Proposed grant to Nepal for the Poverty Alleviation Fund Project – Phase II

Executing agency: Poverty Alleviation Fund

Total project cost: US$113 million

Amount of IFAD grant: SDR … million (equivalent to approximately US$4 million)

Cofinancier(s): International Development Association

Amount of cofinancing: International Development Association US$100 million
Terms of cofinancing: Grant

Contribution of recipient: US$1 million

Contribution of beneficiaries: US$8 million
Recommendation

RESOLVED: that the Fund shall provide a grant to Nepal in various currencies in an amount equivalent to … special drawing rights (SDR …) and upon such terms and conditions as shall be substantially in accordance with the terms and conditions presented herein.

Main Development Opportunity Addressed by the Project:
The Poverty Alleviation Fund was launched as a community-driven development instrument for addressing the interrelated problems of rural poverty and social exclusion. In April 2004, the International Development Association (IDA) provided a grant of US$15 million to finance the Poverty Alleviation Fund Project – Phase I (PAF I). Once the initial organizational phase of the PAF was complete, the implementation pace accelerated rapidly in response to greater than anticipated – and constantly growing – demands from rural communities. Following the peace process and the agreements reached among the political parties, there is a new commitment to address inequality and poverty in the country. (Par 1)

Governance:
The following planned measures are intended to enhance the governance aspects of the IFAD grant: (i) firm commitment by the Government to implement poverty alleviation investments; (ii) firm commitment by the Government and the PAF Board of Governors to continually strengthen PAF performance; (iii) solid organizational structure, scope, and procedures; (iv) a competent team of PAF Board members who are setting high standards of independence and professionalism; (v) a competent and effective Executive Director who has proven experience and a track record working on community-based programmes; (vi) a competent team of experienced and qualified staff in the PAF secretariat who have been exposed to best practices

from similar operations in other countries and elsewhere in Nepal; (vii) an innovative demand-led, community-based approach that is generating a strong positive response from rural communities and local authorities; (viii) well established operational procedures and internal control framework; (ix) a harmonized approach to the country’s system for financial management and procurement; and (x) openness to transparency and enhanced governance and accountability, as mandated by the Right to Information Act 2007. (Par 8)

Target Group and Participation:

Participation by groups that have traditionally been excluded by reasons of gender, ethnicity, caste and location is the core element of the project. The community-driven development approach adopted by the project focuses on building village-level institutions and transferring decision-making responsibilities and resources directly to communities. (Par 11)

Development Objectives:

The project is aligned with the objectives of the IFAD Strategic Framework 2007-2010 as the activities it supports relate to rural, off-farm employment and enterprise development; development of a broader range of financial services in rural areas; and participation in local and national policy processes associated with social inclusion and access to and management of natural resources. (Par 14)

Main Components:

The project has five components: (i) small-scale village and community infrastructure (27 per cent); (ii) income generation projects targeted at the poorest and most excluded groups (31 per cent); (iii) innovations and special programmes (8 per cent); (iv) capacity-building (28 per cent); and (v) administration of PAF II (6 per cent). IFAD support will be targeted at the fourth component – capacity-building – which has the following subcomponents: (i) social mobilization of community groups; (ii) capacity-building for local bodies; (iii) capacity-building of target groups engaged in income-generating activities; (iv) support to rural and community finance; and (v) information, monitoring and evaluation. (Par 17-18)

Benefits and Economic and Financial Justification:

The expected development outcomes are: (i) improvements in access to small-scale social and economic infrastructure and services, as prioritized by the beneficiary communities; (ii) generation of incremental employment at the village level, including both short-term participation in the implementation of subprojects and longer-term jobs resulting from economic activities promoted by the PAF; (iii) increases in incomes of beneficiary households; and (iv) greater participation and a stronger voice for citizens in community decision-making. (Par 25)

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.

Main Risks:

i) The PAF could experience political interference at the national or local level by actors wishing to use it for political gain. This risk is mitigated by the fact that:(a) PAF is managed at the national level by an independent and credible board that includes beneficiary representation; (b) PAF’s operations are governed by project and financial management manuals that provide simple, clear guidelines for all stages of community mobilization and subproject selection and implementation. These manuals are widely disseminated; (c) project design incorporates a strong management information system, and the information it generates will be widely disseminated; and (d) adequate arrangements are in place for both internal and external financial auditing; 

(ii) Civil conflict and disruption could negatively impact PAF operations. The project has been successfully implemented in districts where conflict already has posed a high risk. The critical mitigation measures that support implementation in a conflict context include continued emphasis on equity, participation and inclusion. (Par 30)

Sustainability:

The prospects for sustainability of the subprojects are strengthened through community co-financing (on average 10 per cent) of the costs, community management of resources during implementation and development by the community of specific plans for the operation and maintenance of investments. The PAF enjoys strong borrower commitment. (Par 32)

