Proposed loan to the People’s Republic of China for the Inner Mongolia Autonomous Region Rural Advancement Programme

Executing agency: Department of Agriculture and Livestock in Inner Mongolia Autonomous Region

Total programme cost: US$70.9 million

Amount of IFAD loan: SDR … million (equivalent to approximately US$30.0 million)

Terms of IFAD loan: 40 years, including a grace period of 10 years, with a service charge of 0.75 per cent per annum

Cofinancier(s): Rural Credit Cooperatives (RCCs)

Amount of cofinancing: RCCs: US$5.7 million

Terms of cofinancing: Loan

Contribution of borrower: US$31.1 million

Contribution of beneficiaries: US$4.1 million

Recommendation:
RESOLVED: that the Fund shall make a loan to the People’s Republic of China in various currencies in an amount equivalent to … special drawing rights (SDR …) to mature on or prior to … and to bear a service charge of three fourths of one per cent (0.75 per cent) per annum, and to be upon such terms and conditions as shall be substantially in accordance with the terms and conditions presented herein.

Main Development Opportunity Addressed by the Programme:

The People’s Republic of China has an impressive record of strong, sustained economic growth and is experiencing an unprecedented decline in poverty. However, inequalities have been rising, with rural poverty persisting mainly in disadvantaged areas in the western provinces. So far, area-based government and donor programmes have failed to eradicate the remaining rural poverty, which suggests that new approaches are required. In line with its new country strategic opportunities programme (COSOP), IFAD intends to re-emphasize its catalytic role and to pilot innovative approaches for poverty reduction in selected sectors, such as microfinance and organic farming and marketing. By programme end, innovative modules that have demonstrable and sustainable poverty impact will provide the Government and other donors with the means for further scaling up. (Par 1)

Target Group and Participation:
The programme’s targeting approach complies fully with IFAD’s policy on targeting in that it targets the absolute poor and low-income households and places particular emphasis on women-headed households. Many of these households live below the poverty line. Farmers and poor women heads of household have low skills levels and limited access to financial resources. Labour resources are scarce and the productivity of economic activities is low. The programme has the potential to reach an estimated 125,000 households residing in 722 villages in nine counties, equivalent to 68 per cent of the total population in the targeted villages. The annual participatory village planning exercise will assess the actual number of beneficiaries. (Par 9)

Development Objectives:

The programme aims to reduce the incidence of poverty in the target villages in a sustainable and gender-equitable way by establishing enhanced access to information, technology, rural financial services and markets. Poor women and men will have improved their social and economic situation in a sustainable manner, with incomes exceeding the poverty line at all times; innovations will have demonstrated their potential for poverty reduction; and successful modules will be scaled up. (Par 12)

IFAD policy and strategy alignment:
The programme complies with the strategic objectives of IFAD's strategic framework 2007–2010 in that it promotes access by the poor to improved agricultural technology and transparent and competitive markets. The programme furthers the COSOP thrusts by focusing on innovations and access to information and knowledge, remunerative and quality premium markets, technology and services, including financial services. (Par 14)

Main components: 
The programme has four components: (i) production and market access, including agricultural and livestock development, organic farming, extension and market access support services; (ii) strategic support to women through the formation of village-based women’s microcredit groups and township-based women’s associations in support of economic activities; (iii) rural financial services through microfinance development, strengthening and scaling up the institutional efficiency of rural credit cooperatives (RCCs), and through mainstreaming successful microcredit schemes; and (iv) programme management, participation and village development fund. (Par 17)
Benefits and Economic and Financial Justification: 
The programme is expected to substantially increase incomes for poor households as a result of direct investments in agriculture and livestock production facilities, technical support services and capacity-building for farmers, improved market linkages and improved access to credit. Food safety will be improved by strengthening certification modalities and internal control mechanisms. Women will benefit from capacity-building opportunities, better access to assets for economic activities and an enhanced role in community activities. The programme will strengthen outreach by existing financial institutions to the poor while assisting new grass-roots MFIs in their graduation to formal institutions. Other institutional benefits include support to decentralized development models, which entails a facility for priority investments based on community demand. (Par 24)
Scaling-up approach:

The modular approach remains the key approach to scaling up. A module provides the flexibility to test and adjust a set of activities to local conditions and needs. All modules include an innovative poverty reduction element, which will be attractive for scaling up by the Government and other donors. (Par 28)
Main Risks:
Possible risks to the successful implementation of a decentralized approach include the common tendency to favour return to a top-down approach. This risk is addressed by establishing village implementation groups. The potential threat of overuse of water is addressed by promoting water-saving technologies and greenhouse-based production that increase water use efficiency as compared to open land cultivation. (Par 29)

Sustainability:

Strong support for the programme by the Government will enhance country ownership. Strengthening the capacity of grass-roots institutions and their support services remains a very effective means of ensuring sustainability. The targeted communities will have a high level of ownership of activities thanks to participatory planning and management processes. Demand for greenhouse, organic and other products is strong and increasing, with production already profitable at current prices. All activities are designed to be environmentally sustainable. The technical envoy and other support services will be partially self-remunerated through performance-based profit-sharing mechanisms, while the Government will ensure additional funding. The support to rural banks will contribute to their long-term institutional sustainability. (Par 31)

