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MEMORANDUM TO THE EXECUTIVE DIRECTORS AND THE PRESIDENT

SUBJECT: Performance Audit Report on Brazil
Northeast Rural Development Program
Cear4 Project (Loan No. 2763-BR)
Paraiba Project (Loan No. 2860-BR)

Attached is the Performance Audit Report prepared by the Operations Evaluation Department
(OED) on the above two projects which both formed part of Brazil's Northeast Rural Development
Program. The Cear4 project (Loan No. 2763-BR) was approved on April 30, 1985 and closed on
December 31, 1995, nine months behind schedule; an undisbursed balance of US$7.1 million was
canceled. The Paraiba project (Loan No. 2860) was approved on June 30, 1987 and closed on December
31, 1996, nine months behind schedule; US$0.6 miilion was canceled at closing.

The audit focuses exclusively on the performance of these two projects from 1993 to their
respective closing dates. The projects are evaluated against the revised objectives that were approved by
the Bank's Board and became effective on September 28, 1993. When the revised objectives were
approved, of the original loan amounts there was 63 percent left to disburse in Ceara and 64 percent in
Paraiba.

The audit sought to determine whether the results of these two projects were consistent with
expectations when they were reformulated, and to derive lessons that may be applicable to the next cycle
of community-driven development projects, in Brazil and elsewhere.

The revised design entailed shifting the focus from small farmers and agricultural production to
rural poverty alleviation emphasizing poor rural communities and investments in productive,
infrastructure and social subprojects identified, designed and implemented by the beneficiaries. In line
with decentralization trends in Brazil, responsibility for counterpart funding was moved from the federal
government to state governments.

The two projects shared the same (revised) objectives: (i) provide basic social and economic
infrastructure and income-generating opportunities for the rural poor (not only small farmers); (ii) support
rural community groups in identifying, planning and implementing their own subprojects; and (iii)
involve state governments more directly in decision-making and in financing the program.

Project funds were channeled to beneficiaries by one of two mechanisms: PAC (community
associations submit subproject proposals directly to a state technical unit) and FUMAC (subprojects
prepared by associations are first screened by a municipal council, with members drawn from the
community, local government and civil society, following which the highest priority proposals are
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forwarded to the state technical unit). The Bank considered FUMAC—a small pilot exercise during the
life-span of these projects—to hold greater potential for fostering transparency and ownership because it
invited communities to participate in a municipality-wide process of priority setting.

The results of the reformulated project were very positive. The number of beneficiary families
served by subprojects in the two states was more than three times higher than expected when the projects
were redesigned. The projects clearly targeted the rural poor (although not necessarily the poorest of the
poor). The participatory FUMAC process helped to make targeting more precise, encouraging
participants to put the interests of the neediest communities first. The revealed preference of beneficiaries
was for infrastructure projects (mainly rural electrification) which accounted for 56 percent of subprojects
in Cear and 74 percent in Paraiba; productive projects (e.g., agro-processing) accounted for one-quarter
to one-third of all subprojects; and social projects (e.g., day-care centers) for five percent or less.

Resources were used efficiently, 93 percent of project funds financing subprojects directly. The
cost of infrastructure subprojects averaged 30 percent lower when implemented by communities,
compared to government agencies or contractors. Economic rates of return on productive subprojects
were typically 20 percent or more.

The audit surveyed a total of 77 subprojects across the two states, 55 percent corresponding to
PAC and 45 percent to FUMAC. The survey found that:

e According to 83 percent of respondents, subprojects were well-designed and had improved their
quality of life

o  All electrification subprojects were still operational; but 45 of the other subprojects were not, with
productive subprojects most vulnerable.

o There were no statistically significant differences between PAC and FUMAC concerning the amount
of technical assistance received, and the technical viability of subprojects.

e About one-quarter of beneficiary associations in the two states have funded subprojects from sources
other than project funds.

o Almost one-quarter of associations have received bank credit.

On project outcome, OED concurs with the implementation completion report, rating Ceara
satisfactory and Paraiba highly satisfactory. The audit survey showed that Paraiba counted the number of
beneficiaries more accurately, served a larger percentage of associations with technical assistance, had
more NGO participation, had a higher proportion of technically sustainable projects, and a greater
number of associations reporting satisfaction with subprojects. Paraiba's superior performance partly
reflects the preponderance of electrification—the least problematic of all subprojects.

OED rates sustainability as likely, based primarily on the proven technical viability of subprojects.
Institutional development is rated as substantial, based on the evidence that subprojects contribute to
social capital formation, and because one-quarter of the associations had diversified their source of
funding for subproject investments.

OED upgrades the rating of Bank and Borrower performance from satisfactory to highly satisfactory,
reflecting the progress in decentralizing project administration and empowering beneficiaries, the
continuing refinement of project design, the high quality of supervision, the exemplary implementation
completion reporting, and the commitment by all parties to achieving the projects' development
objectives.



There are three main lessons. First, the decentralized and participatory approach to project
administration exemplified by these projects has greatly enhanced client responsiveness, increased the
scope for iterative design improvements (Box 1) and has generated positive externalities for Brazil and
for the Bank by advancing community-based procurement. Resident missions with dedicated supervision
teams can play a critical role in improving decentralized and participatory approaches. Second, as
demonstrated in other countries (e.g., Mexico), productive projects financed by matching grants are less
likely to be sustainable than small-scale infrastructure projects. Third, the discontinuities associated with
the electoral cycle require continuous advocacy by the Bank staff and frequent information campaigns to
ensure that project development objectives are kept alive from one administration to the next.

Attachment
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Principal Ratings

iii

Loan No. 2763 (Ceard)

Loan No. 2860 (Paraiba)

Audit ICR Audit ICR
Qutcome Satisfactory Satisfactory Highly satisfactory Highly Satisfactory
Sustainability Likely Likely Likely . Likely
Institutional Development  Substantial Substantial Substantial Substantial
Borrower Performance Highly satisfactory Satisfactory Highly satisfactory Satisfactory
Bank Performance Highly satisfactory Satisfactory Highly satisfactory Satisfactory
Audit ratings
Outcome® Highly satisfactory, Satisfactory, Marginally satisfactory, Marginally unsatisfactory, Unsatisfactory,
Highly unsatisfactory.
Sustainability Likely, Uncertain, Unlikely.
Institutional Development Substantial, Modest, Negligible.
Borrower Performance Highly satisfactory, Satisfactory, Marginally satisfactory, Marginally unsatisfactory, Unsatisfactory,
Highly unsatisfactory.
Bank Performance Highly satisfactory, Satisfactory, Marginally satisfactory, Marginally unsatisfactory, Unsatisfactory,
Highly unsatisfactory.
a. A composite rating, based on relevance, efficacy and efficiency (see main text).
Key Staff Responsible
At appraisal At midterm At project completion
Loan No. 2763 (Ceara)
Task Manager Alain Berthier Raimundo Caminha Joao Barbosa-de Lucena
Division Chief Jan Wijnand Tia Duer* Constance Bernarda
Department Director Robert Picciotto Armeane Choksi Gobind T. Nankani
Loan No. 2860 (Paraiba)
Task Manager J.P. Delsaile Tulio Barbosa Raimundo Caminha
Division Chief D. Martinussen Tia Duer” Constance Bernard®
Department Director Cornelis Van Der Meer Armeane Choksi Gobind T. Nankani

a. Luis Coirolo played a critical supporting role as portfolio manager for the Northeast program.
Note. The Implementation Completion Reports were prepared by Anna Roumani who also participated extensively in the supervision of

these projects.






Preface

This is a Performance Audit Report (PAR) of two projects in Brazil's Northeast Rural
Development Program.

i. The Ceara Project, for which Loan 2763-BR, in the amount of US$122.0 million, was
approved on April 30, 1985. The closing date was December 31, 1995, nine months
behind schedule. The final disbursement from the loan was made on May 21, 1996,
and the balance of US$7.1 million was canceled.

il The Paraiba Project, for which Loan 2860-BR, in the amount of US$60.0 million,
was approved on June 30, 1987. The closing date was December 31, 1996, nine
months later than originally planned. The final disbursement from the loan was made
on May 19, 1997, and US$0.6 million was canceled.

The PAR focuses exclusively on the performance of these two projects from 1993 to their
respective closing dates—after their reformulation. The projects are evaluated against the revised
objectives that were approved by the Bank's Board and became effective on September 28, 1993.

The PAR presents the findings of a mission by the Operations Evaluation Department that
visited Brazil in December 1999. The findings are primarily based on the results of a survey of
subprojects conducted during the mission, as well as interviews with beneficiaries, project staff,
officials of the Government of Brazil and the Bank team. The collaboration of these persons is
gratefully acknowledged. In addition, the PAR draws on the staff appraisal reports,
implementation completion reports and other evaluation studies.

Following customary procedures, copies of the draft audit report were sent to the relevant
government agencies for their review and comments. Comments received have been translated
and attached as Annex C.






1. Background and Methodology

1.1 The Brazil Northeast Rural Development Program (NRDP) was supported by 10 Bank-
assisted projects, including the two—in the states of Ceara and Paraiba—that form the subject of
this audit." The Paraiba project was selected for audit because it was the only one of the 10 with
an outcome rated "highly satisfactory" by the implementation completion report (all other states
were "sagisfactory"). Ceara was chosen for this audit because there is a rich evaluative record to
draw on.

1.2 The loans were signed in FY87 (Ceara) and FY 88 (Paraiba) and closed, respectively, in
FY96 and FY97. As initially planned, the NRDP focused on small farmers and provided a mix of
agricultural services and infrastructure. It foundered in all 10 states, for reasons typical of
integrated rural development projects of the time? difficulty in coordinating the various
centralized service providers; and weak sustainability because beneficiaries had little say over the
selection, design and implementation of subprojects. The adverse macroeconomic environment
and the collapse of counterpart funding aggravated these problems. Following an OED study” and
a protracted midterm review (1991/93), the program was reformulated. This audit focuses
exclusively on the record of these two NRDP projects from 1993 to their closing in 1995/96.

1.3 The audited projects are evaluated against the revised objectives that were approved by
the Bank's Board (and became effective on September 28, 1993): "(i) provide basic social and
economic infrastructure and income -generating opportunities for the rural poor (not only small
farmers); (ii) support rural community groups in identifying, planning and implementing their
own subprojects; and (iii) involve state governments more directly in decision-making and in
financing the program." ° The implementation completion report notes that "both Bank and
Borrower saw the reformulated NRDP as part of a policy of compensatory actions responding to
an emergency, i.e., the heavy impact on the rural poor of economic and climatic crises and macro-
economic and fiscal adjustment."®

1. Annex B, Table B5 shows where the two audited projects fit in the sequence of projects.

2. Including, Judith Tendler, Good Government in the Tropics, Baltimore: Johns Hopkins University Press, 1997 and
"The rise of social funds: What are they a model of?" draft, January 15, 1999. Professor Tendler's students at the
Massachusetts Institute of Technology have greatly contributed to the work on Cearé: see, for example, Rodrigo
Serrano's 1992 Master's thesis, "Who knows what's best for the poor? Demand-driven policies and rural poverty in
Northeast Brazil". Other important studies are: Johan van Zyl, Tulio Barbosa, Andrew N. Parker and Loretta Son,
Decentralized Rural Development and Enhanced Community Participation: A Case Study from Northeast Brazil,
World Bank Policy Research Working Paper No. 1498, August 1995; and Thomas Wiens and Maurizio Guadagni,
Designing Rules for Demand-Driven Rural Investment Funds: The Latin American Experience, World Bank Technical
Paper No. 407, 1998.

3. OED, "Area Development Projects”, Lessons and Practices, No. 3, September 1993.

4. Judith Tendler, New Lessons from Old Projects: The Workings of Rural Development in Northeast Brazil,
Washington, DC: World Bank, Operations Evaluation Department, 1993,

5. Implementation Completion Report, Northeast Rural Development Program: Paraiba, Maranhéo and Alagoas
Projects, (Report No. 16765), June 24, 1997, p. 7.

6. Ibid, p.7.



14 Thus, the NRDP was converted into a community-based development program, dropping
all components targeting agricultural production. The redesigned projects provided matching
grants to rural community associations to finance small-scale subprojects identified by those
groups as priority investments for community well-being. The subproject cost could not exceed
US$40,000 equivalent, including a community contribution that ranged from 10 to 20 percent
depending on the type of subproject. Subprojects were classed as infrastructure (mainly
electrification and water supply), social (such as day care centers) and productive (mostly small-
scale agro-processing and communal tractors).

1.5 Responsibility for providing counterpart funds was shifted from the federal government
to state governments. The flow of funds from the national treasury to the states was streamlined.
Two alternative mechanisms were developed—state community schemes (PAC) and pilot
municipal community schemes (FUMAC)—the aim being to test which was more effective in
processing subprojects. The FUMAC pilot processed 11 percent of subprojects in Ceara and 37
percent in Paraiba. :

1.6 To facilitate comparison of the two mechanisms some communities were assigned to
PAC and others to FUMAC. In the case of PAC, rural communities submitted their subproject
investment proposals directly to a state project technical unit which screened, approved and
released funds for subprojects directly to beneficiaries. By contrast, FUMAC invited rural
communities to submit subproject proposals to a municipal council—an NRDP entity formed
explicitly for reviewing such proposals. The councils composed of community members, local
government representatives and members of civil society, promoted local consensus building on
priority needs through open meetings, and screened and submitted subprojects to the state
technical unit for approval and financing. The completion report notes that "FUMAC is a more
progressive model than PAC, and the Bank has always encouraged its expansion."’

Methodology

1.7 OED compared the performance of subprojects and their respective beneficiary
associations in four zones (11 municipalities) (Table 1)?

Table 1: Areas covered by audit survey

Total N of cases=77 STATE
MICROREGION Ceara (N=31) Paraiba (N=46)
Brejo (N=39) Ibiapina/a Alagoa Nova/a
(Annual rainfall: 1,000-1,250 mm) Ibiapina/a Bananeiras/a
Bororema/a
Esperancal/a
Sertaé (N=38)
(Annual rainfall: 750-1,000 mm) Erere® Agua Branca®
Iracema® Patos®
Jaguaribe®
a. Municipality. See Table B1 for poverty ranking of these municipalities.
1.8 OED made a purposive, not a random sample, for this audit. The brejo microregions were

included in the sample because, on the face of it, they are better endowed for rural development:
they have more rainfall and higher population density than the Northeast average; and a legacy of

7. Ibid, p. 8.

8. See Table B! for poverty indicators referring to these municipalities.



(Bank-assisted) integrated rural development initiatives dating back to the late 1970s? The sertdo
microregions were chosen because they are exactly the opposite: semi-arid, sparsely populated
and with less history of project intervention. From a list of all the subprojects financed in these
four zones since 1993, OED selected 90 for inspection (Annex B, Figure B1). The selection was
not random because the aim was to ensure that the full range of subproject types was represented,
with roughly equal shares of PAC and FUMAC channels. (FUMAC subprojects were deliberately
over represented because they carry more weight in the follow-on project and are considered to
be best practice: they represent 45 percent of the sample but accounted for only 11 percent of all
subprojects in Ceara and 37 percent in Parajba). For each subproject, the leader of the beneficiary
association was interviewed on site using a short questionnaire (Figure B2). Questionnaires were
completed for 77 of the 90 subprojects selected (the shortfall corresponding to subprojects whose
identifiers on the printout were too imprecise for them to be traced).

1.9 The survey's explanatory power is limited not just by the small number of cases studied
(N=77), but also by the absence of any comparison with groups outside the project: the only way
to rigorously study impact on poverty, incomes and employment is to conduct a panel study,
comparing communities with and without subproject investments, both during the project and
some time after it is completed.'® Also, because the survey interviewed association leaders rather
than a representative sample of beneficiaries the results do not indicate to what extent the choice
of subprojects was demand-driven.

1.10  The audit survey posed 10 questions:

(a) Was the reformulated project well targeted?

(b) How many families benefited?

(c) Does coverage vary substantially between regions?

(d) How do subproject unit costs compare with the cost of providing similar benefits
outside the project?

(e) What proportion of project spending finances subprojects?

(f) Are subprojects still in working order?

(g) Do beneficiaries cover maintenance costs?

(h) Does sustainability vary according to (a) type of subproject and (b) the processing
channel?

(i) Were the beneficiary associations in existence before the subproject was
conceived—or are they project-specific creations?

(j) Have beneficiary associations been able to finance new investments with funds from

outside the project?

9. In each state, these microregions were included in the first-cycle of integrated rural development projects (known as
POLONORDESTE): Loan number 1488 (Ceara, Serra de Ibiapaba) was approved in April 1977; Loan number 1537
(Paraiba, Brejo) was approved in March 1979 Both projects were audited by OED (see Report No. 7910, June 28,
1989).

10. Because these projects cover all municipalities outside the metropolitan area it will be difficult to isolate
communities that have been untouched by the program, making problematic the panel analysis of communities "with"
and "without" subproject investments (Comment by Johan van Zyl, April 11, 2000).



2. Relevance: Were Project Objectives Right?~

2.1 The heavy expenditure on the first and second generation of Northeast rural development
projects—US$3.3 billion committed by Brazil between 1975 and 1987—was, in principle,
relevant. About 60 percent of poor persons in the Northeast live in rural areas, accounting for
about one-third of all Brazil's poor.”

2.2 As originally conceived, the NRDP projects were developed and appraised under a
centralized military government in which public agencies controlled most development activity.
Concepts like participation and decentralization were politically problematic in the Brazil of the
period and not yet regular part of the Bank's lexicon. These circumstances changed in the course
of the project. By the mid-1980s Brazil had returned to democratic rule, and adopted a new
constitution in 1988 that promoted decentralization. In Mexico, the Solidarity program was
launched—a Bank-supported experiment in community-driven development that would inspire
imitators in other countries.”

23 The original NRDP projects were blighted by (a) poor targeting, (b) substantial
counterpart funding delays, (c) erosion of project funds by high inflation, (d) sector policy
distortions that harmed agriculture (e) difficulties in coordinating rural credit and subsidy
components, (f) inefficient project administration by state agencies; and (f) sluggish
disbursement. The redesigned project addressed each of these problems and was fully consistent
with changing priorities in Brazil and in the Bank's strategy.

2.4 Disbursement was speeded-up by taking project administration away from federal
agencies and giving it to the states. The state agency monopoly over project administration and
service delivery was broken. The introduction of matching grants provided resources to the non-
bankable poor while building community ownership. One of the more promising components of
the original project—support to small rural communities (APCR)—was expanded, with the target
group shifting from small farmers to poor rural communities. Infrastructure subprojects were
reinstated—these had been excluded when the project was appraised on the grounds that
infrastructure benefited local elites more than proportionately, while roads and electrification
were already well-funded.

2.5 The reformulated projects revealed that beneficiaries had a strong preference for
infrastructure (which accounted for half to three-quarters of all subprojects)”. The participatory
design of the reformulated project suggests that these investments corresponded to what
communities wanted. However, the influence of municipal mayors should not be discounted. The
audit survey found that electrification subprojects were much more likely to be supported by
mayors than other subprojects (Table BZ), possibly explaining the preponderance of this type of
investment.

11. The relevance, efficacy and efficiency ratings are not published by OED (see page 2): but the "Outcome” rating is a
composite of these three implicit ratings.

12. Brazil: Poverty Assessment, World Bank, June 27, 1995, pp. 49-50.

13. See OED Performance Audit (Report No. 17975), Mexico: Decentralization and Regional Development Project
(Loan 3310), July 9, 1998.

14. Tendler, 1993, op.cit, p. 12.
15. See Table B6.



3. Efficacy: Did the Project Achieve its Stated Objectives?

3.1 Table B6 summarizes project results for the two states, as recorded in the implementation
completion report.

3.2 Was the project well targeted? Targeting took place at two levels. The first was area-
based, drawing on a survey of the incidence of rural poverty in the Northeast!® Because poverty
was so widespread in the Northeast the project was not geographically selective, including all
municipalities other than metropolitan areas. The second—more important—Ilevel of targeting
was community-based: beneficiaries themselves determined where project resources would be
best applied based on their first-hand knowledge of community socioeconomic conditions and
local investment needs. This process was more rigorous under FUMAC than PAC because the
municipal councils broadened the framework within which priority setting took place—the
municipality as a whole became the frame of reference, not just the horizon of a single
beneficiary association.

33 How many families benefited? Because the reformulated projects were demand-driven
there are no ex-ante targets for the number of subprojects to be financed in each category
(infrastructure, productive and social). The original appraisal set a target for the total number of
subprojects, revised when the project was reformulated. According to the implementation
completion report,'” coverage amply exceeded both the earlier and the later target (Table 2).
Parajba exceeded the average for all 10 states in the program. Ceara did not match this average—
but still served four times more beneficiaries than estimated at reformulation.

Table 2: Number of beneficiaries served

(1) Orginal (2) Target at (3) Achievement 4 -

Target Reformulation after Reformulation (3)/(2) (%)
Paraiba 37,800 23,000 149,633 651%
Ceara 122,800 50,000 208,830 418%
Total (10 states) 574,500 307,400 1,779,353 579%

Source: Report No. 16765 (Paraiba), 1997, p. 92.

34 Does coverage vary substantially by region? According to the project database, in the 11
municipalities included in the audit survey, the density of coverage—in terms both of the number
of subprojects and the number of families served—was higher for municipalities located in Ceara
and the sertdo microregion than it was for municipalities in Paraiba and the brejo microregion
(Table 3). For the 11 municipalities in question, there are actually more poor families in Paraiba
than in Ceara,'® illustrating the imprecision of targeting. In Cear4 the number of beneficiaries
outnumbered the number of poor families by a factor of three: which may mean that each poor
family was served by three separate projects—or that the number of beneficiaries was
substantially inflated. Comparing results from the audit survey with the project database (see the
highlighted row in Table 3) suggests that, in the case of Ceard, the database overestimates the
number of beneficiaries; for Paraiba, on the other hand, the two sources closely agree.

16. O Mapa de Fome, Volume III (Documento de Politica No. 17), Brasilia: IPEA, August 1993.
17. Report No. 16765 (Paraiba), June 24, 1997, Table 15, p. 92.
18. Poverty figures taken from O Mapa de Fome, 1993, op. cit.



Table 3: Coverage in the eleven audit municipalities®

Paralba Cearé Brejo Sertéo
N of poor families in 1993" 20,891 13,774 16,142 18,523
N. of subprojects financed® 87 146 74 159
N. of families served by subprojects® 6,108 47,499 20,437 33,170
Mean N of families per subproject® 70 (71) 329 (52) 276 (58) 209 (71)
Subprojects per poor family 004 .011 .005 .009
Families served/Poor families (%) 29% 344% 127% 179%

a. See Figure 1 for list of municipalities.

b. Source:O Mapa de Fome, Volume IIl {(Documento de Politica No. 17), Brasilia: IPEA, August 1993 (see Table B1).
¢. Source: Project database.

d. Source: Project database and (for bracketed number) OED Audit Survey.

4. Efficiency: Was the Project Cost Effective?

4.1 How do subproject unit costs compare with similar investments outside the project? For
the Northeast program as a whole it is estimated that the cost of infrastructure projects is on
average 30 percent lower when they are implemented by the communities themselves (directly or
through small local firms) than by government agencies or contractors.!® This audit found that, in
the case of rural electrification—the predominant investment, accounting for 46 percent of cases
surveyed—costs per kilometer are lower in the projects than outside (Table 4), particularly for the
low-tension lines linking individual houses to the grid. Building costs (e.g., community centers,
substations) average 50 percent higher outside the project.

42 Constrained by the budget ceiling (US$40,000 per subproject),® much of the investment
in rural electrification was for "mono phase" equipment. Mono phase costs half as much as triple
phase—but this may be a false economy because while it is adequate for domestic needs it is not
powerful enough to support irrigation pumps or factory machinery, limiting the scope for
development of productive projects.

Table 4: Unit costs, inside and outside the project

1999 prices’ Project (Parafba) Project (Ceard) Non-project (Paraiba)’

Rural electrification
US$/km

High tension line

(trifasica, 13,800 volts) 3,364 3751 3,792
Low tension line .

(trifasica, 220 volts) 3231 3,751 5,043
Built space 105 NA 152

UsS$/m2

Source; Data supplied to audit mission by state technical units in Paraiba and Ceara, December 1999.
a. US$1.00=R$1.87

b. Data from SAELPA, Paraiba's privatized electricity utility

* Mean for high and low tension lines. NA Not availabie.

4.3 What proportion of project spending finances subprojects? Bank task managers estimate
that before the project was restructured in 1993 only 40 percent of project funds financed
subprojects directly,” compared to 93 percent currently (leaving 7 percent to cover operating and

19. Staff Appraisal Report, (RPAP, Paraiba), No. 16757, October 1997, p.50.
20. This ceiling was raised to US$50,000 in the rollow-on projects.

21. In the first cycle of projects (POLONORDESTE, 1975-85) only 20 percent of projects funds were actually
available for physical investments.



technical assistance costs—excluding salaries). This reflects the substantial reduction in agency
fees associated with the shift towards more decentralized project administration. Calculations for
similar projects in Africa—supported by the International Fund for Agricultural Development—
found that operating and technical assistance costs (without salaries) can amount to as much as
140 percent of all other costs entailed by a subproject.”

4.4 In addition, the implementation completion report (Paraiba) calculated high economic
rates of return for selected productive projects: irrigation (30 percent); small ruminant
development (20 percent); cereals processing (40 percent); and over 50 percent for installing a
forage grinder.”

5. Sustainability: Are the Project's Results Likely to Last?

5.1  Are subprojects still in working order? Not surprisingly, beneficiaries were more
likely to rate the subproject's impact on their lives as positive if the subproject wds still in
working order when the questionnaire was applied”* The audit survey found that, overall, three-
quarters of subprojects were still operational. There were highly significant differences between
the two states and between types of subproject. Only 59 percent of Ceara subprojects were still
working, compared to 85 percent in Paraiba. This reflects the higher mean age of subprojects in
Ceara (more time to break down) and the lower share of electrification in total investments (19
percent in Ceara compared to 54 percent in Paraiba). A/l the electrification projects were still
operational.

52 Subprojects supported by mayors were more likely to be still operational (Table B4): this
is probably an artifact of mayors' keen support for electrification investments (which were always
sustainable). Subprojects were more likely to be still operational if technical assistance had been
specifically earmarked for the maintenance phase; technical assistance received durin§
preparation and implementation did not have any significant impact on sustainability.” NGO
participation had no impact on the technical viability of subprojects. Also, sustainability was not
influenced by whether or not beneficiaries kept a maintenance fund: this squares with the frequent
assertion by beneficiaries (picked up in group meetings during the audit mission) that they would
club together whenever infrastructure actually broke down—rather than pledge money in
advance. Nor was sustainability more likely when beneficiaries had made a cash contribution to
subproject costs (rather than, or in addition to, putting in their labor).

53 Do beneficiaries cover maintenance costs? In the case of electrification maintenance is
unproblematic because it is financed by consumer tariffs and is not the direct responsibility of the
user. In other cases, there was little evidence of any payment of user fees, or contribution to a
contingency fund. In only 20 percent of cases had a fund been established to cover maintenance
costs. However, there was a highly significant difference between the sertdo (where 35 percent of
subprojects have a maintenance fund) and the brejo (5 percent), perhaps indicating that people
hardened by drought are more likely to take the forward-looking measures needed to protect their
investment.

22. Information supplied by Jean Delion, April 4, 2000.

23. Report No. 16765 (Paraiba), June 24, 1997, Table 9D, p. 77.

24. For analysis of significant correlation between questionnaire responses, see Table B4.
25. See Table B4.



5.4 Does sustainability vary according to the type of project? The audit survey found that
electrification subprojects—which accounted for 41 percent of the total—were all in working
order; of the other subprojects (59 percent of the total), just over half were still in working order.
Productive projects—which accounted for 23 percent of total investment in Paraiba and 39
percent in Ceara&—had the poorest record. A prolonged drought—which started in 1996—reduced
the sustainability of productive projects, affecting even the brejo, a region which traditionally has
an adequate water supply.

5.5 Also, the project selection process did not screen adequately for the business skills that
make for viable enterprises.

5.6 It could be argued that the nature of the funding (grants, not loans) is not consistent with
a class of subprojects that, ideally, should generate a return large enough to cover the cost of
funds. The Bank team argues that the poor beneficiaries targeted by these projects are non-
bankable and that enterprise start up would be impossible without some element of grant funding;
given the beneficiary contribution, the grant is less than 100 percent of project cost.

5.7 Based on the subprojects visited in the eleven municipalities during the audit mission,
OED agrees with the verdict of an earlier review of the Northeast program:

"Many productive subprojects showed low prospects for sustainability and...low potential
for having a significant impact on economic development...Many subprojects often
suffered market problems because they focused on products (e.g. garment-making, fruit
processing) whose market was dominated by large firms and for which marketing required
organizational skills rarely available in rural communities. Other subprojects were linked to
crops (e.g., manioc) consumed directly or processed mainly at the farm level, or whose
prices have been declining or stagnant, so they were unlikely to have a significant impact in
the economic transformation of the region. Most of the agro-processing subprojects (e.g.,
manioc mills and fruit processing) were working far below full capacity. In addition, the
collective nature of productive subprojects frequently led to problems of collective
management (e.g., of irrigation kits)...Cases of successful productive subprojects revealed
the potential for program interventions to link farmers to dynamic, export-oriented
activities (e.g., cashew nuts and irrigated fruits), but they were unfortunately too few in
number."*®

5.8 Does sustainability vary according to the processing channel? In terms of the technical
viability of subprojects, there was no statistically significant difference between the PAC and
FUMAC channels. 71 percent of PAC subprojects were still operational, compared to 77 percent
of FUMAC subprojects. The level of technical assistance received did not vary significantly by
processing channel (Table 4).

Table 5: Intensity of technical assistance

% of subprojects that received PAC FUMAC .

technicalp assistance for... (N=42) (N=35) Significance test'
Preparation 88.1 857 P=.75 (NS)
Implementation 85.7 85.7 P=1.00
Maintenance 54.7 57.1 P=.83 (NS)

Source: OED Audit Survey, 1999.
a. Chi-square. NS= Not signific