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United States
General Accounting Office
Washington, D.C. 20548

National Security and
International Affairs Division

B-252938
September 24, 1593

The Honorable Lee H. Hamilton
Chairman, Committee on Foreign Affairs
House of Representatives

Dear Mr. Chairman:

This report on U.S. participation in the International Fund for Agricultural Development (IFAD)
was requested by Representative Tony P. Hall, former Chairman of the House Select Committee
on Hunger. Because the matters discussed in this report are within the purview of the
Committee on Foreign Affairs, Representative Hall asked that the report be addressed to you.

We are sending copies of this report to the President, 1rap, the Secretary of State, the
Administrator of the Agency for International Development, and other appropriate
congressional committees. We will also make copies available to other interested parties upon
request.

This report was prepared under the direction of Harold J. Johnson, Director of International
Affairs, who can be reached on (202) 512-4128 if you or your staff have questions on this report.
Other major contributors are listed in appendix VL.

Sincerely yours,

Yl 0Oy

Frank C. Conahan
Assistant Comptroller General
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Exscutive Semmary

agency, selecting projects developed by other multilateral agencies;

(3] rely on the multilateral development institutions to appraise and

supervise the implementation of its projects; and (4) maintain a small staff
n! limited administrative overhead expenses. Today, IFAD develops its

""" projects, and its expanded stati is involved in all phases of the project

cycle. 1FAD officials believe the expansion in the agency’s role was

necessary to ensure that projects met the agency's objectives. However,

the expansion increased administrative and operating expenses and

represented a significant departure from 1FaD’s original operating

structure.

pifi
E
o

IFAD faces uncertainty over its funding in the years ahead. Although 0ECD
and OPEC members initially agreed to donate roughly equivalent amounts
to IFAD, denations from OPEC countries have fallen off sharply over the
years. If this trend continues, 0ECD countries will have to pick up a larger
share of the funding burden in order to maintain IFAD activities. It is
uncertain whether they will be willing to do this.

GAO's interviews with project recipients and site visits conducted in five
countries indicate that the groups targeted for aid have received some
henefit from IFAD's assistance. Projects financed by IFAD are similar to
some projects financed by other multilateral development organizations in
that they focus on poverty alleviation and rural development in the
agricultural sector among the poorest populations in poor countries.
However, some IFaD projects have experienced problems that raise
questions about their sustainability without continuing external financing.

AID has had minimal involvement with 1FaD projects at the field level. A
mission officials said the focus of iFAD and AID assistance differs and that
AID staff members are too busy with other priorities to be concerned with
IFAD projects. However, AID officials in Washington and officials at the U.S.
mission to IFAD in Rome said missions should give more attention to IFAD
project proposals to ensure that these projects will complement those of

Given the significant changes in IFAD's operations, the funding
uncertainties on the part of other members, and the lack of AID
involvement in monitoring IFAD field activities, Gao believes continued U.S.
support for IFAD warrants reassessment.
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Executive Summs=s

Principal Findings

IFAD’s Role in Project
Assistance Has Changed

IFAD's charter provides considerable latitude with respect to its methods of
operation and how it selects projects and programs to finance in
developing countries. However, according to State and aip officials, and
the historical record, the U.S. government agreed to participate in the
Fund with the understanding that i¥ap would have limited involvement in
project design and management, and serve primarily as a co-financing or
funding agency. It was expected that loans and grants would be provided
for projects developed by other multilateral agencies, primarily the
multilateral development banks, and this would enable Fap to keep its
staff very small and its administrative operating expenses low. During its
early years, 1Fab generally followed this mode of ¢ peration.

IFAD has since evolved into another implementing development agency
with a censiderably larger staff than originally anticipated. Rather than

fun ling other agencies’ projects, by 1991 all new projects were initiated by
IFAD, up from 75 percent as recently as 1985. The agency also has beconie
more involved in supervising the implementation of projects, even though
its charter states that this responsibility should be entrusted to other
agencies. IFAD officials said the agency had to increase its involvement in
all phases of the project cycle to ensure that projects bad the intended
impact on targeted beneficiaries. #ap officials also were dissatisfied with
the supervisory work performed by cooperating institutions.

Administrative Operatiﬂé =
Expenses fave Increased

Between 1988 and 1991, 1FAD's administrative and operating expenses
increased by 60 percent in current dollars, and the number of IFAD staff
and consultants increased by 26 percent (from 189 to 238) and 40 percent
(from 477 to 666), respectively. iFan officials said that the agency has had
no real growth in expenses over the past several years, but ¢A0’s analysis
shows that 1Fap's expenses grew at an average annual rate of 4 percent in
real terms from 1985 to 1991. The increase was primarily because of IFAD's
expanded role in the project cycle, but also because other agencies
increased their fees for supervising FAD projects.

OPEC Funding Share Has
Declined

When IFAD was established, the United States anticipated that OPEC
countries and OECD member countries would, as a group, each contribute
roughly one-half of 1FAD's capital requirement. In the initial capitalization
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Executive Summars

and the first and second replenishments of the Fund, oPec eountries paid
38 percent each time. However, for the third replenishment, orEC
countries, in 1990, pledged only 22 percent of total pledged contributions
and have to date paid 19 percent of total paid contributions.

IFAD member countries are currently negotiating a fourth replenishment of
the Fund. 1Fap officials said the agency needs $600 million over the next

3 years to maintain the $327 million commitment level of lending in 1502
prices. It is uncertain whether oECD nations will continue to make up for
the decline in 0PEC’s contributions. Some donors have indicated that the
level of their support will be contingent on IFaD's reversing its expansion
efforts and returning to its original operating structure. A representative
fro.n one OPEC country indicated that his government might contribute a
higher percentage if 1FAD returned te its original structure and reduced its

administrative expenses.
IFAD PX‘OJ ects Have Had According to officials and project recipients in the five countries 6A0 =
Mixed Results visited, IFAD assistance has benefited targeted groups. For example, a

processing facility for cassava (a tuberous root used as a food source) was
constructed under an IFAD project in Ghana so that local farmers could
package cassava and store it for up to a year. Local government officials
said that this facility reduced post-harvest losses by 10 percent. However,
some projects face difficulties in sustainability, or continuing projects
after assistance ends. IFAD attributes this at least in part to the extreme
poverty and remote location of its recipients.

Government officials in Ghana, Kenya, and Zimbabwe told Gao that their
governments were having difficulty covering recurring costs of projects.
For instance, farm-to-market roads constructed in Ghana as part of an 1Fap
project were not maintained by the government. A bridge washed out
during one rainy season, and about 5,000 families were cut off from the
local market for 4 months, until the local population replaced it with
locally available materials.

Other development agencies sponsor projects similar to those sponsored
by iFaD. A U.N. report indicates that the U.N. Food and Agriculture
Organization provided $1.1 billion and the World Food Program provided
$482.1 million for agriculture and rural development in 1992. Also, the
World Bank provides project loans for agriculture and rural development.
According to IFav, it differs from other agencies in its exclusive focus on
the rural poor and in its approach to small farmers. In addition, some
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Essentive Summary

AID Missions
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Recommendations
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Executive Summars

If after the assessment is made, the United States continues to participate
in IFAD, GAO recommends that the aiz Administrator

» work with 1FAD o help ensure that projects it finances are sustainable after
its support ceases and

« direct AID mission directors in countries with IFAD programs to become
knowledgeable of 1Fab activities, and advise AID headquarters and the US.
mission in Rome whether the 1FAaD projects complement or conflict with
AID's activities and whether the projects will be sustainable without further
assistance.

In commenting on a draft of this report, FAD stated that it is operating
within its charter and that its governing bodies had supported the shift in
emphasis. However, the Department of State and AiD generally agreed with
6A0's conclusions that U.S. participation in IFAD should be reexamined if
the fourth replenishment fails to bring oPtc back to its former partnership
role in funding the institution. AID also agreed that (1) sustainability of rap
projects should be a priority, (2) every effort should be made to hold down
administrative and operating costs, and (3) its overseas missions should be
more knowledgeable about and invaived with IFAD projects.

Agency Comments
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Chapter 1
Introduction

IFAD Organizavional
Structure

IFAD Funding

as low-income and food deficit by the U.N. Food and Agriculture
Organization (FA0). There is some overlap among these categories
According to its 1991 Annual Report, i¥aD has provided assistance to 94
countries.

IFAD'S voting power structure differs from that of the multilateral
development banks, such as the World Bank. Generally, voting power in
these institutions is closely linked to the level of finaiicial contributions
made by member states. In contrast, voting power in IFAB is shared equally
among the three categories of its members, but within the oEcD and oPEC
mombers, power is weighted according to the members’ initial
contribution plus additional contributions.

A Governing Council sets overall policy. Each of IFAD's 147 member
countries has a representative on the Council. The Couneil, which meets
annually, elects 6 members from each category to the 18member
Executive Board and may delegate most of its authority to the Board. The
United States, the single Jargest donor to the Fund, has the only permanent
seat on the Executive Board. The Board conducts IFAD's general operations
in conjunction with the Fund'’s president, who is selected by the Governing
Council for a maximum of two 4-year terms. By agreement, the president
of IFAD is always a citizen of an OPEC country.

Since the initial capitalization in 1977, the Fund has been replenished three
times with new donations from member states. The replenishments are
negotiated by the member states. The Fund also receives income from its
investments and from repayment on loans.

Between 1977, when IFAD was established, and 1991, the Fund made loans
and granis totaling $3.5 billion, of which $3.4 billion went to 313 loan
projects in 94 countries. More than 380 grants, amounting to a total of
$166.4 million, were also made. Including the assistance provided by
co-financing organizations and host countries, the projects received a total
of $12.3 billion. From 1978 to 1991, 1Fap’s average loan and grant
commitment was about $252 million annually. In 1991, the average loan
size was about $12.5 million, almost twice the average loan size in 1986.
About 63 percent of IFAD's regular program loans were made on highly
concessional terms—1 percent annual interest and a maturity period of

50 years, including a 10-year grace period; 27 percent of loarns were made
on intermediate terms—4 percent annual interest and a maturity period of
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20 vears with a 5-vear grace period; and 10 percent of loans were made on

ordinary terms—8 percent annual interest and a maturity periodof 1510
18 years with a 3-year grace period. Figure 1.1 shows the distribution of
IFAD assistance by region.
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Chapter 1
Introduction

= = =

While we do not have direct audit access, IFAD cooperated fully with our
review and provided us with access to the necessary records and
documents, including IFAD annual reports, Governing Council reports, loan
proposals, program and budget documents, project - ompletion reports,
and other documents.

We conducted our review in Washington, D.C.; Rome, Italy; and five
countries receiving IFAD assistance—Ghana, Cote d'Ivoire, Zimbabwe,
Kenya, and Thailand. In Washington we examined various documents and
held discussions with officials at 21, the Office of Management and
Budget; and the Departments of State, Agriculture, and the Treasury. Our
discussions with 1FaD officials included interviews with the President of
IFAD and his senior staff. We also interviewed officials of the United
Nations Development Program, rao, the World Bank, the Inter-American
Development Bank, African Development Bank, and reviewed other
publicly available U.N. documents.

We visited 11 project sites in 5 countries receiving IFAD assistance, and we
discussed the projects with project officials, beneficiaries, and host
government officials. In selecting countries, we sought to visit those with a
large 1FAD presence and a variety of projects. We also reviewed project
completion reports for projects in 15 countries.

We performed our review from August 1991 to March 1993 in accordance
with generally accepted government auditing standards.

Page 13 GAO/NSIAD-93-178 Multilateral Foreign Aid




Chapter 2

IFAD’s Operat

'mg Structure Has Changed

and Support From OPEC Countries Has

Decreased

When FAD was established, it was anticipated that the Fund would serve
primarily as a funding agency, providing financial assistance to projects
developed by other multilateral agencies. The U.S. government and some
other OECD countries that participated in establishing 1FaD did not want the
Fund to duplicate the activities of the multilateral development banks.
They wanted IFAD to remain small and efficient, select projects identified
and developed by other agencies, rely on the multilateral banks o
agsgrase gxé sz;gen@é Ef;e implementation of IFAD projects, and keep

7 erating costs low. IFaD, however, has become
involved in all ghss& of the project cycle, initiating its own projects and
financing many by itself. With this evolution, its administrative and
operating expenses have also risen—an average of 4 percenteachyearin
real terms between 1985 and 1991, In addition, the 1Fap staff has nearly
tripled in size from 80 in 1978 to 238 in 1991, and the number of
consultants employed has risen substantially.

Some oECD and OPEC country donors indicated that the level of their future
support may be contingent on IFAD returning to its original operating
structure of co-financing projects and having limited involvement in the
project cycle. As a result, Fap’s funding outlook is uncertain.
Contributions from oPEC countries have declined sharply as a percentage
f}f tzf}ts;} ”fi&‘iﬁﬁﬁéﬁé *e%%én {F%} was éstab&shéé it was aﬁééigatéé that

aﬁg&ﬁs ii} the Fﬁrzé Sﬁé thisisr §€c§e§ in the zﬁzﬁsl ésgztsimr;
pledges where OPEC countries pledged 43 percent and OECD countries
pledged 56 percent. By the time of the third replenishment, OPEC countries’
contribution pledges had dropped to 22 percent, and those of the United
States and other OECD countries had increased to 67 percent. Developing
countries pledged about 11 percent to the third replenishment. In terms of
actual amounts paid, OPEC countries provided 38 percent in the initial
capitalization and in both the first and second replenishments, but for the
third replenishment (1990) oPEC countries have to date provided only

19 percent.

iﬁ the ﬁégéaatzéﬁs 1o establish FaD, the United States and other donors
took the position that the agency should have a limited role, acting
primarily as a funding agency. It was to consider projects developed by
other agencies and choose those that were most likely to meet its
objectives. By relving on the resources of other agencies, IFAD could keep
its own staff small and minimize its administrative and operating
EXpEnses.
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Chapter 2

IFAD’s Operating Strueture Has Changed
and Support From GPEC Countries Has
Decreased

Consistent with this limited role, IFap in the first 2 years heavily supported
projects of other organizations. However, it has subsequently become
more involved in developing and implementing projects. Of the 313
projects IFAD funded between 1978 and 1991, 219 were initiated by IFAD.
1FAD has been the sole financier for 81 of the projects it initiated and has
secured co-finaneing for the others. The project proposals approved by the
1IFAD Executive Board in 1991 were all initiated by 1Fap. In contrast,

75 percent of the projects financed by 1FAD in 1985 were FaD-initiated
projects.

According to aib documents, IFAD believes that the mulitilateral
development banks and other organizations were not adequately targeting
small farmers for assistance and that consequently, it needs to initiate its
own projects. Representatives of developing countries echoed this
concern, saying that the multilateral development banks were not sensitive
to their agricultural needs.

In initiating its own projects, iFAD expanded its role in the project cycle to
include project identification and project preparation. Project
identification involves defining the objectives, scope, and content of the
projects selected for potential funding. Project preparation focuses on
developing more detailed proposals for approval by the Executive Board.

Although 1FAD lending policies state that the governments of developing
countries seeking 1FAD assistance are responsible for project identification
and preparation, Fap officials said these governments often do not have
the resources for these tasks. To assist these governments, IFAD has
contracted with the Fao Investment Center to undertake project
identification and preparation. According to Fao officials, however, IFAD
itself has now become more actively involved in project identification and
preparation. Where ra0 once performed project identification and
preparation for 80 percent of IFAD priects, it currently performs these
tasks for 50 percent to 60 percent of the projects; IFAD does the others.

Mr 1 Its charter states i:hai IFAD, as a general rule, is to rely on i}ihe;
IFAD Is More Invelved international organizations for project appraisal. During the project

n PI‘Q]GGZ Appxalsal appraisal phase, the technical and financial feasibility of implementing a

and SUpE*f?ISlOH project is to be determined. The charter also states that the supervision of
project implementation is to be entrusted to competent international
organizations. Project supervision involves monitoring the implementation
of a project to ensure it is meeting its objectives.
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IFAD's Operating Structurs
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Administrative and
Operating Expenses
Have Increased

IFAD has become more involved in both project appraisal and supervision.
For example, IFaD staff and consultants were involved in conducting the
Z3 project appraisals done in 1991. According to a Governing Council
report, this was necessary to determine whether projects would meet
IFAD's specific assistance objectives. IFAD contracts with various
international organizations for project supervision, but it sends its staff
and consultants along on supervisory visits and conducts its own
f&gé%—{g} f???é%*g In i%% IFAD f}&fgzzga{éé in §€§3 m@g mﬁéﬁs

g‘?sﬁ&zﬁs;é? S%’ié iﬁéﬁﬁé&?ﬁfg m 74 fﬁﬁﬁﬁr-ﬁg Feviews.

%éf:é?éirgg to IFAD t}ﬁg}s.is*”* the Fzzgé‘g m’g&gﬁ;&?ﬁ ;,r; superv rvision was

ina **”*'*I}*‘F&fggm" ance @ys&éﬁeem@gmmgﬁééﬁ
¥§§§§§E§§f provide specific feedback on projecis. According to IFAD data,

ese §§§§§z§§;§ g%é?ageé i}}ig i ?sggégﬁsézg ¥’£§£§;§§E{§I§§€f€ é&éfi
&%ﬁe&é&é §$§§€1§5§5§S§§§§&2§€&§@2E§§2§§3{$§@§
are too high. For these reasons, IFAD management considered developing a
and evaluated the costs and benefits of initiating this task on a limited
=

AsIFaD's role 1233 eggaﬁééé so h&?éifs administ

expenses. Ad sirative and operating expenses increased from

$30.3 million in 1988 to $48.5 millio'. in 1991 —an increase of 80 percent.
From 1988 to 1991, 1Fap increased its staff by 26 percent and increased the
number of consultanis by 40 percent. Fees charged by cooperating
institutions for supervising projecis also grew.

IFAD claims that it has experienced zero real growth in operafing expenses
for several years. However, our analysis shows that adminisirative and
operating expenses increased at an annual average rate of 4 percent in real
terms between 1985 and 1991 Our calculations differ from 1FAD's because
we included increases in wages and benefits. IFAD did not include these
increases because they were mandated by the Infermnational Civil Service
Commission. (See app. I for further discussion on our methodology.}




Chapter 2

IFAD’s Operating Siructure Has Changed
and Support From SPEC Countries Has
Decreased

Operating expenses have also increased as a percentage of the annual loan
commitment. As shown in table 2.1, this percentage increased from

12.5 percent in 1988 to 17.3 percent in 1991. These figures would be even
higher, but in 1988 FaD reclassified some operating expenses as
project-related expenses.

Table 2.1: Operating Expenses as a T i R e N R S F el S T A T SR Y PR .

Percentage of Loan and Grant The!

Commitment (1988-91) Loanand grant  Administrative and =
Year = = commitment operating expenses Percentage
e 2 — $2426 el — - 1
1989 2724 == ===
e  — - s - O &% — 4
1991 o “j == 28;97 — - V*hi%gﬁir o= 1773
Administrative and operating expenses grew because of increases in three
major cost components: staff, consultants, and fees charged by
cooperating institutions. (See table 2.2.) Of the $18.2 million increase in
operating expenses from 1988 to 1991, these cost components accounted
for $15.6 million, or 85.7 percent.

Table 2.2: Major Cost Components of R NS R IR T T A R SN T o I,

Administrative and Operating Then-year doll )

Expenses (1988-91) Cost component 188 1989 1990 1991
Stafi
Nt — - - - 8 2w wr B
—Coa* - U0 $4s - TEF @ Bt
Consultants % =5 =

Number — = 498 652 666

~ Cost = $4.9 $42 $5.4
Fees C'\"’JLE‘:‘ ting = =
nstitutions = $6 $5.6 ~ $84 $95

iFAD officials said that the fees charged by cooperating ‘nstitutions to
supervise projects have increased steadily. Table 2.3 shows the fees
charged by some of these institutions in 1987 and 1990.
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Chapter 2
IFAD’s Operating Structure Has Changed
and Support From SPEC Countries Has
Decreased

Table 2.3: Supervisory Fees Charged
Per Project tc IFAD

IFAD’s Funding
Outlook Is Uncertain

Year
Cooperating institution 1987
World Bank = —— 379N
UN. Developme T = 43,181
African Develo ; 19,A7§9' 7
Asian Developm: 31,250

As shown in the table, only the fecs charged by the U.N. Development
Program decreased. IFAD officials told us that they had held discussions
with U.N. Development Program officials to bring about reduction in the
fees but were not successful in persuading the multilateral development
banks to reduce their fees.

While these fees have risen, the increases in administrative and operating
expenses primarily reflect IFAD's expanded role in projects and its
decreased reliance on other development agencies. iFab officials

own projects. As discussed earlier, they believe this invelvement became
necessary to ensure that projects met their objectives and reached the
targeied beneficiaries.

Officials from some donor countries told us they believe that 1Fap’s
involvement in the project cycle has resulted in a higher level of expertise.
They said 1FaD’s critical input into project design had been helpful, and its
methods for reaching target populations often had been innovative.
However, according to officials from other donor countries, IFAD has
become too involved in projects and has exceeded its original mandate.
iFAD has stated that the Fund in the future would seek more balance
between its own projects and those initiated by other institutions.

OPEC members proposed IFAD at the 1974 World Food Conference and were
heavily involved in its creation. But donations from opec have dropped
sharply, and oEcb countries have had to take on a larger suare of the
funding burden. Currently, IFAD members are negotiating the fourth
replenishment of the Fund, ard irap officials hope to receive pledges of
$600 million. Some leading donors said their continued support will be
contingent on FAD's reversing its expansion and becoming less involved in
project design and management.
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IFAD's Operating Structure Has Crangsd
a=sd Suppsrt From OPEC Countries Has

Funding Sources

IFAD has three major funding sources. First, it eamns income from
investments, which totaled $1.15 billion from 1980 to 1991. Second, it
collects repayments on loans. As of December 31, 1991, loan repayments
totaled $858.2 million, and total arrears overdue on loan interest, service
charges, and repayment of principal were $25.6 million. The third and
largest source of funds is donations from member countries. In the initial
capitalization, members pledged $1 billion. In three subsequent
replenishments of the Fund, members pledged $1.1 billion, $488.8 million,
and $567.6 million, respectively.

OECD menibers were disappointed with the low level of the second
replenishment and created the Special Program for Africa in 1986 to target
additional assistance to countries in that region. oEcD members pledged
$300 million, with the United States contributing $10 million. This program
allowed IFAD to maintain its traditional level of financial assistance to that
region. In 1991, the Governing Council decided to continue the program
for a second and final phase.

OPEC Has Reduced Its

Share of Funding

The EnsieéStzies and oéer OECD donors ba;ed ﬂ\;g paru;xpan@ in IFAD, =

in part, on the premise that oPEc and GECD countries would donate roughly
equivalent shares of funding. OPEC countries pledged 43 percent of the
funds in the initial capitalization, with OEcD countries donating most of the
rest of the funding. Since the second replenishment, however, pledges
from OPEC countries have fallen off sharply. In the third replenishment,
their share of the funding was just 22 percent of pledged contributions,
while their share of paid contributions to date is 19 percent. (Payments
under the third replenishment are not yet concluded.) Donations from
oECD members have also declined, but these countries hav takenona
larger share of the funding burden. (See table 2.4.)
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Future E\é}d;,ng Supr)t:t. T
Uncertain

Chapter 2
IFAD’s Operating Structure Has Changed
and Support From OFPEC Countries Has
Decreased

IFAD officials told us that the Fund needs at least $600 miliion over the next
3-year period for the fourth replenishment. IFAD and some donor country
officials told us that the Fund needed such a replenishment in order to
remain viable: according to IFAD, this amount is required for it to meet
yearly commitments at 1992 prices. It is uncertain whether IFAD can meet
this goal because, according to representatives from some OECD countries,
their governments may not be willing to continue providing substantial
funds in light of oPEC’s reduced participation. In addition, as discussed
earlier, some donors have said they will condition their support on a
reversal of FAD's expansion into project design and management.

Some 0ECD donors, including Canada and Switzerland, have suggested a
restructuring of IFAD to reflect oPec’s reduced participation. Voting power,
these donors say, should be based on contribution levels, as it is for other
international financial institutions, rather than split into equal thirds for
OECD, OPEC, and developing countries. Some donors have stated that the
IFAD presidency should be opened up to all member couniries rather than
be reserved for an OPEC member.
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Chapter 3
IFAD Projects H=== Had Mixed Results

we found that agfgﬁ't to (‘onsgga? %azer reservoirs

network.

The results of our site visits to 11 projects are discussed further in
appendix IL

IFAD has made a major effort to assist rural women, whe consiitute a large
portion of the agrarian work force in developing countries. Our review of
project demﬁgs in IFAD reports showed that from 1555 to 1990, most o
the IFAD's 118 projects had at least a compor-nt involving women. IFAD
officials said that by the end of 1922, wap intended to focus at least

30 percent of if= resources on women,

™y

Our review shows that rural womes are being reached
with credit L@éﬁfﬂw In many @, as in Kem'a 2

srough projects
Zimbabwe, IFan

instif ations rgg?éé some form of ?ggélﬂal to quai;fi

the women 1o farm éredit grou’;é . ion. Host
government and =< , sups have
proven to be ¢ ve and have higher repayi.ient rates than men's credit
groups.

An example of s support for wamen is the Grame

Bangladesh. Th: i IF

since 1980, had ng in 15 percent ngiadesh's
villages by theend o . It had made | redit groups
with a total m 42 percent o 1 Were Women
IFAD stated t shown that the ecipients had
seen a 30-percest rise i weir income. Their repayment s=te exceeded

98 percent.

for women. The
€ Hnprovems
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Chapter 3
IFAD Projecis Havs Had Mixed Results

: A.ccording to some donor and recipient country officials, IFAD occupies its

Other M ul_tllateral - own niche among development agencies. However, IFAD is not alone in

Orgamzatlons Provide providing agricultural and poverty alleviation assistance to developing

Similar Assistance countries. A 1993 report of the Administrative Committee on Coordination
on Programs and Resources of the United Nations shows that other
organizations within the U.N. system provide similar assistance. For
example, according to the report, Fa0 provided $1.1 billion for agricultural
and rura! development, and the World Food Program provided
$482.1 million for agricultural development in 1992. Also, the International
Development Association of the World Bank Group provided $1.8 billion in
project loans for agricultural and rural developraent in 1991. Like IFAD, the
Interna’ unal Development Association assistance is focused on very poor
countiies. Multilateral development banks also focus on poverty
alleviation.
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Chapter 4

AID Plays a Limited Role in IFAD Field

Activities

AID Coordinates U.S.
Policy on IFAD

AID has been designated as the lead agency for U.S. participaticn in IFAD,
but its involvement with IFAD projects at the field level kas been minimal.
As the lead agency, AID is responsible for coordinating U.S. policy with
other members of the interagency Working Group on Multilateral
Assistance. AID has provided co-financing or parallel financing for five IFAD
projects in four countries at a cost of $29.2 million.

Most of the five missions we visited were not involved with IFAD projects.
AID missions do not give high priority to responding to cables soliciting
their opinion on iFaD loan proposals. Mission officials said the rea.on for
their lack of invelvement is that their staffs are too busy with other agency
responsibilities. aib officials in Washington and the U.S. mission to IFAD in
Rome said the a0 missions should be more involved with IFAD activities to
ensure that IFAD and AID projects complement one another and that IFAD
project proposals are sound.

The U.S. Executive Director to IFAD is an AID official and is part of the U.S.
delegation that attends the annual Fap Governing Council meeting. The
delegation is usually headed by an ain/Washington official, and other
delegates include officials from the Departments of State and Agriculture.
The U.S. Executive Director in Rome obtains IrAp loan proposals and
sends them to ain/Washington, which distributes the proposals to
members of the Working Group on Multilateral Assistance for review.

In addition to aib and Treasury, the Departments of Agriculture and State,
the Office of Management and Budget, and other U.S. government
agencies are members of the working group. Working group rieimbers are
expected to review the iFAD loan proposals, but officials from Treasury and
AID told us that Treasury does not review the IFAD loan proposals. They
pointed out that Treasury reviews over 600 multilateral development bank
loan propcesals each year, and that with a staff of four, Treasury does not
have time for the job. Instead, Treasury defers to AID. According to
Department of Agriculture officials, they review IFAD loan proposals to see
if projects will likely create increased incormre for the poor. Department of
State officials said they are concerned with U.S. foreign policy issues when
reviewing IFaD foan proposals.
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Chapter 4 —
AlD Plays s Limited Hole in IFAD Ficld
Astiviiiss
s __:____ FE____ AID missions have limited involvement with IFAD projects. At the time of
Missions Have e

Limited Involvement
in IFAD Field
Operations

our visit, four of the five AID missions were not involved with IFAD projects
in their area and had very little knov ledge about them. In addition, a
officials in Washington and at the U.S. mission to IFap in Rome said that
the AID missions in host countries generally give minimal atiention to
cables from the U.S. Executive Director io IFAD soliciting their opinion on
1FAD loan proposals. The AID mission in Kenya was knowledgeable about
IFAD projects and was responsive to cable inquiries about them, but did not
otherwise participate in the projects.

Some aIDb officials said that missions have limited staff and must determine
which projects will receive attention.! IFAD projects have generally not
received high priority by AIb missions, although mission officialssaida
particular project could receive more attention if the aAID staff believe the
project intersects with AID's interests in the country. AID mission officials
also said that the loan information contained in the Executive Direcior’s
cables is not provided early enough or in sufficient detail for an adequate

expressed concern about the missions’ lack of attention to FaD’s loan
proposals. They said that the missions are in the best position fo
determine whether a proposed IFAD project will complement AID’s own
projects in a country. The missions can also comment on the potential for

a project’s sustainability and whether project proposals are sound.

AID officials in Washington and the U.S. mission to 1Fap in Rome said they

have encouraged the missions to give more attention to IFAD's activities in
the field. They also said 1FAD could take steps to raise the missions’

awareness of its activities. For instance, the Executive Board could make
their loan summaries available o member siate represeniaiives sooner,
and IFAD project managers could make more of an effort to visit with aip
mission staff during their in-country visiis.




Chapter 5

Conclusions, Recommendations,

Agency Comments

Conclusions

The scope of IFaD’s role in project assistance has changed significantly
since its early years. In the beginning, it functioned primarily as a funding
agency, providing loans and grants for projects developed by other
multilateral agencies. Today, it develops its own projects and is involved in
all phases of the project cycle. While 1raD officials believe the expansion in
the agency’s role was necessary to ensure that projects met the agency’s
objectives, the expansion increased operating expenses and represented a
significant departure from IFAD's original operating structure to serve as a
co-financing agency with limited involvement in the project cycle.

IFAD faces an uncertain funding situation in the years ahead. Although it
was initially expected that oECcD and oPEC member countries, as a group,
would contribute roughly equivalent amounts to 1FAD, orEC donations have
fallen off even more sharply than oecp country donations over the years,
with OPEC countries pledging only 22 percent of the third replenishment. If
this trend continues, OECD countries will have to continue to pick up a
larger percentage of the funding burden in order to maintain 1Fap
activities. It is uncertain whether they will be willing to do this.

AID coordinates U.S. policy on IFAD, but missions are playing a very limited
role in IFAD field activities. Although AID's overseas missions are in the best
position to comment on the sustainability and soundness of an 1FAD
project, AID officials claim that mission staffing resources are limited and
staff do not have time to devote to low-priority activities such as 1FAD
projects.

Given the significant changes in IFAD’s operating structure with its growing
overhead and administrative expenses, the funding uncertainties on the
part of other members, and the lack of AiD involvement in monitoring 1Fap
field activities, we believe a reassessment of continued U.S. support of
IFAD is warranted.

Recommendations

We recommend that when considering 1raD’s fourth repienishment, the AID
Administrator, along with members of the Working Group on Multilateral

the U.S. contribution to IFAD is an efficient use of these funds.

Page 28 GAO/NSIAD-93-176 Mauitilateral Foreign Aid




Chapter 5
Conclusions, Recommendations, and
Agency Comments

Ll

If the assessment shows that IFaD’s original operating structure and donor
funding ratio are siill appropriate, we recommend that the aip
Administrator, as the head of the lead agency for U.S. participation in IFap,
work with IFAD to conform its activities to ifs original operating structure
and to reduce its overhead costs and

Séék to ?Esti}?é the originally envisioned funding ratio between oPEC and

s&gﬁgng w;t}i other @gmgﬁate Q s éega‘aﬁems ami agenczes inifiate
action to suspend any further U S, coniribuiion fo FaD.

If after the assessment is made, the United States continues to participate
in 17aD, we recommend that the aip Administrator

work with 1FaD to help assure that projects financed by the organization

are sustainable after external support ceases and

direct AID mission directors in countries with IFAD programs to become

knowledgeable of FAD activities, and advise AID headquarters and the U.S.

m;ss;gﬁ in Rome whether the IFAD projects complement or conflict with
p's activities and whether the projects will be sustainable without further

Siﬁsiaﬁté.

In commenting on a draft of this report, IFAD acknowledged that during its
early vears o: operations a much greater percentage of the projecis it
financed had been identified and developed by other agencies, but as time
passed, there was an increase in projects inifiated by the Fund. 1FAD stated
that it is operating within its charter and that its governing bodies have
supported this shift in emphasis.

The Department of State and AIb generally agreed that U.S. particination in
1FAD should be reexamined if the igaﬁé‘ ze;siézas%gaeﬁ §§;§% to iisz‘zr;i OPEC

ff;zﬁiz;f partnership rdl
3} sustainability of FAD project:
ort hgsg;é be z—;aég ta hold éﬁ%‘ﬁ aéfmfgszzamé a@é 3g erating




Chapter 5
Conclusions, Ressmmendations, and
Agency Comments

Comments received from IFAD, AID, and the State Department are reprinted
in appendixes III, IV, and V, respectively.
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Appendix [

Calculating the Real Growth of the

International Fund for Agricultural
Development’s Operating Expenses

Methodology Used in
Calculations

This appendix explains the methodology we used to calculate real growth
in the International Fund for Agricultural Developmer..'s (IFAD) operating
expenses. We define real growth in expenses from one period to the next
as the amount necessary to maintain constant purchasing power, or
growth that exceeds inflation. For the budgets of 1'.S, z2encies, this
calenlation is straightforward. Any budgetary increases due to inflation are
removed by converting the amounts into constant dollars. The constant
dollar budgets can then be compared to determine the real growth in
expenses. But determining real growth for 1FAD’s budget was more
complicated because 1FaD makes expenditures in both Halian lire and US.
doliars.

From 1985 to 1991, 1rAD made 53 percent of its expenditures in lire and

34 percent in dollars.! To remove the budgetary changes that were due to
exchange rate changes, we determined the average market exchange rate
for each year. In addition, we used separate price indexes for the US. and
Italian portions of expenditures to account for the different inflation rates
in Italy and the United States.

After removing the effects of exchange rates and inflation, we considered
all increases in expenses that exceeded the amount necessary to maintain
constant purchasing power as real growth. We included wage and benefit
increases set by the International Civil Service Commission. As noted in
chapter 2, IFAD reasoned that since these increases were mandated by its
agreements with the United Nations, they should not be counted.
However, in our approach, all personnel cost increases above inflation
were counted as real growth.

S%egs in Méasz:n%g IFAD's

Real Growth

To calculate the real gz'irw;ﬁ of IFAD's expenses between 1985 a;;dEéQL we
took the following steps:

1. Derived the portion of the budget spent in [talian lire, using the average
market exchange rate for that year. This procedure divided expenses into
a lire and a dollar portion, based on the proportions spent in each
currency.

2. Constructed a price index for the lire portion of the budget, based on
the Italian consumer price index and gross domestic product deflator

‘Approximately i
weights for the price indexes usad in the calcuiztions, this se
lire and the deilar proportons.
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Appendix |
Calculating the E=st Growth of the
International Funs for Agricultural
Development’'s Exgenses

weighted by the approximate proportion of IFAD's expenses spent on
wages versus other goods and services.

3. Constructed a similar price index for the dollar portion of IFAD's budget,
based on the U.S. consumer price index and gross domestic product
deflator.

4. Converted the lire portion of each budget into 1991 constant Italian lire,
using our price index for lire.

5. Converted the 1991 constant Italian lire into 1991 constant dollars using
the average 1991 market exchange rate between the lire and the dollar.

6. Converted the dollar portion of each budget into constant 1991 dollars,
using the price index that we had constructed for the dollar.

7. Added the amounts in steps 5 and 6 so that the total budget for every
period would be expressed in constant 1991 dollars.

8. Calculated the growth rate for each budget.

Results of Calculations ~ As shown in table L1, the average nominal growth of IFAD's éipenses was
13.9 percent, compared with an average real growth of 4 percent for the
period 1985 to 1991.

Table I.1: Percentage Annual Growth .

nates of IFAD Expenses 1985 1990 1991 Average
Nominal growth 108 354 Wi 8
Realgrowth 100 8.3

We used the same methodology to ealculate the real growih for the Special
Program for Africa for the years 1988 to 1991. As shown in table 1.2, the
average nominal growth for the period was 4.8 percent, and the average
real growth rate was 0.5 percent.”

getting started. The
if 1986 18 include. . the
percent for the

1986, were not
3t 1986 greatly chs
17.3 percent and t

“The first year's
inclusion of the
nominal average
1887-91 period
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Table |.2: Percentage Annual Growth
Rates for Special Program Expenses
for Africa

Calculating the E=si Srowth of the
International Fung for Agricultural
Development's Operating Expenses
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R e e e
- 1988 1989 1990 1991 Average

Nominal growth 40.1 -18.5 245

Real growth 37.6 =297 20.8
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Appendix II

Information on Projects GAO Visited

This appendix describes the 11 prajects we visited in fve countries. These
comments are based on (1) our observation of activities, (2) testimonial
evidence presented by local officials and project beneficiaries during site
visits, (3) summary information prepared by IFAD on each project, and

(4) a limited amount of documentation available at the project site. Table
I1.1 lists the projects and the 1rap lsan amounts.

Table Il.1: IFAD Projects We Visited

Ghana

Dollars in millicns
Country amount®
Ghana ral Development FPe= ==
Smallholder Rer: tion and Developrm==:
Programme
Cote d'Ivoire Development Proset
Zimbabwe xtension and Ressarch
Project
Agricultural Creg Export Promctiors
Kenya National Extensi ;éct
Animal Health =s Rehabilitation Programme
= Kwale and K t Development Prc
Thailand tion and Peopt
National Agric Research Project
Regional Agricultural Man nent Training Progras

Africa = ==

the IFAD contribut
gther projects re

sigar Rehabilitation ang
Hutions and except
all projects

cept for Ghana's Sm=
ds from co-finas
Programme for

Devslopment
for the Regionai
includes fundin

Source: IFAD g

Volta Regicn Agi icuitural
Development Project

The World Eé;& ini?iated thei\iai'z%; ?;egioﬁ Aéncu}taf% Development

Project, and rovided co-fin g. The project, which started in 1981
and ended in . was aimed at increasing the production of root and

a focus on casss
percent of the co

a. Cassava is a staple in Ghana,
try's agricultural production. We visited

tuber crops, wi

Page 35

GAO/NSIAD-83-175 Multilateral Foreign 2=




%ﬁ*ggzg
Information on {ggg_;g_g}?gzg

iffﬁéfgﬁﬁgéﬁ agreement, %;éggz—}:** ;

:‘§§§§§§§§*”* enance velucl
fai ’}%@*%‘%%@g@ - {g’g
ilie= Iost aocess to the local

%g&%gf—éféézéggégﬁzgé’ggfi
supply. According to an IFab document, the pumps helped reduce
@&@gé@%‘@%&%ggggg{?ﬁéﬁ% ZaF %éiig%%??g

in villages 1o zggfgf;g the waler

g%fg%sg;

eqqtiire less g&%ﬁgﬁ%@g}gxg f{g e
firewood—and is less harmful (o L.e environmenti than




Appendix
Informatic

AD Visited

Figure iL.1: ¥ nn Cooks on a
Fuel-Efficien
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A pouliry farmer received breeding cocks, medicine,

housing and feeds. As a result, his chicks became more ¢

and pouliry production fripled in 4 vears.

A 24-kilometer road was constructed to provide two villages accesstoa

local market.

Three extension agents provided health, income generation, and

marketing training to women in rural villages. The beneficiaries we

interviewed said the training had helped them to improve their hygiene

and increase their income.

Local officials indicated that farmers cleared ai‘;im{ 180 plots of land with

winches and chain saws provided through the project. The farmers also

received oxen for plowing, seeding, and weeding.

A water well drilled in one village was partially financed by the villagers

themselves. The villagers initially raised the eguiivalent of $354, and now
each beneficiary pays a maintenance fee of 49 cents each month. (See fig.

ii =

dvice on
sease resisiant,

Figure 11.2: Village Leaders

Demonsirate Water Pump
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Appendix I1 -
Information on Prsjects GAO Visited

Development Program, and the Organization of Petroleum Exporting
Countries (opec) Fund,' assists farmers in ridding livestock of ticks. The
livestock are “dipped” weekly in a chemical bath. The project finances the
dipping facilities and chemicals.

Kwale and Kilifi District
Development Project

1Fap’s Kwale and Kilifi District Development Project, initiated by IFAD with
co-financing from the U.N. Development Prograin and the Natherlands
Organization for International Deveiopment Cooperation, is an ongoing
project with several components aimed at assisting poor farmers. The
project, for instance, was to supy ort a group of women in Tiwi who grow
and sell their own vegetables. Extension agents were to train the group
members on health issues and income generation, and the woinen were to
receive pipes for the construction of a water kiosk. The women were to
sell the water for income.

We were told that some women’s diets had improved and they had earned
more money to pay school fees for their children. However, membership
in the group had dropped from 90 to 26 members. Some members dropped
out beca ise they could not afford the group’s weekly fees. Other woimen
were told by their husbands to drop out because they had not received
their permission to join. Group members also had problems transporting
their goods to market, and they had not identified markets outside the
local village.

Other project results include the following:

The Ukunda Veterinary Investigation Laboratory was receiving project
funds to conduet research on such things as tse tse fly control. When we
visited, the laboratory had coustraints on its ability to transfer the results
of its work to the field. Among other things, the lab’s only vehicle was
broken down, and it lacked basic laboratory equipment.

The Kenya Women Finance Training Program provided funds to a
20-mermber women’s group in the Kilifi District. The group members fish,
grow vegetables, and operate other small agricultural enterprises.
Farmers, along with their animals, received training on plowing
techniques. (See fig. I1.3.) The objective was to reduce the amount of
human labor required for this task while increasing the amonnt of land
tilled. It takes about 2 weeks to train the animal and 1 week to train the
farmer. Animal diseases were the biggest obstacle, aithough farmers were
receiving assistance diagnosing and treating common diseases,

"The OPEC Fund for Intemational Development is a muitilatersl, subregional financial institution.
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Figure 11.3: Man Uses Oxen to Till Land

Thailand

and People’s Irrigation in
the North Project

The Agricultural Diversification and People’s Irrigation Project in the
North, which was initiated by 1Fap with co-financing from the orec Fund, is
constructing two dams for reservoirs. With more water available, as well
to increase their cron yields of rice, gariic, and legumes. At the time of our
review, work on the Mae Kum Pong Dam was completed, and the Mae Prik
Dam was 95 percent complete. Neither 1 -ervoir was filled yet. Local
irrigation associations will be responsible for operating and maintaining
the dams, with training assistance provided by the government.

Another project component we visited was the Huai Khum Women's
Association, which received assistance in developing marketable farm
products to subsidize farm incomes. The group had begun to produce a
variety of mung bean and fish sauces, which they were able to sell for
profit. Through the project, agricultural extension agents helped the
women determine what products they could produce and aiso helped
them develop technology for producing the sauces.
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National Agn'cultural
Research Project

Regional

The National Agricultural Research Project, which was initiated by the
World Bank and co-financed by IFap, was designed to strengthen the Thai
Department of Agriculture’s field research centers. Under the project, the
research centers were given more autcnomy so they could work directly
with local farmers to determine the farmers’ research needs. For instance,
research center staff can now meet with farmers to discuss the obstacles
to obtaining higher crop yields. Before the project was implemented, all
research was coordinated centrally through the Department of
Agriculture, and individual research centers did rot have the authority to
work directly with other key departments, such as the Royal Irrigation
Department and the Department of Land Management.

Agricultural Management
Training Programme for
Africa

The Agricultural Management Training Program for Africa, a regional
project initiated by 1FAD in 1984 with co-financing provided by the African
Development Bank and the World Bank, is designed to train managers to
improve performance in agricultural development projects. According to
some graduates of the program, the project has trained over 500 managers
in 20 sub-Saharan African countries. Project participants in Kenya told us
they received instruction in management, procurement, national policy,
teamwork, budgeting, communication, and other subjects.
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Appendix III

Comments From IFAD

report text apps
end of this apperd

22 June 1993

Dear Mr. Johmsss,

I thank ysu for sharing with us the Draft Report =f the United
States Genersl Aczcunting Offlce (GAS: o= U.S. participatiss in the
International Fund for Agricultural Development (IFAD). As regquested
in your transsmiztsl letter, | am sttsching to this letter = seriss of
comments on the current draft form sf the GAO Report, as weil as an
attachment which citss some specific srrars which ve belisve should be
gorrected,

However, it dses appear tc us that despite the extsasive and
intensive discussisns vhich we had with GAO staff during their review
sf Fund operstisss in Home there is = fundamental error which affects
the overall tone and content of the Report. I therefore must ask that
the GAD revisy sur concern on this mstfer, vhich s spelled sut Below,
since many sf tEs conclusions reachsd in the Report appear ts stem
from this fundasmsstal error.

3 dev . this ls the égsifViiién
that the Fund’s Budget grew becsuse of this "significant dsparture”

While sas%
belisve it ca
spelled out
guestion of whs
enly or prima
novwhere {a the
and Criteria. Es
of the Agressmsss

sf us may have his svs interpretation of “"mandate”, I
&= denied that s mandats is ordinarily tha: which is
ss organization’s =stsblishing documentatisa. The
r IFAD serves as 3 “funding agency”™ ang finances

projects initistsd By other agencies is found
s=snt Establishing IFAD nor in its Lending Pslicles
; the mandate of IFAD, as laild down im Article 2
in Paragraphs 7 ts 19 of the Lending Fsiicies is
defined very in terms of fimsmeing projects and pregramses in
developing == s to increase fosd production, reduce mainmutrition
and allevists surs! poverty. More sgscifically, paragrapk & of the
same document sxpiicitly recognizes the need for IFAD's own
initiative; = impsriance of keeping its own ldentity; and the fact
that IFAD proiscts =might be co-financed or independently financed. As
far as coopsr st with other instizstisns, this is feund snly in
Article B, Ses of the Agreement, wvhich stipulates that IFAD will
work closely sther agencles such 3= FAC, Internaticnal Finmancing

-Governmental and Sovermmental Institutiens.

U5 General
wWashington
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Thus the snly place in whick the issue of the gsthod of
operation of thes Fund arises is in the actions of its GSoverning
Bodies. In that respect, it is correct that initially, at lsast, the
Executive Board of the Fund believed that it would be desirable to
proceed with fimancing about 50% of IFAD funded prolects from the
pipeline of other organizations, the remainder to be initiated by IFAD
itself, |However, as time passed, ths Board itself recogmized and
fully supported that, {n order to assure that Fund resources were
directed at poverty alleviation activities, there should be an
incr¢ «se in projscts initiated by the Fund itself. This perssption of
the Executive Board has been consistentiy endorsed by IFAD's Soverning
Council, This trend was also necessitated by recognition that during
the mid to late 1980s other internmaticmal financial institutisns meved
avay from agriculitural and poverty focusssd projects in srder to
concentrate on structural adjustment and sectoral adjustment
programmes {programmes admittedly cagable of helping establish the
right environmen: for poverty alleviatisn activities, but net ones of
a nature that wsuld allow IFAD partizipation). It should be nsoted
that the increased level of IFAD initiated projects also permitted
IFAD to draw in additional co-financing, particulariy from
institutions which did not Jjoin in =o-financing of those projects
which IFAD drew from the pipeline of other institutions.

The point to be made here is that it is the Governing Bodies of
IFAD vhich have supported this shift in emphasis toc an increased
percentage of IFAD initiated projects as being supportive of the
mandate of IFAD as actually expressed 'n the Agreement Establishing
IFAD and in the Lending Policies and £ iteria. The Governing Bodies
supported such s rove with clear koswledge that this prscess did
entail  higher budgstary expenditurss for project devslopment.
{Consequently the GCoverning < umcil consistently gave unanimous
approval to the budgets required ts carry out programmes in this
manner)., In the last few years, the Governing Bodies Ekave also
recognized that. having reached & point where IFAD las clearly been
able to demonstrate the effectiveness =f its approach to agricultural
development and o poverty alleviaties, and in view of the fact that
other major fimancial institutions arz once again devoting more of
their attention to poverty issuea, a resasoncble share of future IFAD
projects can groperly be financed from the pipeline =f other
institutions., At the same time, the Soverning Bodies have stressed
that this move should be undertaken czutiously and in & manmer which
does not diminish IFAD's particular approach to poverty alisviation,
The Governing Bsdies have suggested that it might be appropriate that
about 25X of IFAD's future lending programme should be in the form of
projects co-financed from other institutions and the 1994 Prsogramme of
Work and Budget is being designec in prscisely this manner,

As noted szbove and for the reasons just glven, we ds believe
that portions of the current Draft GAC Eeport are based on a factually
inaccurate understanding and that conciusions reached on the basis of
that understandinsg dz an injustice = the Fund and to its Mesber
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Sovernments, We wouid therefore ask that you reconsider this issue
and the manner in which the points are raised. To conclude, as is
done on Page 44 sf the Draft that the “sspansion in the Fund’s role
represented a sigaificant departure frs= IFAD's original mssdass to
serve as a funding sgency"” {s, for thes reasons given, simpiy not
sccurate. To conciumfs, on the other hand, that since this has raised
administrative expensss it may be time ts review the extent ts which
IFAD Initiates the srsiects It finances ‘s another matter and is sne
sn which the Fund's Soverning Bodies and its management have airsady
reached agreement.

I trust that v¥su will find these remarks as vell as the attached
comments and list sf factual errors to B helpful in completing the
final version of ths Espert.

Yours eincereiy.

§£’“’U’ '{ ,(.h--\ff@ /M,n‘ﬂw'/

Jfm Favzi H. Al-Sultan

=
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Background

The Genera: United States has
& report on US pgars gation in The Intss osnal Pund for Ags
Ssvelopment (IFAD:
agsncies and 10 prs Shana, COte d'lIvoire, Essya and
Zimbabwe) and one Asiss i(Thalland) countriss. It also reviewed = rsgicnal
fraining programme :Agcicultural Management Training Programme fsr Africa)
funged by IV 2.

The majos fis s of the GAO can b= ss==arised as follows:
s moved away frz== 8 original mandats E
groviding loans ans grants for projects Ssvsicped by other ==
gSsvelopment agenciss. CTontrary to ite chastss. it has enhanced its ==ie in
sroject initiation a== isn all phases of g= cycle; (b) the exgsss:ic
the Fund's role has increased administrative and operating sszgsnses;
iz} IFAD'e future £ ing support ise uncert a8 OPEC countries havs ssduced
thair share of funs since the initiai <capitalisation of 5= Fund;
id} results of IFAS-financed  projects 3= mixed, in pa=Ticular,
sject-induced acti &8 aAre not sustainss:s; and (e) other muitiiateral
Sevelopment organisat 8 provide assistancs similar to IFAD.

At the requsst
draft report and prsv
presents comments ==
pointed in Part II.

the GAO, IFAD manass=s has carefully rsv:s=s3d the
its cbservations EiS paper in two parts: PFart I
GAD Report while factual errore in data u=sed are

PART I: SPECIFIC <OMNENTS

1 on page 2 in tha

tive Summary, the
=1 Development (IFAS

Foint Ut In paragss

states "The Internatisss! Fund for Agrics:

sjects designed romote agricultural
untries” (emphasis asdod).

IFAD Commant: &

ited Nations Confers:
Eriteria adopted by
sxtend ite assistan
groduction in the
increasing food p
importance of impro
developing countries s
£2 assist developi
schieve these obi

ing to the Agreement
sn 13 June 1976& as=
Soverning Counci
ing into consider
sesat food-deficit
.on in other ge
the nutritional iss
he conditions of
itries in strengths
s.

Estsbiishing IFAD ads
=# Fund'e Lending Bs
£s Second Session

iaj} the need to
ries; (b) the pot
ng countries; ass
the poorest poo i@ in
vas. IFAD is
policies and instiss

=

2t In the ==== paragraph the
sposal from membsss the Organizati troleum Exporting
{OPEC), IFAD was sst=: ed a8 a4 special:s ted Nations agenc

raftima: vasi\ 21 .7“:? s
iwp5l\doce\gaoc
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See comment

IFAD Comment: IFAT was eotablished 3is 1977 in accordasss with
Easolution XIII of t53 :574 World Food Conisss=cs which was supporias 5y both
dsveloped and icping countries, includisg members of the OPEC.

Foint 3 In parag=ssE 1 page 4 the GAC Ess=ort states "The scops =f IFAD's
£5le in project assis=ance has changed asignificantly since its sa=iy ysars.
It was initially ists==ss to function primari:iy as a funding agency. ===viding
sans and grants fs:r gSroiects developed By sther multilateral Ssssispment
agencies. Today, it Ssveiops its own projects and is involved in sii phases
sf the project cy= s- .++ the expansiss increased administrative and
sperating exp § aad repr ed a sigmificant departure frs= IFAD's
sriginal mandate t= ss:rve as a funding assacy.” This point iz Further
slaborated in Chaptes Z.

IFAD Comment: = statement appears tc arise from a misreadisg of the
nistory of the esta=iishment of IFAD and = the principles undasiying its
sperations as lais S=== in the Agreement Esta=iishing IFAD and in iTs Zsading
Policies and Criteria. Article 2 of the Agrssment Establishing IFAS adopted
By the United Naticss Sonference on 13 Ju:s 1376 and paragraphs 7 ===sugh 19
of the Lending Policiss and Criteria adopted 5y the Governing Counc £ i
Sscond Session in Dsss=ser 1978 define IFAS"s sandate very cleaziy :

production, reducs =s=Ssrnutrition and alisviate rural poverty;. IS this
sffect, IFAD is tc f:issnce projects and prscrammes, be these isit:iatad by
itgelf or selected fr== the pipeline of ths cocperating institutis
the Agreement and ths Lsading Policies ans S=:itaria go a long way davelop
an operational fra=a==rx for IFAD's and programme i
stipulating cleariy THat the Fund ie expactsd to initiate and finance at isast
2 part of its proijsst =ortfolio.

For exampis.
cbjectives of incrsa

£riteria asserts ths importance of the Funs s initiatlive and of =aistaiaing

its own identity: ... That role requires IFAD to take initistives and to
cooperate with othas iiateral and bilatsss: agencles... whils sss=sisg the
rsalization of the Funs"s own obiectives and sstablishl issSs
identity in the pro=sss. In all pres safin d or inSssssdfently
financed, there wouls 5= systematic concents :
increased food == isn and reductics =2 ¥
Horeover, in citing =sans to pureue the psoduction aspect of s
sbjecuives, the Leass Policies ard Critscia states that .. L
rapidly prepare for sger range projects, sssgrammes and policy :s
iparagraph 10} (ou- ssshaais).

z

In addition, i= Zsfining the Pund’'s r=is in carrying ocut
cyclo, IFAD's Lend: Ssiicies and Criteriz saragraph 39 states that
Fund will seek tc r¢# that ite Lending
sniformly and jtentl  over the
identification, prs 7, appraisal, sugs
svaluation. Tha ¥ i80 make spec:
sycle. .. The Funs ensure that agss
sinimize costs ans vs at later stagss
sasign." (parags The document I=
Fund, while utilis s sarvices of int:

groject
cies and Criteris ars spplied
iget cycle - vis

ion, monitoring, fo
sfforts to shortan
s=2! standards ars =
possible errces
Esrmore aseerts thas
nal and regional i
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==
the Lending Psl:i = and Criteria cites
country to undertsks fsasibility etudiss agricultural projssts fiand to
IFAD activities === priorities, ... undertake special studiss or pre-
investment preissts in problem areas. ... and assist =s=s §§i more
intensively at ta= = t implementatics =35s8, through speci=: ==
project managems== s=3ff." (paragraph Z5:.

In other words. neither the Agreemsnt Establishing IFAD =
Lending Policies s@' i:i:uu -uqqnt Bt I!‘NJ was to pféﬂ‘;é;
grants only for &
Article 8 Sect
organisations, iss
closely with Fa
Financial Inatit
agencies concern
the terms of suc

Organisations, Istsrnational
Non-governmenta: Organisations and Soysramental
5 agricultural dsveisgment. It goes nc
cesration and specificaily says nothing
prejects should b= nced from the pipei == of other multilatss
institutions. It rrect that the Exscstive Board anticipazss =¢
S0% of IFAD proissts w=uld be drawn from 5= sipeline of other s==a=isations.
In fact, in the ses year of operaticas is 1979, seven out =%
or 338, were initis=s= 5y the FPund itselif. Eowever,
collaboration w: 5® Board, the pess=s=tage of IFAD-init:
increased in subssTusnt years siace it wss concluded this was ssssntial to
assure full and prsper focus on the poverty aspects of these prsissts. This
became particulas important in ths = and late-198Cs Es===3s other
multilateral fis institutions tendsc to move away from agrissitural and
poverty-related tments in order tc support etructural éﬁ s‘c otu
adjustment preg
projects in ths
focusesed. Thus,
reached 63% by
increasing percsas=o
Executive Boazd
directly in the is
Soard did urge
cofinancing be
been met. Accs
trend encourages
poverty focus in =

58 of these instit
ercentage of IFAD-in
iimbed to 100\

ons which were propssiy poverty
sted projecte, whichk Ead already
§§2 and 1992, This trsad of an

red for IFAD-initistsS projects and this =
=f thie growth in IE sitiated projects
& Soverning Bodiss =
ad projects.

This incrs
mean that IFAD
davelopment {(al
in project adm
that 1FAD becams

parcantage of IFAD
85 to be involves ke various phasss
as indicated beiow. this did not include = <
n and supervision as implied in the commss
ved in “"all phases™ =f the project cyzis:.

iated projects di sourse,
project

sact role

It is corsss= that this increass s IFAD-initiated and
involvement in phasae of projest = . had a di impact on
the Budget., Hows 8 increase in t e fully m;;, ﬁ'=§ by the

Executive Board
unanimous appres

as the Gover Souncil, which
the annual budget sub=ission. The Govorn

i
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Esport states
= S==nsored Dby othss
=ultilateral sSss=si———sat banks, a=ns

is further elaborazss Znapter ] whers
: s for agricults

Nowonp 3
Srganizations,
agencies.” This =
SAS Report statss FAS provided 5i
Ssvelopment and Esrid Food Progras i¥FF: provided $48:2.
agricultural devsiss=a== in 1992. AL
&sssclation (IBA :
isans for agrics and rural dev

isternational Dessi=——===t AssOClation ass==s=ce

countries. Multiistss-a: development banks s s= fscu

gnore the insistss
== ’ary specific

IFAD Comment : IE= s=ove statement tesdSs

Ssverning Bodiss === ==& Fund shouls

goverty alleviatiss 3

=HEat sector it =

and the rurasi poe;

g&jmo and progrss== istscvent lone ars ss=is=s:ssiy focused of 5=
!iiaq them fuu;‘ £

See commen

SEmant are onont
Esiow, IFAD's apps=a— s=allholder ggs
the other institstisss fs-tod by GAO. iz
Ssgort Lteelf

=rs s thue Juite =%
e, for exasmpis.
that IPAD was === Z:izst inetitutiss

agricultural extsss 252 credit for wo===

sreas where it

= financial inst:
s=sawmple:r (a) dia: . = 5 = srient
s=iicies and inst r=ral poor, espsc:
£3k:ing due accous n of the rura:
Srowth and stabi ==t of liberaliss

Frogductive c=aE
i{b) within £5=
=

iiccation of pubi:
afrastructure aas
ars able to taks == age
svestments for g
Sroviding access
a8 well as decis:
SS=slementary intss—==
:sse of etructuss
=hs delivery of ===
a5 sspecially i
gremise “lap-te
sartners of reseas

=88 to protect ths
tmant) (@) devs
the rursl poer.

=3ke the smal
e development

aad "land-to-lab”
=58 sxtene.Lon agss
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Ja_ntu PESss====:us and poverty siiss:ssion.

A notabls ==
Sguent Lntervest
sancial instits
Fund s stronger css==
Erid Bank has sg==:
sater cocperatiss =

sSout the specii:

£ IFAD's progra==ss= =:s the
ths Coverning BosS:isc
isn with IFAD Bsss===

==ch benefit cf s===

Ssiat 51 In pasas==s== 3 page 7, the Sis
=s=ablished, it =a= =— ,;pnod that OPES
=uid,

srested Cwnzrré ===s delegaticss
Eributions bet==— =SS and OBCD cou===
on the contrasy.

IFAS's future funding
: some factual c:
sountries maintainss s steady
58 Initial M&&g., = sa= the

= =f uncertainty =
s OPEC's reduced =

OPEC countriss
circumstances == isg to
¥ I countriss =

ai‘*h separately == s@rtible curreacy =53
Erse to one basis. has been acknow 5y all the membacs
Sapacity of OPEC =s==srs has diminishes =s to very differsst =sscomic
Foumstances. Ths S on of relative © stions between i
SFEC countries is = :saus currently == Siscussed in ths
ssgotiations on ths & Raplenishment.

Z page 8, the GAS ss==¢
£80 million overs t 3 years. Althouss SA0 did
ation for this £ IFAD and some Memcos:
Srganization nasss= about this amount
2180 states on pass that IFAD's funms
ints are elaboratss Thapter 2.

states “IFAD

t cbtain IFAD's
£iciale wsald
s2=ie. " The Gac
“uncertain”

§00 mlllion p{;g faor the Fourth ®s
grojected ints
=ad principal reps

= Comment
FAD @ Resourcss =
swe from net :
sgisnilshment pes
= level of US
= al carry-over

zvsrage of 199C0-
ssmitment at ths




# parsgrash 2 pags $. ths SAC rsport statss “Sustsinability o
== - m;, i ¥ probiss." The paragraph gives specifis Rk;@;iix
This point i fusther viabsratas is Chagisr 3.

An unever proiect performancs in the figlid, partisulariv in

“should come 28 no SSEpFile ic Anyone gaven I3t this is ihe =ral

experisncse of a1l dsveispment agenciss under ithe svsiving Jiffisult

circusstances confronting Sevsioping countriss. éat g&zﬁ ilﬁ ﬁé@g‘:’;iii E?s;t

=58 =3t difficuit parts =5 t?&i worid that
is Afriss fe;g§§ sut sf 18 pres tsd wers in sub-Saharan Afrisa;. IFAD
has in fact given exceptiona. consideration tc the issus of proisct
sustainability. To this snd, IFAD carsfully vorks out ioag-ters financial
viability of activities Iinance . by the project Doth Iros the point of view
a§ t?st i?:{sﬁém; 52 3 wﬁe;i as ﬁiii &8 £hat ef gaénr;éeal farm househoclids. Ths
ts farmers and the

Feturs ’Efé far= iabsur in reistiss &S sthsr Séfé‘#itiil; The Find has mads =
substantisl sffsst o minimiss ths Sirsst rscurrsnt csst burdsn. and whsrs
nesdsd the Fund alisc sesks ic sncourags Sovernmenis ic begin £ bear thass
SoEts é&riﬁg ;gﬁ"ki:t. L&Fimtitiéﬂ iia:ssi iﬁ;@ztmtl?f I?§§ mh i= itéz’sz!

sres fsz £iciaziss ic assume
ths recurrsnt costs of specific

€ cost recovsry (watsr chargss,
ga;;mst f5r 1ivestocx servicss, stc.}, institutisnal sustainability By
s33if through groups,
s =snd cocperatives
mﬁ ig?eﬁm?ﬁai
= ﬁzt;ﬁ;tiss =

sstivitiss. Hsssurss ars intrsducss is

sanvironmental protecticn intc packagss rsad
: the s=a=gis given By ths 880 rsport

£ IFRS sssks ts sschisvs in tszms =f
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Now on p. 15.
Now on p. 15.
Now on p. 16.

Nowonp. 17.

Now on p. 19.

Nowonp. 19

Now on p. 20.

$569 million and $552Z million, respectivelv.”

Page 7, paragrask 3, line 6 should reas =... The initial capitsiisation
and the first and sscond replenishments of the Fund generally met the OPEC and
OECD participation gsai, with OPEC countriss pledging 43 percent sf total
pledged contributions {and paying 38 percsst of total paid contributions),
OECD countries pledgisg S€ percent of total plisdged contributions {(s=d paying
&1 percent of totsl paid contributions) and dsveloning countries pisdging and
paying about 1 percesnt. For the first replesishment, OPEC countries plesdged
41 percent of totsl pisdged contributions {s=ad paid 18 percent of tstal paid
contributions), for ths d replenish t they pledged and paid 32 psrcent
of total. However, fsr the third replenishmest they pledged only 22 parcent
of total pledged contributions (and have to dsts paid 19 peccent of total paid
contributions, howsvsr contributions for the third replenishment ars still
being paid in)."

Page 16, paragsagh 2, line 3 should s=ad: "OECD countries sg=ssd to
donate 56 percent ass SPEC countries 43 psrssnt of this amount, wits other
daveloping countriss Sonating the resainiss i psrcent.”

Page 22, paragraph 3 line 1 should read: "... IFAD in the first two
years heavily support projects of other organisations.”

Page 22, paragsagh 3, line 8 should reas: "... In contrast, 75 psrcent
of the projects financed by IFAD in 1985 were IFAD-initiated projects.”

is

read: "..+ increasss from
I or 60 percent.”

Page 25, pazassagh 2, line 3 sahss
$30.3 million in 1988 £co §48.5 million in

Page 26, Tabie Z.1: Operating Expense= as a Percentage of Loan and Grant
Commitment (1988-31i;. Figures should read ss followae:

(Currant Prices - USD million:

Year Loan and grant Adsinistrative and Percentage
commitment Sperating expenses

issas 30.3 iZ.5
is8s 32.5 ii.9
1350 1.9 i3.0
1581 48.5 i7.3
Page 30, paragraph 1, line 4 should read: "... billion, $58% million,

and §552 million, resgsctively.”

Page 30, parsssagh 3, line 5 she 23d: "... Since ¢tEs sscond
replenishment, howev pledges from OPEC c ries have fallen off sharply.
In the third replenisi=snt, the.r share of funding wae just 22 ssscsat of
plsdged contributicoss. while their share =f paid contributions &= date is
i percent, howevsr paysments under the third resplenishment ars =sst yet
seacluded.”

Page 31, Tebis Z.4: Contributore tc IFAS. Figures should resg == in the
attached table.
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Nowonp. 19

Nowonp. 35

Nowon p. 35

Now on p. 40.

Page 44, paragraph 2, line 6 should resad: "..,. with OPEC ccuntries
contributing only 37 psrcent of the third raplenishment."

Appendix II, page 53, Table II.l: IFAD Prciects GAO Visited - the loan
amount figures for the following projects shsuld read: "limbabwe - Hational
Agricultural Extension and Research Project - USD 12.4 wmillion, Xsnya -
Eatjonal Extensiorn Project - USD 5.0 milliiss, Kenya - Kwale ans Kilifi
Bistrict Development Broject - USD 8.7 miliiss.”

The footnote tc the same table should read: "Amount represents =niy the
IFAD contribution. Ezcept for the Ghans, Ssallholder Rehabilitstiss and
Dsvelopment Project. =1l other projects rscesived funds from cefinancing
institutions and sxcspt for the Regional - icultural Managessst Training
Programme for Africas grant, all projects isclude funding fros host
governments.”

Appendix II, page &1, paragraph 2, iiss 2 should read: "... the World
Bank initiated the Agricultural Credit and Export Promotion Project in 19%0."
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Comments From the IFAD

The following are GAO’s comments on IFAD's letter, dated June 22, 1993.

GAO Comments

1. We agree that neither the Agreement to Establish 1ran nor its Lending
Policies and Criteria define 1FaD as a “funding agency,” and our report has
been modified accordingly. While its charter provides considerable
latitude with respect to how the organization funds and manages its
projects, the historical record indicates, and State and aib officials said,
that the U.S. government agreed to participate in IFAD with the
understanding that it would have limited involvement in project design
and implementation; serve basically as a funding agency, selecting loans
and grants to projects developed by other multilateral agencies; rely on the
multilateral development institutions to appraise and supervise the
implementation of its projects; and maintain a small staff and limited
administrative overhead expenses. Today, IFAD develops its own projects
and is involved in all phases of the project cycle,

2. The report has been modified to reflect these comments.

3. According to State and AID officials, and as indicated by the historical
record, the U.S. government initially agreed to participate in the Fund with
the understanding that iIFAD would have limited involvement ir nroject
design and management; serve primarily as a co-financing or funding
agency; and provide loans and grants for projects developed by other
multilateral agencies, primarily the multilateral development banks. The
understanding was that this would enabie IFAD to keep its staff very small
and its administrative operating expenses low. During its early years, IFAD
generally followed this mode of operation.

4. Some projects financed by other multilateral and U.N. agencies are
similar to those financed by 1FaD because they focus on poverty alleviation
among very poor populations in food deficit countries. However, during
our site visits, some recipients and host country officials told us that the
IFAD intervention provided them the kind of involvement in project design
and management that other intorrational organizations do not provide.
This is cited in our report.

5. Although there was no formal agreement on a set percentage for

countries should contribute roughly the same level they pledged for the
initial capitalization. It should be noted that for the inifial capitalization
and the first and second replenishments, oPEC countries pledged 43, 41,
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and 38 percent, respectively, but in each case provided 38 percent. For the
third replenishment oPEC countries pledged 22 percent in 1990, but to date
have provided only 19 percent. The rough parity called for by some
delegations, including ''\e United States, seems to have been lost.

6. Although the sustainability of projects may be a concemn for all
development agencies, it is nonetheless an important issue that deserves
the proper attention from IFAD management.
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Note: GAO cor
supplementir
report text appe
end of this app

US AcssryEm
INTERNATIONAL
DEVELOPMENT

JUN 2 4 1953

Mr. Frank €. Conahan

Assistant Comptroller General

United States General
Accounting Cffice

441 G Strest, N.W. - Room 5055

Washingtsn, ©.C. 20548

Dear Mr. Conahan:

I am pleased to provide the Agency for International
Development’s (A.I.D.) formal response to the draft GAO
roport iﬁﬁltied HHLIILAIEBA&LEESEISH_AIH;_E_i_

1mportaﬁt for the future of International Fund for
Agricultural Development {(IFAD}, and it makes
recommendations for A.I.D. action which are entirely
appropriats for A.I1.D. in ocu- role as lead agency for
IFAD. ©Cur comments on the main issues discussed in the
a — GAO repert are outlined beslow; technical comments are
=SSR provided as an enclosure.

‘ LEAD' iginal Mandat
| Oric

We agree that A.I.D., werking with other U.s.
agencies, should determine whether IFAD's mission and
. capitalization need to be reexamined. As part of this
| effort, we will continue toc encourage IFAD managsment to
i produce a detailed analysis of the costs and bensfits of
varicus operational procedures {including alternative
degrees of reliance on cooperating institutions for
project supsrvision) for Executive Board considsration.

See commer Although the idea of IFAD as a "funding® igstitution

[ confersncss, a number of founding members did nst accept
this view. Consequently, IFAD's articles of agrssment do

| not mandate that IFAD serve simply as a funding

§ institutien. The restrictions on operations in IFAD's

‘ basic documents instead contain ambiguities which reflect

‘ the differsnce of opinion which existed among the

i institutisn’s founders.

TRINTY PRSI STRIFLL NS &

= D.C 1053

Page 58 GAO/NSIAD-93-178 Faitilateral Foreign

nl‘?’
Wik




Appendix IV
Comments From the Agency for
International Develoment

We see the possibility of both positive and negative effects
from a return by IFAD to a narrower interpretation of its
operational limitations. On the positive side, co-financing
projects designed and implemented by other institutions is an
efficient means for keaping costs low, aveiding duplication of
effort, and minimizing staff requirements. On the other hand, we
can understand why efforts to fulfill its principal deveiopment
purpose have led IFAD to more direct involvement in project
design and supervision. Other multilateral institutions have
broader goals than 1FAD, and many of their project designs are
not targeted to tks benef!ciary grcup that IFAD must address in
order to fulfill the goals outlined in its charter. In addition,
project implementstion capability is not as widespread as IFAD's
founders may have assumed. The recent report of the World Bank's
Task Force on Portfolio Management (®"Effective Implementation:
Key to Development Impact") details the project implementation
problems that one of IFAD's most widely respected cooperating
agencies has had. The question of IFAD's operational scope will
clearly be one reguiring careful study by the United States and
other IFAD donors.

OPEC's Role

We acree that the United States should seek to restore
OPEC's role as a fuil partner in funding IFAD. All of ocur
efforte in negotiastions on the Fourth Replenishment have been
dirscted toward this objective. However, as IFAD is a
multilateral agency, the United States will need to give due
regard to the views and financial contributions of many sother
participants, inciuding developing country contributors, in
funding IFAD.

Sustainability

We agree that the United States should work with IFAD to
help assure that projects finzrced by the organization are
sustainable after sxternal support ceazses. This is a
particularly chalisnging objective for IFAD givan the
institution's focus on the very poorsst recipients, often located
in remote rural arsas. IFAD has made increased efforts to find
sblutions to its garticular sustainasility problewms in rscent
years.

Administ ; cost

We think that IFAD, along with sany other multilateral
organizations, shsou:ld maximize its effarts to hold down
administrative co=sts., As the report snotes, some factors in the
growth of IFAD's asSministrative costs {such as wages anc benefits
and fees of coopersting institutions: have been outside IFAD's
control, whils othars relate to IFAD's increased involvement in
project design anZ supsrvision. It should be noted, howsver,
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that for many years IFAD has finz.ced administrative expenses
entirely from investment income, not from increased donsr
contributions. #ost IFAD staff incrsases were endorsed by an
independent study sponsored by the Canadian Government {the
#Mullin Report®; which has served tc guide subsequent staff

changes.
A.1.D.'s Role

We agree that, in those cases where they have not aiready
done 80, A.I.D. missions should be dirscted to become
knowledgeable of IFAD activities and to provide appropriate
advice to A.I.D./washington and to ths U.S. Executive Dirsctor in
Rome. We note that a number of missions have given high priority
tc upcoming IFAD srojects and have formulated thoughtful analyses
which have been of great value in U.S. intaerventions with IFAD
management. In countries where thers has not been adeguate
attention to IFAD projects, we will make our best efforts to
ensure that IFAD proposals are adeguately reviewed, consistent
with A.I.D.'s in-country presence and staff capacity.

As a final comment, based on cur sxperience with other
international financial institutions and other U.N. agenciss, we
believe that IFAD adds a unique elssent to the internatisnal
assistance effort. While many deveispment institutions sre
involved in poverty alleviation and rural development, the
content of their programs can vary encramously as to types of
interventions used and individuals reached. IFAD's emphasis on
beneficiary participation with extrsmely careful targeting of the
very poorest rurail groups is laudabis, and IFAD's work with poor
rural women and credit (pages 35-°: =i the GAO report) is an
especially noteworthy contributicr. Now that other largsr
multilaterals are increasing their attention to poverty
alleviation, IFAD’s value as a testing ground for new approaches
to poverty problems may receive wider recognition.

Thank you for the opportunity tc respond to the GAC draft
report. We appreciate the effort and cooperative spirit that

review.

Sincerely,

' - 7 \ \
(SRC/ o 2 i:} (:quJ—a
Richard 3. Zizes
Chief Fimancizl Officer

Enclosure: As statasd
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Comments From ths Ageney for
International Deveioment

The following is Gao’s response to the Agency for International
Development’s {AIb) comments dated June 24, 1993.

1. We have not;epmduced the technical notes provided by AID; however,
we have made all of the changes suggested by AID in those notes.

2. We have modified our report to recognize that IFAD’s charter does not
mandate that it serve simply as a funding agency and that it has substantial
latitude in implementing its programs. Nonetheless, when the U.S.
government agreed to participate in IFAD it anticipated that 1Fap would
have limited involvement in project design and implementation, serve
basically as a funding agency, selecting projects developed by other
multilateral agencies; rely on the multilateral development institutions to
appraise and supervise the implementation of its projects; and maintain a
small staff and limited administrative overhead expenses. Today, IFAD
develops its own projects and is involved in all phases of the project cycle.
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Comments From the Department of State

Note: GAO cor
supplementing
report text app
end of this appe

United States Department of State
Chief Finuncial Officer
Washington, D.C. 20520-7427

Dear Mr. Conahasn:

Thank you for the opportunity ts comment on your drzaft
report, "MULTILATERAL FOREIGN AID: U.S. Participation in the
International Fund for Agricultural Dsvelopment,* GAG Jsb Code
472271, Comments are enclosed.

If you have =ny gquestions concsrning this response. glsase
call Jane Buchmiiier, EB/IFD/ODF, at §47-9466.

1 iisserely,
]
| Q
; §3§e Gamble, Acting
|

Enclosure:

As stated.

' =

GAO - Mr. Richardson
State - Ms. Bu i

Mr. Frank C. Ct

Assistant cller Geners!l,
Nat curity and In ational Affairs.
General Acco Office.
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See comment 1.

GAO Draft Rsport: “MULTILATERAL FOREIGN AID: U.S.
Participation in the Intsrmational Fund for
Agricultmral Development.,™ SAU Job Code 472271

We apprecists the opportunity ts comment on the Sa5°'s
draft report on tEs International Fundé for Agricultura:
Development (IFAS}. We agree with £he report's conciusion that
the U.S. role in IFAD should be re-=xamined if the Fourth
Replenishment fsiis to bring OPEC back to its former
partnership rois is funding the institution. In thst svent, a
suspension of U.5. contributions tc IFAD should be but one of
various options considered. Other csmclusions includss in the
report require m=re complete exposition of the basis ==z which
they were drawn.

EVALUATION OF IFAS'S MANDATE

The GAD resgsrt points out that IFAD has evolved ists
snother development agency and is nc longer just a funding
agency. However. the report does ncot sufficiently evaiuaste
IFAD's justifications for developing its in-house capabilities
and involving itssif directly in prsisct design,
implementation. =2 evaluation. IFAD was originally
established in sz3er to -ease fos2 production, incemss. and
nutritional leveis of *“w p.orest sf the developing wezid's
fural poor, and thEs GAO report indicstes that IFAD has
faithfully devotssS its resources tc that end. The GAS report
might further sxsicre the extent tc which that expansiss proved
necessary for IFAS to meet its origissl purpose. For szample:

o the GAS ssted that IFAD considered necessary

supervisisa of projects {g. 25), which, in £
donors =iieve has made ths Fund especially =
and immsvstive in its operstions (pp. 28-253:

£

o expend
inst
and, =3
escalat

s for fees chargssS by cooperatins
g=rcent from 1988
£ UNDP, promise toc i
and

0 other £ increased staf
adminis .€., a larger port
initist he Board, etc. -- reguire

furthes

The GAO could =
those of simiiar
international b=

IFAD's contrib
as the ¥eo

from
Bank's

. such
{IDA).

All deve
as sustainabi
and inseparabis

asrganizations

itend with prob
They are inh
process of

ad recurrent cgo
= the very diff:
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Ss=velopment. Siscss IFAD's work is in the
countries, considersbie difficulties imsiementing soms
srojects might be szpected.

The GAO repori sctes that IFAD projects have had sizssS
=5 results (p. 37), B=t it does not defins the criteria ups=s =hich

Now on pp. 22 ani 24. “success” was determined. This is esssstial in order &=

= snderstand the regsrt's conclusions.

See comment 3.
It would slss Be useful to incluss data to determins

whsther [FAD proiscts have been more or less effective &5

those of other doms:zs or whether they £iiled a void in £

sssistance. The svsiuators might revisw UNDP or World Bssk

grojects in IDA cousntries or programs sf other IFAD cosgs:isting

iastitutions.

SUTLOOK FOR IFAD FUEDING

The GAO correctiy notes that the $.5. role in IFAD sisuld
5= re-examined if thE= Fourth Replenisi=ent fails to briss §§§C
Back to its forme:r sartnership role is funding the instis

However, the S5 report might kav= included a mors
complete analysis sf funding. Whick =sst components £ai:
=ithin IFAD's contssi, ond which ot%g‘ do not? Are svaius

5id IFAD's Board ggz;éan the Fund's §§:§§§ to include issuss
See comment 4. such as women in Ssv=liopment or the ssvironment, and if ==.
what costs might b= st‘ributed to suchk decisions?

FACTUAL OMISSIONS ASs FRRORS

o Figures g
incorrect

iven for the Thxtﬂ géglenishment are

Replenxshmenéi

Nowonp 20 .
amount pissSsed by IFAD membess
paid to dsts=. Furthermore,
; figures the table on p.
o Althougk
among ths the vst
Now on p. 11 | power wi Categories 1 €

ntributions. United States

{ largest butor within € gory I, while
| Arabia i i : gegory 11. Thsss ¢
| donors, sfore, have grss ieverage with
| voting s re of IFAD &&=
suggests 17}.
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Separtment of Stats

= A distis
AID miss

projects

Now of the A& Both AID/Was
and the =1y engaged i
revieving = t proposals =
even if res constraints
AID miss : specific IFAE

Nowonp 28 = AID has “parallel”

“co-fina for some IFAD

Now <& s “Working s Multilaters
read "Work oup on Multit

Nowonp 26 3, 40).

- The Departis sf the Treasusy aot distribs
IFAD locas £ sais to members he Working ©
Multilaters: s==istance (wGEz 48). The A:i:
to IFAD s= 1 AID/Washingt
which in & HGMA members.

N =

— o 8 Treasury = er members o Horking Groug
Multilatess istance do = IFAD loan pre
{contrary s statement o i} but also
recognize = £ rcle as the i= EgSncy on IFAD =

tc do the == -depth onalys:is
ject proposs

i = = on Multila Assistance i

those membe s=ed on p. 41 --
Interior Be nt's Bureau s, the White
House's € Environme lity. the
Environmen rajection Age { “tments
Transporis Labor, and C
Sikonai i in B Representa and the Fede erve Boaid.

the UN F
d Food Pr

igriculture
4 World Bank
poor fermers

5 Only a po
Organiza
resources :
food defi ries (p
IFAD has ive mands se food
producti ievels of
rural fers, noma
pastorali sections of
populatio

land
and oth

“"Replenis
rrect
'S F}‘\:’ \1 e
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Comments From 5= Department of Stats

GAO Comments

The followirgg are. GAO'S comments on {he Depanmeﬁi of %tate s letter

'-ai that IFAD needed
3 rectly in project

sentation, and evai@&n. For exampie 4D officials said
that cooperating institutions fees for supervising the implementation of
projects were oo high, that they ofter: did not provide specific feedback
on projects, and that their supervision was inadequate and too infrequent.
However, 1FaD's solution to these problems substantially increased its
administrative costs and expande€ s role beyond what was initially
envisioned.

2. Our report was modified to give greater recognition to the fact that
sustainability and recurrent costs are inherent problems in the
development process. However, we believe that it is an important issue
that warrants proper attention.

3. We did not isbel projects as successes or failures. Instead, as we
indicated in our report, we reported the findings of the cooperating
insiitutions. The cooperating ms&z‘fsgans used their own criteria, plus
criteria established by IFAD to determine if the projects met their objectives
during the life of the project. Also, during our field visits we observed
some projects that were clearly experiencing more problems than others;
however, because evaluation criteria should be defined before projects
begin, v > did not 1abel the projects that did not meet their objectives as
failures.
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Major Contributors to This Report

AT ST O D = — = "’7’:77—‘
oy Y o . , Lee Weaver Richardson, Assistant Direct

N'dthnEﬂ, secur}ty and I;x;rws'(} 1(\: rl*"g;ifin:-)illll—(‘l:alr;? S

International Affairs Casey Barrs, Evaluator

DiViSiOI’L ii'ashlngton Suzanne P. N Senior Evaluator

D.C — - Charles W. Perdue, Senior Economist
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