Proposed loan and grant to the Federal Democratic Republic of Ethiopia for the Community-based Integrated Natural Resources Management Project

I. The project

A. Main development opportunity addressed by the project

Ethiopia loses some 2 billion tons of fertile soils annually to land degradation,and the siltation of water bodies is already a major threat to irrigation development. The project will support implementation of some 650 watershed management plans, restore the productivity of 32,500 hectares of degraded land, increase agricultural productivity and improve food security and incomes for about 312,000 rural households living in the Lake Tana watershed. (par 1)

B. Proposed financing

Terms and conditions

It is proposed that IFAD provide to the Federal Democratic Republic of Ethiopia a loan equivalent to approximately US$6.6 million, on highly concessional terms, and a grant in the amount of approximately US$6.6 million. The loan will have a term of 40 years, including a grace period of 10 years, with a service charge of 0.75% per annum.(par 2)

Relationship to national sector-wide approaches or other joint funding instruments

The project is a constituent part of the Strategic Investment Programme for Sustainable Land Management in Sub-Saharan Africa coordinated by the Global Environment Facility (GEF) and planned project activities will be coordinated under the National Framework for Investments in Sustainable Land Management (SLM) which will provide a sound mechanism for strengthening functional and institutional linkages with other donor-funded initiatives during implementation. (par 5)

Country debt burden and absorptive capacity of the State

In accordance with the Debt Sustainability Framework, Ethiopia is eligible for financing on the basis of a 50% loan and a 50% grant. It has benefited from debt relief under the Heavily Indebted Poor Countries Initiative, and, historically, disbursement rates have been satisfactory. (par 6)

Flow of funds

Proceeds of the IFAD loan and the GEF and IFAD grants will be channelled by the Ministry of Finance and Economic Development to the Bureau of Finance and Economic Development (BoFED). Provisions have been made to strengthen its institutional capacity. (par 7)

Supervision arrangements

The project will be supervised directly by IFAD in collaboration with relevant development partners. (par 8)

Governance

Planned measures are intended to enhance the governance aspects of the IFAD financing. (par 10)

C. Target group and participation

Target group consists of 450,000 rural households, mainly farmers with landholdings of one hectare or less or landless households: daily per capita income of less than US$0.30, likely to slip into food insecurity unless the problem of land degradation is redressed. (par 11)

Targeting approach

Land administration and certification activities will target the entire farming community in 21 districts of the Lake Tana watershed. Activities related to watershed management will be carried out in 13 districts and gender balance will be assured.(par 12)

Participation

The participatory approach started at project design will be continued during implementation. Incentives for community participation.(par 13)

D. Development objectives

Key project objectives

To enhance access by poor rural people to (i) natural resources (land and water) and (ii) improved agricultural production technologies, through the adoption of sustainable land management practices. (par 14)

E. Harmonization and alignment

Alignment with national priorities

The project supports Ethiopia’s second poverty reduction strategy paper (PRSP). (par 17)

Harmonization with development partners

During project design, consultations were held with development partners to ensure synergy with other SLM initiatives in the country.(par 18)

F. Components and expenditure categories

Main components

(i) the community-based integrated watershed management component will support land administration and certification in the entire Lake Tana watershed; (ii) the institutional, legal and policy analysis and reform component.

Expenditure categories

76% of overall project funds will be used for community-based integrated watershed management (US$19.3 million).  Institutional, legal and policy analysis and reform  + project coordination and management both account for about 12% of total funds.(par 19-20)

G. Management, implementation responsibilities and partnerships

Key implementing partners and responsibilities

Under the overall guidance of Ministry of Agriculture and Rural Development, the project will be implemented by the decentralized regional administration in collaboration with the Institute of Biodiversity Conservation, community-based organizations and NGOs. The national SLM platform will provide oversight to ensure consistency with national policies and strategies and the regional SLM platform in the Bureau of Agriculture and Rural Development (BoARD) will oversee project implementation at regional and local levels. 

NGOs and community-based organizations such as youth and women’s associations, religious organizations, and traditional institutions... will be involved. (par 21-22)

Key financing partners and amounts committed

The total project cost is US$25.4 million over seven years. 

Sources of financing: IFAD (US$13.2 million, or 52%), the Global Environmental Facility (US$4.4 million, or 17%), the Government (US$2.7 million, or 11%), and beneficiaries (US$5.1 million, or 20% mainly in kind). (par 25)

H. Benefits and economic and financial justification

Main categories of benefits generated

Direct benefits from restoration of degraded lands and adoption of SLM practices include increased agricultural and wood production. The protection of water bodies will improve future opportunities for irrigation, fisheries exploitation and hydropower generation and carbon sequestration will reduce greenhouse gas emissions.

Economic and financial viability

Most of the benefits that will be realized under the project cannot easily be quantified: conservation of biodiversity and improved ecosystem integrity will result in invaluable long-term benefits of global significance. (par 26-27)

I. Knowledge management, innovation and scaling up

Knowledge management arrangements

The establishment of a results-based M&E system will facilitate the generation of best SLM practices. 

Development innovations that the project will promote

The project will promote participatory approaches that will involve communities in decision-making processes in order to empower them. It will also build on indigenous knowledge and institutions in promoting sustainable natural resources management. (par 28-29)

J. Main risks

Main risks and mitigation measures

The main risk relates to the current weak implementation capacity of the decentralized regional administration. A second important risk concerns post-completion maintenance of watershed management interventions. Preparation of watershed management plans and their implementation will be carried out jointly with local communities, which will be required to contribute their own labour and locally available construction materials + special attention by IFAD during supervision missions.

Environmental classification

Category B operation = not likely to have any significant negative environmental impact. (par 31-32)

III. Recommendation

I recommend that the Executive Board approve the proposed financing. (par 37)
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