Summary of IFAD EB 2007/92/R.34 - Proposed loan to the Republic of Peru for the Project for Strengthening Assets, Markets and Rural Development Policies in the Northern Highlands (Sierra Norte)

Initiating institution: IFAD

Borrower: Republic of Peru

Executing agency: Ministry of Agriculture

Total project cost: US$21.9 million

Amount of IFAD loan: SDR … million (equivalent to approximately US$14.4 million)

Terms of IFAD loan: 18 years, including a grace period of 3 years, with an interest rate equal to the reference interest rate per annum as determined by the Fund annually

Recommendation:
The Fund shall make a loan to the Republic of Peru in various currencies in an amount equivalent to … special drawing rights (SDR …) to mature on or prior to … and to bear an interest rate equal to the reference interest rate per annum as determined by the Fund annually, and to be upon such terms and conditions as shall be substantially in accordance with the terms and conditions presented herein. (par. 35)

Main development opportunity addressed by the project:
The main issues addressed by the project include: (i) persistent poverty in the highlands of Peru; (ii) increased deterioration of natural resources; (iii) limited access to financial and non-financial services markets; (iv) exclusion based on lack of full citizenship rights; and (v) limited capacity to harmonize and implement concerted investments. (par. 1)

Proposed financing:
Governance

The following measures are planned to enhance the governance aspects of the IFAD loan: (i) use of private auditing firms and full adherence to IFAD’s guidelines for audit reporting; (ii) support to capacity-building of the project implementation unit in financial management and procurement, in conjunction with other donors; and  (iii) use of a competitive and transparent awards system for the allocation of resources through the use of local resource allocation committees. (par. 8)

Target group and participation:
Target group

The project’s target group has been determined using both poverty lines and “unmet basic needs” approaches, based on the Government’s poverty targeting mechanism. The estimated beneficiaries are 20,000 poor or extremely poor families, based on living standards measurement surveys, whose income is less than US$1,040 per capita and who inhabit districts having a Human Development Index of less than 0.6. (par. 9)

Targeting approach

Project design incorporates geographic targeting, complying with IFAD’s targeting approach. The project will use self-targeting mechanisms based on demand-driven implementation modalities. The mechanisms will be supported by: (i) appropriate funding levels; (ii) simple, appropriate instruments for subproject formulation by the poor; (iii) provision of technical assistance based on the potential of beneficiary groups; and (iv) support in valuing assets and assistance to the most vulnerable in fulfilling project requirements for receiving assistance. (par. 10)
Development objectives:
IFAD policy and strategy alignment

The project is consistent with IFAD’s country strategic opportunities paper, which proposed: (i) enhancing small-scale farmers’ assets; (ii) supporting development of financial and non-financial services markets; (iii) contributing to development of rural-urban linkages; and (iv) strengthening regional and local development. The project is fully aligned with the IFAD Strategic Framework 2007-2010. (par. 14)
Harmonization with development partners:
In addition to leveraging additional funding by the NGO Action Aid, this IFAD intervention will be harmonized with the World Bank’s ALIADOS Project and with the Inter-American Development Bank’s Program of Support Services to Gain Access to Rural Markets under the framework of rural development policies. (par. 16)
Management, implementation responsibilities and partnerships

The main implementing partners will be the agencies of the Ministry of Agriculture and the agrarian agencies established at the level of the four regional governments of the project area. Other implementing partners include supervised banking entities such as savings and loans organizations. Action Aid will be an important partner, contributing towards implementation of an integrated development intervention in two of the poorest districts in the country. The Regional Government of Lambayeque will cofinance activities in these districts. (par. 19)
Benefits and economic and financial justification:
The project will benefit rural poor households by: increasing the value of their physical assets; improving production, marketing and management of on- and offfarm enterprises through the contracting of technical assistance; and reducing livelihood risks through savings mobilization and microinsurance. (par. 24)
Economic and financial viability:
A series of enterprise models for investments were developed and a cost-benefit analysis conducted. The financial results show incremental returns and net annual farm family benefits. It was estimated that beneficiary incomes would increase to US$447-US$1,083 over the life of the project. Considering a 12 per cent discount rate, the internal rate of return would be 16.5 per cent over a ten-year period. The economic analysis shows a cost-benefit ratio of 1.76 and an internal rate of return of 20.2 per cent. (par. 25)
Scaling-up approach:
It is expected that lessons being learned from implementing activities in the Southern Highlands, which have similar conditions, will be scaled up to the North and that it will be possible by midterm of the Northern Highlands project to have a comprehensive approach to development of the highlands. (par. 28)

Main risks and mitigation measures:
The project faces three main risks: (i) reduced political commitment to highlands development; (ii) centralized administration of project implementation and politicized intervention; and (iii) unwillingness of beneficiary groups to cofinance activities. These risks can be mitigated by strong stakeholder participation, adequate field presence and capacity-building, and by instilling a sense of ownership of initiatives and demonstrating the benefits to be accrued. (par. 29)
Sustainability

Dialogue between national, regional and local authorities on aligning investments in favour of the rural poor will be of key importance for sustainable development. As communities acquire the knowledge to better their physical assets and continue to do so, improved management of natural resources will become sustainable. (par. 31)
