co-finance operations, reduce transaction costs,
avoid duplication of effort, and better coordinate development interventions.

24 A large grant has been funded since the CPE for knowledge management in north-east Brazil.
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Box 3
IFAD’s experience in Sao Tome and Principe

During the period 2003-2012, IFAD, the Government of Sao Tome and Principe, local cooperatives of
cocoa and coffee producers, and the private sector developed key partnerships for sustainable cocoa
and coffee value-chain development. These efforts produced partnerships with four companies: KAOKA
(France), which imports organic cocoa; Cafédirect (UK), which imports Fairtrade certified cocoa;
Hom&Ter/Agrisud International (France), which imports organic pepper; and Malongo (France), which
imports organic coffee. In addition, 5,500 smallholders were involved in the partnerships that resulted in
the export of 700 metric tons (MT), 9 MT of dried coffee beans and 4 MT of pepper in 2011.

Before the project activities began in 2003, about 700 farmers were producing and locally trading only
50 MT tons of cocoa beans. Owing to the partnerships that were developed, nearly 2,200 farmers are
now growing cocoa certified as organic or Fairtrade for the international chocolate industry, and due to
the average increase in annual income, farmers who were living at 25 per cent below the poverty line
are now living at 8 per cent above the poverty line. About 8,000 people have directly or indirectly
benefited from the creation of new jobs. The experience of Sao Tome and Principe demonstrates the
importance of building long-term partnerships with private companies that are willing to work within

ethical frameworks and to provide know- how to and share experiences with organized farmers.

Source: IFAD: Small-scale producers in the development of cocoa value-chain partnerships (2103).
CLE findings

The CLE of IFAD’s efficiency contains a number of relevant findings.?> A major
conclusion was that IFAD was spreading itself too thin and that greater selectivity -
thematic, country and strategic - was required. It noted that the number of
countries with active IFAD programmes had expanded from 90 to 118 between the
Seventh and Eighth Replenishments, and that 30 countries - 80 per cent of them
were MICs - had three year allocations (2010-2012) of US$5 million or less:
"maintaining meaningful lending relationships with these countries has implications
for IFAD's institutional efficiency".?® Strategic partnerships, rather than IFAD stand-
alone operations, might be a better option in countries with very small PBAS
allocations.

The CLE made two other important points. First, while concluding that current
country allocations "reflect adequate poverty focus", the CLE suggested that higher
cost sharing from MICs would be a reasonable expectation. Second, it noted that
IFAD’s core in-house technical skills are already insufficient to allow adequate
participation on key missions; the high dependence on consultants with negative
effects on in-house learning; the significant workload implications on CPMs arising
out of new initiatives, not all of which are funded (scaling up, policy dialogue,
private sector partnerships); and the cost pressures resulting from the expansion
of IFAD's country presence. Taken together, these reinforce the case for greater
focus and selectivity. IFAD cannot be expected to do more, and to do better, in all
the places it currently works. However, the CLE recognized that greater country
selectivity might be inconsistent with IFAD’s universal mandate.

A CLE on the achievements of IFAD replenishments was finalized in 2014. Key
points from this are, first, that ODA in absolute terms has declined, and that a
further decrease is expected, but that ODA to agriculture shows an increasing
trend. Food security continues to remain a significant concern. Second, the share
flowing through the multilateral system is projected to decline. This has led to
increased efforts to diversify the sources of multilateral funding to include MICs and
the private sector. New sources of funding are emerging and rapidly expanding.
Third, competition for funds and donor earmarking (non-core funding) are on the
increase. The EUR 300 million Spanish Food Security Cofinancing Facility Trust Fund
(Spanish Trust Fund) and the proposed US$500 million loan from KfW are
examples of supplementary funds allocated outside the PBAS, mainly or exclusively
for MICs. This is happening at the same time as OECD projections already indicate

% |FAD’s institutional efficiency and efficiency of IFAD-funded operations (July 2013).
% It is important to note that the PBAS allocations for 2013-2015 have changed: 13 countries (92 per cent of them are
MICs) have allocations of $5 million or less.
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major increases in ODA projected for MICs - probably in the form of soft loans -
and for significant reductions in ODA for the poorest countries where concessional
resources are more important.?’

Portfolio review reports

The five Annual Portfolio Performance Reports (APPR) prepared by IFAD
Management for 2012-2013 provide some interesting insights on MICs. For the
Latin America and the Caribbean Division (LAC), where 96 per cent of the countries
are MICs, a major challenge has been how to meet the increasing demand for
investment resources in the context of a shrinking PBAS allocation (cut from

18 per cent to 12 per cent from 2000 to 2012) and declining ODA more generally.
The Spanish Trust Fund has allowed LAC to respond to this demand in a way that
would not have been possible with replenishment resources alone. Such
"alternative" financing models are essential if IFAD is to be able to engage
effectively with MICs such as those in LAC.

A second challenge has been to deliver the sophisticated knowledge, innovation
and policy work requested by MICs without the necessary staff resources. The
grant portfolio helps to close this gap by financing policy-orientated work from
specialized agencies and think tanks in the region. The 2013 grant budget
approved for the region was reduced by 45 per cent compared with 2012.

The small-island states in the English-speaking Caribbean poses a third challenge
for LAC. As identified in the efficiency evaluation, there are high administrative
costs involved in designing and delivering many small loans to many small states.
LAC is exploring a multi-country programme approach as a possible solution.

The Near East, North Africa and Europe Division (NEN) also has a high proportion
of MICs (89 per cent). Large regional disparities and rural poverty still exist in
these countries, especially in the remote and mountainous areas. According to the
APPR, IFAD is recognized as being willing and able to support programmes in these
difficult areas, and to be able to provide an added value beyond financing: its
specialist knowledge; a focus on the local level; innovative project designs; and the
quality of project supervision. The APPR noted some reluctance among MICs to
continue borrowing IFAD’s traditional financial products. Some countries have
exceeded their foreign debt ceiling or are demanding technical assistance instead
of investment projects. The new reimbursable technical assistance (RTA)
instrument may be attractive for these reasons, even though some MICs are
reluctant to pay for technical assistance in general.

Most of the poor in Asia and the Pacific now live in MICs. These comprise

83 per cent of the countries covered by the Asia and Pacific Division (APR). This is
leading to a demand for a new range of support and services from IFAD, in addition
to traditional low interest loan financing. For example, China and Indonesia have
expressed interest in IFAD playing a lead role as a knowledge broker on rural
poverty reduction options and models as well as enhance its efforts in South-South
and triangular cooperation. Declining ODA to the rural sector also means that the
mobilization of cofinancing continues to be a challenge. This is forcing APR to look
at mobilizing cofinancing from non-traditional resources, notably the private sector.

Government cofinancing is also a challenge in the area of the West and Central
Africa Division (WCA), although in this case it is the predominance of LICs that is
the issue. With less than half of the countries classified as MIC (mostly LMIC), and
the highest concentration of fragile states in IFAD, mobilizing adequate counterpart
funds during implementation is a challenge and impacts negatively on
performance.

The East and Southern Africa Division (ESA) similarly has a minority of MICs
(41 per cent). As in 2012, the 2013 APPR found that projects in MICs had lower
average PSR scores than those in LICs. Results and impact achieved in MICs have

27 http://ww.oecd.org/newsroom/aidtopoorcountriesslipsfurtherasgovernmentstightenbudgets.htm.
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been "limited". For ESA, this underlines the particular challenges, and different
needs, of MICs with respect to implementing "classic" IFAD project designs. One
reason may the disconnect between the focus on MIC governments on large
agroenterprises, and IFAD’s focus on smallholder agriculture and poverty reduction.
According to the APPR, those MICs with access to alternative funding "feel that the
non-financial costs and rigidities associated with project lending outweigh the
benefits associated with IFAD involvement." Technical assistance to support
government policies that effectively empower marginalized groups and improve
their access to productive assets may be a better niche for IFAD in some MICs.

Key points

e MICs are a large and diverse group. The evaluation findings reported in this chapter
are not therefore specific to all countries classified as MICs.

e IFAD remains highly relevant in MICs. IFAD programmes have made significant
positive contributions.

e There is no evidence from the project data that IFAD-supported projects perform
better in MICs than in LICs, possibly because IFAD-supported projects in MICs tend to
be located in poorer, remote and more difficult regions, where context is similar to
that found in LICs, and in some cases, to fragile states.

o IFAD will need to adapt and improve in order to maintain its relevance and niche in
MICs. Programmes need to be more strategic and poverty targeting needs to be
clearer.

¢ Non-lending activities - knowledge management, policy dialogue and partnerships -
are particularly important in MICs. These have been the weakest area of IFAD’s
support, but show signs of improvement since 2011. Many MICs also would like to
see IFAD enhance its role in South-South cooperation and triangular cooperation.

Wider evaluation findings and lessons

This section draws on this wider debate on MICs including, two non-IFAD
evaluations that have specifically addressed ODA to MICs (from the World Bank and
IDB). It addresses two questions:

(a) What is the case for continuing development assistance to MICs?
(b) How does development assistance to MICs need to change?

There is a respectable argument that MIC status should not be used to guide the
allocation or implementation of development assistance. "Middle income" is a
statistical line. The middle-income threshold has stayed broadly the same in real
terms for the past 40 years; is based on market exchange rates rather than
relative purchasing power (unlike the US$1.25/day threshold); and as an average
per capita figure takes no account of the distribution of income, other dimensions
of poverty, or the national/international resources available for tackling poverty.?® It
also takes no account of governance, the policy and institutional context, and the
likelihood that external resources will be well used to reduce poverty. And as
previously mentioned, MICs are a very heterogeneous group of countries.

While all these points are valid, the fact remains that average per capita income
has to be one factor that is considered in the lending term and, as such, the
allocation of ODA. The LIC/LMIC/UMIC classification is widely used and there are
general and meaningful differences between MICs and LICs, and between LMICs
and UMICs. Alternative classifications and criteria may well be required, but
MIC/LMIC/UMIC are valid groupings that will continue to be used. This does not
necessarily mean that the GNI thresholds should, by themselves, be used to
determine the scale and nature of development assistance, nor that MICs should be
treated as a single group.

% |nvestments to End Poverty. Development Initiatives, 2013, p.23.
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The case for continuing development assistance to MICs

There are three main arguments for continuing development assistance to MICs.
The first, and arguably most persuasive, argument is that the MICs are where most
of the poor live, and the poor matter wherever they are. Three quarters of the
poorest people (on less than US$41.25 per day) live in MICs, and that situation will
remain the same. According to one study, there will still be a 50:50 split between
poverty in LICs and MICs in 2020 and 2030.?° Many of those who have escaped
poverty remain relatively poor and vulnerable to shocks. Transitioning to middle-
income status does not mean the end of poverty. However, an important
qualification to this argument is that most of the poor live in a very small number
of MICs. This is therefore more of an argument for continued development
assistance to a select sub-sample of MICs than for all MICs.

The second argument is the persistence of high inequality within MICs. Even in
MICs with relatively small numbers of poor people, inequality is often high.
Significant number of poor people live in rural areas, often correlated with socially
excluded groups and/or remote areas. While overall economic progress has been
strong, progress in sharing prosperity has been mixed. A steady increase in
inequality may eventually choke off growth by causing political instability, distorting
incentives and reducing social mobility.>°

The third argument is the potential for positive and negative global and regional
spillovers from MICs. Knowledge transfer from MICs to LICs — South-South learning
- is one example of a positive spillover. LICs may have much to learn from how
MICs crossed the poverty threshold, and how the higher level of income is being
maintained and enhanced. Development assistance agencies can support and
broker this knowledge transfer. MICs also have the potential to negatively affect
the prospects of LICs, as in the case of greenhouse gas emissions. Climate change
will negatively affect the poorest countries and the poorest people within them.
Targeted development assistance to identify and tackle specific negative spillovers
from MICs could be justified.?!

There are two main arguments for reducing development assistance to MICs. The
first is that development assistance should be focused on LICs and fragile states
where it is most needed. Compared to MICs, LICs are more dependent on ODA,
and the depth of poverty is generally greater. One study estimates that, while MICs
currently contain most of the world’s poor, by 2015, 80 per cent of the poor will be
in fragile, mainly low-income states in Africa.>? MICs have relatively more
resources, and the responsibility to tackle poverty and inequality within their own
countries. In an era of flat or declining ODA, it can therefore be argued that
development assistance should be re-directed from (non-fragile) MICs, and
particularly UMICs, to LICs and fragile states.

This argument is linked to the pursuit of efficiency. Most non-United Nations donors
recognhize the high costs of having a programme in every country, and of spreading
themselves too thinly. If it makes sense to focus development assistance on a
subset of countries, relative need should be an important criterion.

The second and related argument is that MICs have the resources to tackle poverty
and inequality themselves. Many are successfully doing so. MICs have more
domestic resources, and more access to other international resources than LICs.

The counter-argument is that some MICs cannot, or will not, make sufficient
progress towards eradicating poverty and addressing inequality themselves. Some
countries do not have the potential to end poverty through retributive taxation.
Those that do have a large enough tax base may not be targeting poor and
vulnerable groups, may face real governance problems, or may lack capacity in

* sumner, A. (2012).

% world Bank Group Strategy (October 2013).

% Kanbur, R. The Role of the World bank in MICs (2010).
%2 Kharas, K. and Rogerson, A. (2012).
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poor provinces/states. Nor is middle-income status necessarily permanent.
Between 1978 and 2003, 25 countries fell back from middle-income to low-income
status.?? And as already mentioned, a number of MICs are either fragile states or
have fragile and conflict-affected regions. Middle-income status, fragility, conflict
and poverty overlap in many places.

Whatever the merits of the arguments for continuing development assistance to
MICs, and particularly the LMICs with large numbers of poor people, the reality is
that there is pressure to reduce ODA to MICs, and especially to UMICs. To the
extent that development assistance continues, concessionality is also likely to
decline. Assistance will increasingly be in the form of loans at near-market rates as
has been shown by the extent of lending by IBRD, and the lending facilities of the
IDB, ADB and AfDB, all of which use market-sourced funds to provide
concessionary financing (at a similar level to IFAD’s ordinary terms) to UMICs that
have graduated from replenishment-sourced "funds". Access to grants from
bilateral donors is likely to decrease.

How does development assistance to MICs need to change?

On the assumption that there is a good case for some continuing development to
some MICs, and particularly to those LMICs with large pockets of poverty, the next
question is whether and how assistance needs to change.

There is some concern among IFIs that as more countries graduate to middle-
income status and gain access to international capital markets, the demand for
their loans and services will decline. This was a particular concern in the World
Bank prior to the global financial crisis in 2008. The World Bank recognized that the
environment in MICs had changed significantly: institutional capacity was
strengthening; the role of the private sector was increasing; and alternative
sources of development finance and knowledge were expanding. New lending to
MICs from the World Bank represented a small and declining share of national
investment, and repayments on existing World Bank loans exceeded new
disbursements by a large margin in the previous decade.?*

An Independent Evaluation Group (IEG) evaluation of World Bank support in MICs
was completed in 2007. This concluded that World Bank support in fostering
growth and reducing poverty had been appreciated by MICs, and that the World
Bank had made a contribution to the considerable progress in these areas. Less
progress had been made in important issues beyond the growth agenda: rising
inequality, corruption and environmental challenges. The World Bank had not been
as agile as it could have been, nor kept pace with the speed at which MIC client
needs and demands had been changing. The evaluation recommended more
attention to arrangements for knowledge transfer across countries; quicker
adaptation of World Bank services and areas of focus to meet MICs evolving needs;
and an expansion in the choice of services it offers. These could include new
financial products for subnational challenges and new arrangements for fee-for-
service technical expertise.>®

Strategic concern about the role of the World Bank in relation to MICs is now less
acute. A major reason for this was the financial crisis, which brought many
countries back to the IBRD and IMF out of necessity. Financial year 2010 was the
largest IBRD lending year ever. The poverty case for continued involvement in MICs
such as India, with its large number of extremely poor, has also been widely
accepted. Simple categorizations such as LIC, LMIC and UMIC have been replaced
with a more nuanced view that reflects the heterogeneity of MICs and the need for
tailored solutions. The World Bank continues to have a substantial lending
programme in several MICs. In others, World Bank lending is decreasing or has
ceased, and/or demand for knowledge and advisory services is increasing.

% BOND. Do middle-income countries need aid? (2013).
% |EG World Bank Development Results in MICs (2007).
% |EG World Bank Development Results in MICs (2007).
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Another reason for the reduced concern has been the expansion in reimbursable
advisory services, which have expanded far faster than envisaged. Forty countries
have reimbursed the World Bank in part or in full for knowledge and advisory
services. The World Bank has a unique breadth and depth of knowledge that is
globally recognized, as is its potential role as knowledge broker between MICs and
LICs.

The World Bank has also introduced more differentiation in the terms and
conditions of its loans since 2007 in order to make them more attractive. Single
Borrower Limits — such as the one for India - have been relaxed. The aim is to
provide more customized development solutions that are flexible and responsive to
MIC needs.

While the MIC issue has faded somewhat within the World Bank, it has not gone
away. This is reflected in the new World Bank Strategy, which introduces a new
goal of particular relevance to MICs: promoting shared prosperity. This aims to
foster income growth of the bottom 40 per cent in every country, thereby seeking
to maintain World Bank relevance in countries with a relatively small number of
people living on less than US$1.25 per day.

Nor has the financial challenge presented by the long-term decline in IBRD lending
necessarily gone away. In 2012, for the first time ever, IDA lending exceeded IBRD
lending. A major cost-cutting exercise is in progress. The jury is still out on
whether the shift to "global practices" will be equal to the challenge of providing
MICs with staff who have the skills and experience required. These countries need
rapid access to the highest quality staff. While reimbursable advisory services has
been a success, it is concentrated in a few regions and is heavily dependent on
third-party grant funding with an uncertain future (e.g. from the European Union).

A recent evaluation by IDB of its engagement with higher MICs presents a
consistent picture with the earlier World Bank evaluation. These countries account
for most of IDB’s lending portfolio. The evaluation concluded that IDB remained a
valued and trusted development partner in most of the case study countries, and
that it remained financially competitive, especially during the financial crisis.
However, UMICs wanted greater agility and speed from IDB (e.g. speed of project
preparation); a review of the role and content of country strategies; clearer
engagement with the private sector; and some expansion in the financial products
offered. Better accessibility to IDB’s knowledge products, and more direct
engagement with subnational entities, was also required. Fee-based services had
potential, but would need to be agile and efficient if they were to meet UMIC
needs.

Discussions with IDB staff confirmed the need for lending products that were
relevant, flexible and competitive in terms of price and service. Clients wanted
maximum speed and minimum transaction costs. Some reservations about the
potential for rapidly expanding fees-for-services were expressed. This is a new
policy at the IDB. While the demand for knowledge and technical assistance was
recognized, meeting that demand was likely to be challenging. Finally, some
caution was expressed about the extent to which there were parallels between the
experiences of large IFIs, such as the IDB and World Bank, and small, specialized
agencies such as IFAD.

Box 4
The age of choice

"Traditional donors need to recognise that, in the age of choice, countries are likely to have more
options when it comes to sources of development assistance. Ensuring assistance supports country
ownership and is well aligned will be critical in ensuring that traditional assistance is still in demand.
Donors may also need to be clearer on their own "niche" in relation to other kinds of providers. They
need to improve the speed of disbursement, which has emerged as a key government priority."

Source: ODI Working Paper 364 (2013).
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The most important message of this section is that development agencies need to
recognize that the aid landscape has fundamentally changed. MICs now have more
choice, and traditional donors (multilateral and bilateral) are now in a more
competitive market for their funds and services. ODA has become a relatively less
important source of investment finance for MICs, particularly for UMICs. There are
now alternative sources of finance, and alternative providers of knowledge.
Developing countries welcome the greater choice available, not least because it
allows them to prioritize between alternative sources in relation to the terms and
conditions. Greater choice allows developing countries to prioritize ownership,
alignment with national priorities and speed. It also allows them to be more
selective about who they want to work with, and what loan and knowledge
products they want. Even grants may be rejected if there are conditions and
safeguards attached, or if the approval process takes too long. Development
agencies need to adapt their products and approach if they are to remain relevant
to MICs. This is as true for IFAD as it is for the larger IFIs.

Key points

e The use of MIC as a single category for all practical purposes is not useful for IFAD.
There is broad agreement that MICs are different and diverse, and an important
group.

e The wider literature contains respectable arguments for and against continued
development assistance to MICs. On balance there is a strong poverty case for
continued support.

e ODA plays an increasingly minor role compared to other capital sources. ODA
(especially grants) to MICs (particularly UMICs) from bilateral donors is likely to
shrink.

e There is some concern among IFIs about the change in nature of the demand for
loans and services from MICs. Products and services are being adapted in response.

e Development agencies need to recognize that the aid landscape has fundamentally
changed. MICs now have more choice, and are able to be more discriminating. The
private sector is an increasingly important actor.

Assessment of IFAD’s strategy and approach in MICs

This section assesses IFAD’s strategy and approach in MICs in four areas:
relevance, business model, financial products and services, and non-financial
products and services. It draws on a review of recent COSOPs; interviews with
IFAD country and regional staff; interviews with selected members of IFAD
Executive Board; and five country visits (Argentina, Brazil, China, Tunisia and
India) undertaken specifically in the context of the preparation of this synthesis
report.

Reference has already been made to the paper on IFAD’s Engagement in MICs
approved by the Executive Board in May 2011. IFAD does not have a single policy
or approach for MICs. Rather, the 2011 strategy paper recommended that IFAD
customize its approach to each country’s specific situation, and to make some
enhancements to IFAD’s financial and knowledge products in order to make them
more attractive to MICs. An approach to graduation was also to be elaborated.

Progress has been made since 2011 and IFAD is an organization on the move. For
example, new financial sources and products are being explored, including
additional resource mobilization. Knowledge management is receiving greater
attention, as has the scaling up agenda. More IFAD country offices are being
established to enhance development effectiveness on the ground. There are some
good examples of South-South cooperation, which can nevertheless be further
intensified and systematized.
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Relevance

IFAD’s relevance in MICs was covered in the review of CPE findings in section IV
above. This found that IFAD remains highly relevant for MICs of all types, with the
possible exception of highly urbanized countries such as Jordan where there is
limited potential for rural poverty alleviation via agricultural interventions. The
findings from the interviews and country visits reinforce these evaluation findings.

IFAD’s focus on poor and vulnerable farmers in less advantaged, remote and/or
challenging areas is highly relevant in MICs and is much appreciated by all the
countries visited. Many of these have rural poverty. In large countries, IFAD’s
overall development contribution might be considered as relatively marginal.
However, in its niche area IFAD is seen as a crucial partner, not least because these
are areas that larger financing institutions are unwilling or unable to enter. It has
demonstrated models and innovations to help poor and marginalized groups in
these areas. Its work on women’s development, tribal development and
microfinance has been very important. In Brazil, its clear targeting helps prevent
the political diversion of resources, something that is said to happen with other IFI
projects. In Argentina, IFAD provided a window of opportunity for Government to
engage and experiment with approaches that were later scaled up with funds from
other sources. Its other significant value added was capacity-building at
subnational and national levels. More generally, IFAD is seen as a leader in
incorporating a participatory approach in its projects and has had considerable
success in working with community-based organizations.

The overall approach proposed in the 2011 MICs strategy of tailoring IFAD's
interventions to the specific needs of each MIC - rather than have the same
package for all countries in the income group (LMIC or UMIC) - is the right one.
This is borne out by the CPEs and COSOPs reviewed. IFAD programmes show
considerable country-specific variation, even though more can be achieved in terms
of customization of approaches and activities funded.

While MIC views of IFAD's relevance are generally very positive, it can be
questioned whether IFAD is evolving enough to the different agricultural and rural
development issues in transforming and urbanized countries (see para. 18 above).
For example, issues of food quality and safety require more sophisticated
agricultural development projects; rapid urbanization is a driver of rural change
and agricultural development; and the private sector has an increased role in
supply chains and in rural-urban markets more generally, but is a relatively new
partner for IFAD compared with government.

It can also be questioned whether global allocation of IFAD resources is necessarily
appropriate. A mandate of addressing rural poverty wherever it exists would
suggest a wide dispersion of effort regardless of country income category. However,
a goal of maximizing the total impact on poverty (as implied by the IFAD9 targets)
would suggest that resources should be allocated in line with the distribution of
rural poverty, and in a way that maximizes the likely impact of those resources.
The PBAS does not do this.>® First, the PBAS over-allocates resources to MICs and
MIC regions with relatively small numbers of extremely poor people (tables 13 and
14 below). Although some MICs have large numbers of poor people (as defined by
the international US$1.25 and US$2 per day benchmarks), many such as Jordan
and the Republic of Moldova do not (see annex - appendix V). Twenty-five per cent
of the 2013 PBAS allocation goes to two largely MIC regions - LAC and NEN -
containing 1.7 per cent to 2.3 per cent of the rural people living in extreme poverty
(US$1.25/day) or poverty (US$2/day) respectively.

% It is to be noted that, as agreed with IFAD Governing Bodies, the PBAS is a “performance” based allocation system,
not a “poverty” based allocation system.
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Table 13
Number of poor people by regions*

Number of rural
people in extreme

poverty Number of rural people
<US$1.25/day in poverty
(millions) %  <US$2/day (millions) %
Sub-Saharan Africa 306 30.3 433 24.0
Asia and the Pacific 687 68.0 1325 73.6
Latin America and the 11 1.1 24 1.3
Caribbean
Near East, North Africa and 6 0.6 19 1.0
Europe
World 1010 100 1801 100

Source: Rural Poverty Report (IFAD, 2011).

* Note that the regions used in table 13 and 14 are different. Table 13 uses geographical regions. Table
14 uses IFAD regions. The difference is not judged to invalidate the comparison.

Table 14
IFAD PBAS allocation by region*

No. of PBAS 2013- PBAS 2013-

countries 2015 2015
All % with PBAS allocation allocation

Region LICs LMICs UMICs MICs Total MICs allocation (US$ million) (%)
LAC 1 7 18 25 26 96.15% 19 300.7 11.44%
NEN 3 11 14 25 28 89.29% 19 3445 13.11%
APR 5 15 9 24 29 82.76% 20 842.8 32.07%
ESA 13 3 6 9 22  40.91% 18 597.9 22.75%
WCA 12 9 1 10 22 45.45% 22 542.0 20.63%

Source: IFAD (2013).

* Note that the regions used in table 13 and 14 are different. Table 13 uses geographical regions. Table
14 uses IFAD regions. The difference is not judged to invalidate the comparison.

Second, by spreading IFAD’s loans, grants and staff over 97 countries, many
countries (especially MICs) end up with very limited resources. The financial
resources on offer may be too little to make a significant difference — or even to be
of interest — and the country presence will either be non-existent or very limited.
As the efficiency evaluation pointed out, greater country selectivity would ensure
that IFAD was able to deploy a minimum "critical mass" of resources wherever it
worked. This is not the case at present. The difficulty with this is that IFAD is a
global organization with a mandate to lend to all Member States.

This is related to the issue of graduation. Countries self-graduate by opting not to
borrow or not to renew their membership. Subject to the PBAS and grant allocation
rules, replenishment resources are available to all List B and C members regardless
of their income level. This is different to World Bank IDA, where replenishment
resources are only available to a sub-set of IDA qualifying countries (currently
those with GNI per capita up to US$1,205).

Business model

The CPEs reviewed found positive impacts from an IFAD country presence, as did
the country visits for this synthesis. IFAD’s focal point in Tunis facilitates good
communication between the Government and IFAD headquarters. In Brazil, the
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country office provides valuable support, facilitating links between projects and
Government. The country office was also appreciated in India but, as concluded in
the CPE, needs to be reinforced if it is to be properly effective.®” Project design
should make greater use of local knowledge, institutions and research, and entail
greater interaction with state and local governments. However, as mentioned
earlier, there are merits in promoting greater outposting of CPMs where IFAD
country offices have been established, such as in the case of Nigeria, Viet Nam and
Zambia.

A comparison of 11 COSOPs prepared before and after the 2011 Board paper on
MICs found few evident changes, except in China and more widely in respect of
non-lending activities and climate change. There is broad support for COSOPs as a
useful framework for discussing and providing a framework for IFAD interventions.
In India it was felt that it would be helpful if the COSOP could be aligned with the
five-year planning exercise, but otherwise there were few criticisms.

The role of supervision and implementation support missions, and the quality of
projects in general, is appreciated by countries visited. The process intensity that
leads to this quality needs to be maintained. As frequently observed in CPEs,
IFAD’s strengths are its flexible procedures (which lowers transaction costs) and its
clear targeting (which ring-fences resources). The continuity and flexibility of IFAD
staff was praised in Brazil and Argentina. In Tunisia, while the use of country
systems for local procurement was appreciated, IFAD’s use of project
implementation units was viewed less favourably.*® IFAD needs to work for greater
convergence with government programmes in India.

Financial products and services

Country visits and interviews raise two related but distinct issues: the scale of
funding available to MICs, and the terms and conditions of that funding. As
particularly observed in the LAC Portfolio Review, the demand for IFAD loan and
grant resources from MICs greatly exceeds the available supply from replenishment
resources. The additional resources provided by the Spanish Trust Fund has been
invaluable in this regard. The proposed loan from KfW is viewed similarly.

All the MICs visited wanted a higher level of funding than is allowed by the current
Replenishment-driven financing levels. The quality of IFAD loans is appreciated,
and can be very effective if used strategically, but quantity still matters. In Tunisia,
IFAD lending is seen as small compared to the urgent needs. In order to
supplement its resources, IFAD will need to actively explore cofinancing with the
private sector and other non-traditional funding partners, and/or secure further
loans from public sources for on-lending to MICs. Indeed, efforts to mobilize
alternative resources are ongoing and receiving attention by Management.

Unsurprisingly, there is a continued high demand for grant funding, but an
appreciation that this needs to be better integrated in the country programme. A
number of CPEs have made the same comment. Unfortunately, grant funds are
likely to be increasingly limited.

The financial terms of IFAD loans are not seen as an issue — apart from in Tunisia
where a longer grace period was mentioned - and are broadly competitive with
other IFIs (see appendix VI). IFAD loans complement other national and
international resources. A humber of changes have also been made following the
2011 Executive Board paper on engagement with MICs. For example, the General
Conditions have been amended to facilitate lending in currencies other than SDR.*°
There was some mention of the need for "other financial instruments" - such as
direct lending to the private sector or subnational public entities — but no specific

%7 A host country agreement between IFAD and the Government of India, which will facilitate the outposting of the India
CPM, has recently been signed.

* This is an ongoing debate. Project management will be the learning theme in the 2014 Annual Report of Results and
Impact of IFAD Operations.

* Single currency loans are under consideration for at least one country.
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demand or proposals were identified during discussions. This does not appear to be
a priority issue, not least because of the constrained supply of funds for existing
instruments.

The non-financial terms and conditions of IFAD loans may be an area where
improvements could be made. As mentioned earlier, MICs are increasingly sensitive
to the conditions and speed of loans. Tunisia commented that IFAD needed to
continue to shorten the time from project request to implementation, and to speed
up the release of funds. In India, the project approval process is regarded as too
long-winded. Funding delays are said to be compounded by IFAD’s complex
accounting and, contrary to the view in some other countries, procurement
procedures are viewed as too rigid and time-consuming.

Non-financial products and services

MICs, and particularly UMICs, represent a different context for IFAD. There is
increasing demand for IFAD knowledge products and services (including South-
South and triangular cooperation) as well as, and increasingly instead of, finance.*°
This has been observed by other IFIs as well.

IFAD’s knowledge of agriculture is widely respected. It is a recognized, if not highly
visible, leader in demonstrating new models and approaches to help poor and
marginalized people in difficult geographical locations. It also has the global reach
to mobilize the required expertise.

While there is a demand for IFAD knowledge, and a supply of IFAD knowledge
(albeit often fragmented and tacit), the challenge for IFAD is how to join these in
an effective and affordable way. Knowledge management has not been one of
IFAD’s strengths in the past, although as mentioned, performance is improving.

MICs present an especially acute challenge for IFAD for two reasons. First, MICs
are increasingly knowledgeable in their own right. Any knowledge or technical
assistance provided by IFAD has to be clearly superior to that available nationally,
as well as timely. This is recognized as a challenge by the World Bank, whose depth
and breadth of knowledge resources is unparalleled. Second, most IFAD knowledge
has tended to be provided via the lending programme or via grants. As more and
more MICs request IFAD services in addition to lending programmes, and as grant
resources become even more scarce for MICs, IFAD will need to find new ways of
delivering knowledge, and being paid for it. RTA provides one potential model. The
first RTA projects are due to start in Algeria and Mauritius, and there are plans to
expand these. Similar services have been a qualified success in the World Bank,
but the jury is still out on whether these present a sustainable long-term model.
Such services require spare capacity in highly qualified and experienced staff, and a
source of third-party grant funding where countries or regions are interested in RTA
but lack the resources to pay for it. This may be the case in LMICs or in poorer
regions within MICs.

South-South learning has recognized potential. Knowledge gained in MICs (and in
divisions with a high percentage of MICs such as NEN and LAC) could be of great
value to other developing countries including LICs, and MICs could benefit much
more than they have done from IFAD’s global knowledge and experience (e.g. on
rural microfinance). There is largely unrealized potential in making such global and
regional knowledge available, although good examples exist (e.g. with EMBRAPA in
Brazil). But as with knowledge services more generally, the challenge will be to find
the necessary staff and resources, and to realize the potential in a way that has not
happened previously. Increased cooperation across the Rome-based agencies
needs to be explored more actively.

“% This is not the case in LAC where there is still a strong demand for finance.
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Box 5
IFAD as a knowledge organization

"The assessment team sees the Fund emerging as a "knowledge organization"... The Fund
itself as more than an innovator. | t bears the responsibility, al
|l eading repository of information on rur al dev

challenging, complex activity. This will require a major change in the corporate culture of the Fund,
[and] a significant increase in human and financial resources."

Source: Report of the Rapid External Assessment of IFAD (1994).

Policy dialogue at the country level is another area where IFAD’s track record is
mixed, and where MICs represent an even more demanding context. Historically,
IFAD has influenced official policy less by dialogue than by demonstration. As a
relatively small lender, IFAD’s direct influence on national policy is understandably
limited, especially in large countries. However, the demonstration effect of its
projects has impacted on specific policy areas, and IFAD has been able to "nudge"
central or state level governments to allocate counterpart funds to marginalized
groups and areas. There is also potential for IFAD to work on strengthening the
access of, and links between, poor rural households/communities to existing
national policies and programmes aimed at the poor.

Once again, this is going to become more demanding in MICs. If lending
programmes shrink, so the opportunity for IFAD project-based policy influence will
decline. Policy influence without projects is much harder and might have less
credibility. Some MICs are also increasingly confident and some are more resistant
to any external influence on national policy. And as with knowledge, MICs are
increasingly capable, which means that any policy work that IFAD supports will
have to be of high quality.

MICs are a diverse group but appear to split into three subgroups: (a) those that
still want IFAD loans for projects (often state-level), sometimes more than PBAS
can provide; (b) those that increasingly want IFAD expertise and knowledge;

(c) those that no longer want anything from IFAD. This is the minority at present.
There are several MICs that want a combination of (a) and (b). Unless current
trends are reversed and additional resources mobilized, subgroups (b) and (c) are
likely to increase.

None of the above contradicts the positive findings regarding IFAD’s general
relevance in MICs, its strong reputation in its niche, and the high regard in which
its products and staff are generally held. It does, however, present a challenge.
MICs are a changing and more demanding market. IFAD needs to respond and
adapt accordingly.

Key points

e Country visits and interviews confirm that IFAD remains a relevant and valued
partner in MICs. Its focus on poor and vulnerable farmers in less advantaged, remote
and/or challenging areas is still highly relevant in MICs. Its flexibility and targeting
are appreciated.

e The global context, and IFAD’s MIC clients, are changing fundamentally. IFAD is
adapting, though further change is needed.

e The non-financial terms and conditions of loans could be improved. MICs are
increasingly sensitive to the conditions and speed of loans and grants.

e Improving IFAD non-lending performance is a priority. High knowledge and policy
work in MICs are essential.

e As the CLE on IFAD’s efficiency concluded, spreading IFAD’s resources over so many
countries is not efficient. Greater selectivity and differentiation is needed in order to
achieve the critical mass and quality required.
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Storyline, conclusions and strategic implications

Storyline

IFAD plays and will continue to play a relevant role in the foreseeable future in
supporting MICs to reduce rural poverty, given its global mandate and the
significant number of rural poor people and inequality in such countries. At the
same time, there is increasing demand and interest from MICs for continued
partnership and support from IFAD, also given the Fund’s specialization,
comparative advantage and track record in smallholder agriculture and rural
development.

Taking into account the heterogeneity of MICs and that several MICs are also
fragile states, there are opportunities for IFAD to further sharpen some of its
existing products and instruments to ensure that it can continue to effectively and
efficiently satisfy the diverse requirements of MICs. While loan-funded innovative
projects which can be scaled up by other partners are IFAD’s core business and still
a major priority in many MICs, some other MICs have a greater demand for IFAD's
assistance in non-lending activities - knowledge management, policy dialogue and
partnership building — and South-South and triangular cooperation.

There have been improvements in IFAD’s non-lending activities since 2011, though
more efforts and resource allocations will be required in the future in these areas.
Moreover, the Fund is increasingly recognizing that partnership with the private
sector is key, as the private sector fulfils a central role in smallholder agriculture,
especially in MICs. Cooperation with the Rome-based agencies and bilateral and
multilateral development organizations is also important in MICs, inter-alia, as they
have financial resources and complementary expertise that can be leveraged.

At the same time, there are concerns among some traditional donors about
channelling resources mobilized by IFAD through replenishment processes to MICs,
especially UMICs. This concern is based on the fact that IFAD has relatively limited
resources, which should largely be used to support LICs and fragile states, given
that MICs are relatively better off and may address their rural poverty concerns
using domestic resources or by accessing alternative sources of funds.

That said, it is important to underline at least two issues that merit reflection in
any debate on the topic in the future. Firstly, there are risks that some MICs,
especially LMICs that are affected by conflict or fragility or are dependent on one
major resource, could become worse off and cross the border into the LICs
category if their development challenges are not adequately addressed over a
sustained period of time. Secondly, while replenishment processes make a
significant contribution to IFAD’s resource base, reflows of loans to and increasing
replenishment contributions by MICs also have a prominent role in ensuring the
organization’s financial sustainability.

Notwithstanding the aforementioned, the reality is that global demand for IFAD's
assistance from all country categories is high, also given that smallholder
agriculture development is central to the efforts of many recipient countries to
promote inclusive growth and better livelihoods. This only further reinforces the
need for IFAD to build on its ongoing efforts in additional resource mobilization
from alternative sources.

Conclusions

MICs are a highly diverse group (see paras 15-16 and 19-24).*! Over 100
countries with GNI per capita of US$1,036 to US$12,615 are classified as MICs.
They range in size from China, Brazil and India to Antigua and Lesotho. The group
includes a number of countries with democratic governments, but also some with
less stable politicial and institutional environments as well as some countries with

! References to paragraphs in this section guides the reader to specific sections in the main findings in order to
illustrate the evidence trail of the evalution synthesis report.
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fragile and conflict affected areas. It also includes a number of resource-rich
countries that are classified as MICs, since their GNI per capita is marginally above
the US$1,036 mark. In the latter type of MICs, the extent of rural poverty, and the
institutional and policy context, are not very different from many LICs.

156. A key fact is that most of the poor people now live in MICs. For instance,
74 per cent (around 900 million) people live on less than US$1.25 per day in MICs.
This figure increases to around 80 per cent (around 1.8 billion) when considering
people who live on less than US$2 per day. Around 65 per cent of the world’s poor
live in just five MICs: China, India, Indonesia, Pakistan and Nigeria.*?

157. GNI per capita should not be used as the single criteria for determining
IFAD’s engagement (paras 13-14, 18, 101 and 147). The diversity within MICs
as a group makes generalization difficult and poses challenges to IFAD’s overall
approach and strategy. It is therefore not appropriate to consider all MICs as a
single group, and it is worth reflecting if GNI per capita alone should be used as the
main basis for determining the nature of development activities to be funded in
MICs. There are other important constraints that MICs face, such as weak
infrastructure in rural areas, wide rural-urban disparity, and limited institutional
capacity at the local level, which are also critical for improving livelihoods and
should therefore be carefully considered in decisions about IFAD’s future
engagement.

158. IFAD’s 2011 strategy for engagement with MICs (paras 55, 119-120, 127 and
148). This strategy underlined the importance for IFAD to tailor its country
strategies to specific contexts. This was and remains the right approach to follow,
given the diversity within MICs. There is no case for a single strategy to guide work
in MICs. However, evaluations reveal there are opportunities for IFAD to better
differentiate among MICs and to further customize its development approach and
assistance. As such, COSOPs can provide the starting point for defining IFAD’s
engagement in MICs, taking into account the specific circumstances and needs of
individual countries.

159. That said, it is useful to underline that MICs are, in general terms, qualitatively
different from LICs and become increasingly more so as GNI increases. On
average, they are less dependent on ODA and more urbanized. The institutional
and policy context is nhormally stronger (though as mentioned above, not
necessarily at the local level where IFAD works), and resources are progressively
less likely to be the main limitation to ending poverty. But as already said, in some
respects MICs, and especially LMICs below the IDA threshold (US$1,205), are not
so different from LICs. Many MICs have significant pockets of rural poverty, weak
capacity at subnational level, and high income inequality. In some countries, such
as resource-dependent MICs in Africa, the poverty challenge in rural areas can be
exacerbated by the concentration of wealth in the oil/mineral sector.

160. MICs are an important part of IFAD’'s work (para 36 and 43). This is because
currently a large number of its recipient Member States are classified as MICs,
where a significant number of poor people live. Naturally, therefore, most of its
projects are in countries classified as MICs and large amount of its funds are
disbursed to MICs. In 2004, 62 per cent of IFAD funds were disbursed to LICs. In
2012, 70 per cent were disbursed to MICs.

161. IFAD’'s mandate is highly relevant in MICs (paras 52-54). The findings of
IFAD-funded project evaluations and CPEs show that IFAD’s mandate remains
highly relevant in MICs. While small compared to other sources of finance overall,
IFAD can be a very significant source of finance for rural smallholder agriculture
development in MICs. Projects have generally been effective and IFAD has
contributed significantly to developing new and successful models for rural poverty
reduction, for example, in microfinance, community participation, building local

2 These countries include 63 per cent of the world’s poor on less than US$1.25/day or 66 per cent on less than
US$2/day.
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capacity, and gender equality and women’s empowerment. The more recent focus
on value chains is appropriate as an effective way of linking the poor to markets,
provided it is carefully designed. IFAD also has much to contribute to MICs in terms
of its global experience and knowledge with rural project design, supervision
processes, and evaluation methods and processes.

There is a good poverty case for IFAD’s continued engagement in MICs
(paras 103-105 and 125-126). In LMICs, there is a significant demand and need for
assistance in IFAD’s core niche. This includes grants and loan-funded projects to
support disadvantaged people in remote rural areas, for instance, for linking them
to markets, enhancing productivity and promoting food security using climate-
smart agriculture, and developing basic infrastructure. IFAD-funded project
activities are essential, also because they help generate the required experience
and lessons to further the Fund’s policy dialogue with Governments and other
national partners as well as knowledge management activities, which are areas of
increasing demand in many MICs.

The need to support UMICs is also important especially to combat inequality, as
well as to ensure their continued engagement in supporting IFAD’s mandate and
resource base. Continued cooperation in UMICs is also important because of the
potential for positive and negative spill overs from MICs to LICs (something which
has led organizations such as the Bill & Melinda Gates Foundation to become
involved in MICs, despite its focus on the poorest countries). The potential for
enhanced South-South learning is one example of a positive spill over.

Project and non-lending performance in MICs (paras 48-49 and 80-89).
Overall, the performance of past IFAD operations, based on independent evaluation
data, has not been better in MICs than in LICs, and is no better in UMICs than in
LMICs. It is however important to make two qualifications: (i) the projects
evaluated by IOE in MICs were designed around a decade ago and would not have
benefitted fully from important reforms introduced in recent years (e.g., wider
country presence, direct supervision, enhanced leadership of CPMs in project
design processes, etc); and (ii) the sample is relatively small and therefore more
data and close monitoring to validate and understand the differences in
performance between UMICs and LMICs is needed.

Non-lending activities - policy dialogue, knowledge management and partnerships
- have been the weakest area of IFAD’s support, but show signs of improvement
after 2011. These activities are particularly important in MICs as they are critical
for scaling up impact by partners (e.g., government, private sector, other donors,
etc.). More resources, systematic attention and incentives will however be needed
to strengthen results in non-lending acitvities in the future. Also, while there are
examples of activities to promote South-South cooperation, this is an area where
additional attention would be welcome by MICs.

Targeting the poor (paras 56-60). Despite an appropriate approach to targeting
the poor, the impact on poverty was moderate or insufficiently evidenced in most
cases. Pathways to poverty reduction need to be even clearer in MICs, particularly
when the poor living on less than US$2 per day are indirect rather than direct
beneficiaries, which may be a necessary strategy. Indirect effects are important in
MICs, particularly in those with large number of rural poor and sizeable
government budgets that can scale-up successful innovations piloted by IFAD-
supported projects.

Country visits confirm the value of and demand for IFAD’s assistance (see
section IV). The five dedicated country visits undertaken indicate that IFAD remains
relevant and valued in MICs, including in UMICs. It has an excellent reputation in
its niche, and a strong brand. However, the economic and institutional changes
broadly associated with rising GNI per capita could risk making IFAD progressively
less relevant particularly in UMICs. In this regard, it is however useful to note that
IFAD is on the move to ensure its continued relevance in MICs, and has started to
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explore new instruments (e.g. RTA) and opportunities for additional funding beyond
replenishment contributions. But, further change is required. Country programmes
could be made more strategic. For example, while lending is and will remain IFAD’s
core business, a closer link between grants, loans and non-lending activities is
required, so that all the support and activities can collectively lead to rural poverty
reduction at a larger scale.

IFAD needs new and additional funding sources and partners for its work
in MICs (paras 68, 92, 110 and 135-136). The amount of resources available to
IFAD are relatively limited to satisfy demand from MICs and other countries. In this
regard, IFAD has in the past few years made good efforts to mobilize additional
funding (e.g., Spanish loan) and other similar efforts are underway (e.g., KfW Bank
financing). Tapping resources from the private sector - as, for example, from the
Tata Trust which has co-financed IFAD-funded projects in India - is also an area of
importance. Given global trends in aid flows and the magnitude of rural poverty, it
is important that IFAD continue its efforts to mobilize additional funding — whether
in the form of co-financing operations, borrowing at the institutional level from
governments or other sources. This will require further strengthening and
expanding IFAD’s capacities and skills in this area.

Efficiency is also a consideration (paras 90-91 and 130). Operating in close to
100 countries has efficiency implications for IFAD, although it is to be recognized
that being a specialized agency of the United Nations, IFAD has a universal
mandate to help poor people in all countries. However, as the CLE on efficiency
concluded, greater thematic and country selectivity would help to improve
institutional efficiency. The number of poor people living in rural areas should be
one further key criteria (see paragraph 159) in determining IFAD’s country
selectivity.

Enhancing partnership with the private sector (para 70 and 78). The MICs
represent a progressively demanding and discriminating market for development
assistance, also because many of them can access a large volume of loan funds
from public and private sources, and a large volume of private sector investment in
smallholder-related agriculture. IFAD needs to expand its engagement with private
companies in the agriculture and food sector, who play an increasing role in MICs,
for example, in agro-processing, input supply, and provision of financial services.
IFAD's experience with smallholders and value chains equips it well for partnerships
aimed at ensuring socially and environmentally responsible commodity supply
chains. Many of these originate in MICs.

Strategic implications
Going forward, there are two views of how IFAD could further adapt to the new
reality of MICs:

o That its current business model can more or less be continued with some
enhancements. In this scenario, IFAD will continue to remain highly relevant
in MICs, and there is good potential for it to work effectively with subnational
entities. Projects can help pilot solutions for the significant amount of rural
poor people that live in MICs. Reflows from MICs are important to the IFAD
financial model. Replenishment resources supplemented by loans from public
sources may be sufficient for some work to continue in most MICs, albeit at a
smaller scale, to address relative poverty and inequality.

o That the current business model is further developed, taking into account that
replenishment funds for work in non-IDA MICs will not be provided to the
same extent, particularly if not clearly targeted at the rural poor who live on
less than US$2 per day. In this scenario, IFAD will need to access or broker
larger amounts of additional funding from public and private sources possibly
work in fewer MICs.
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172. Given the diversity within MICs as a group, both views are arguably valid. In
LMICs, and particularly those countries whose GNI per capita is just above the line
to classify them as MICs, much less needs to change. In fact, in such countries, the
immediate context for IFAD’s work is not so different from than in LICs. In better-
off MICs, and particularly UMICs, more emphasis will be needed on non-lending
activities, technical assistance, and South-South and triangular cooperation, linked
to an adequate lending programme.

173. As is the convention with IOE evaluation synthesis reports, this report does not
make recommendations. However, five priority areas are suggested as a
contribution to the on-going discussion:

. New and substantial funding sources (public and private) are needed to
support IFAD’s work in MICs. Good efforts are on-going in that direction, but
further work will be required in the future.

o Gear up to provide the knowledge, policy and investment
partnership/brokering services that MICs require for scaled-up impact; and
develop the financial model to support these. RTA is one model. It is also
important that COSOPs more clearly ensure that non-lending activities,
technical assistance, and South-South and triangular cooperation are
anchored in the experiences of operations funded by IFAD.

o Development of a more differentiated model of engagement with MICs in
COSOP and project design, which is carefully customized to country context
and demand.

o Expand IFAD's engagement with the private sector, including large private
companies in the agriculture and food sector especially at the country level.

o Adaptation of IFAD's evaluation methods to ensure that it takes into account
crucial issues for its work in MICs identified in this report, such as a
systematic approach to assessing scaling up activities.
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List of countries with country programme evaluations
reviewed

Iizl:loef iountries by IFAD regions and date of country programme evaluations (CPES)

Region CPEs Date
1 China 2013
2 Indonesia 2013
3 Asia and the Pacific Viet Nam 2012
4 India 2010
5 Pakistan 2008
6 Senegal 2013
7  West and Central Africa Ghana 2012
8 Nigeria 2009
9 East and Southern Africa Zambia 2013
10 Argentina 2010
11 Bolivia 2013
5
13 Ecuador 2012
14 Mexico 2006
15 Yemen 2012
16 Moldova 2012
17 Mewfestiemancamd o
18 Egypt 2005
19 Morocco 2008
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Table 2
List of countries with some selected indicators
Income Gender
Member GNI per Gini Gini inequality % of IFAD % of co- % of domestic
States capita Type index coeffi. index financing  financing financing
Senegal 1040 LMIC 40.3 39.2 0.540 47.01 29.23 23.76
Pakistan 1260 LMIC 30.0 30.0 0.567 22.73 17.51 59.75
Yemen 1270 LMIC 37.7 37.7 0.747 3251 40.37 27.11
Zambia 1 350 LMIC 57.5 54.6 0.623 65.51 8.35 26.14
Viet Nam 1400 LMIC 35.6 35.6 0.299 70.46 8.55 20.98
Nigeria 1430 LMIC 48.8 48.8 N.A. 33.08 26.04 40.87
India 1530 LMIC 33.9 33.4 0.610 34.92 15.71 49.37
Ghana 1550 LMIC 42.8 42.8 0.565 33.20 34.20 32.60
Bolivia 2220 LMIC 56.3 56.3 0.474 53.41 20.00 26.59
Moldova 2 250 LMIC 33.0 33.0 0.303 61.65 9.01 29.34
Morocco 2950 LMIC 40.9 40.9 0.444 12.96 21.72 65.32
Egypt 3 000 LMIC 30.8 30.8 0.590 48.48 7.62 43.90
Indonesia 3420 LMIC 38.1 34.0 0.494 49.54 23.17 27.29
Jordan 4720 UMIC 354 354 0.482 37.71 24.29 38.00
Argentina 5170 UMIC 44.5 445 0.380 29.80 20.56 49.64
Ecuador 5200 uMIC 49.3 49.3 0.442 39.60 29.48 30.93
China 5680 UMIC 42.1 42.5 0.213 40.08 4.88 55.04
Mexico 9 600 uMIC 47.2 48.3 0.382 50.49 6.80 42.71
Brazil 11 630 UMIC 54.7 54.7 0.447 35.66 8.87 55.47
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List of countries with COSOPs reviewed

Previous Latest

Year of COSOPs COSOPs
Member GNI per obtaining MIC (Approved (Approved
states Region  Capita status Classification Date) Date)
China APR 5,680 1999 UMIC Dec-05 Sep-11
India APR 1,530 2007 LMIC Dec-05 May-11
Viet Nam APR 1,400 2009 LMIC Sep-08 Apr-12
Laos APR 1,260 2011 LMIC Sep-05 Sep-11
Zambia ESA 1,350 2011 LMIC Apr-04 Sep-11
Honduras LAC 2,070 1998 LMIC Apr-07 Dec-12
Nicaragua LAC 1,650 2005 LMIC Dec-05 Dec-12
Ghana WCA 1,550 2011 LMIC Apr-06 Dec-12
Egypt NEN 3,000 Before 2000 LMIC Apr-06 Sep-12
Bosnia and NEN 4,650 Before 2000 UMIC Sep-05 Dec-13
Herzegovina
Sudan NEN 1,450 2007 LMIC Apr-09 Dec-13
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