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Summary

1. This report presents the findings of a limited-scope study to evaluate the performance of World
Bank processes in addressing rural poverty. The study, a desk review, analyzed available portfolio data
and documentation, mainly Country Assistance Strategies (CASs), Project Appraisal Documents
(PADs), past Operations Evaluation Department (OED) and Quality Assurance Group (QAG) findings,
and a brief literature review. It did not include any field evaluation of rural poverty outcomes beyond
drawing from the database and the findings from a sample of recent project performance assessments.
The purpose of the study was to obtain some preliminary understanding of how well the rural family
(the Bank’s Rural Board, Rural Development Department, Rural Sector Units, and Thematic Groups)
is performing on rural poverty design and to feed those findings into an update of the Bank’s strategy—
Reaching the Rural Poor. The study builds on the OED Vision to Action Phase I and Phase II studies
and the OED study Poverty Reduction in the 1990s (Evans 2000a).

2. The Phase I OED study found that only 36 percent of Bank rural staff were satisfied that the
policy dialogue bearing on rural development addressed rural poverty effectively, and only 48 percent
were satisfied that the design of rural development projects addressed rural poverty effectively. Phase
II, which surveyed stakeholder groups in five countries (Latvia, Morocco, Mozambique, Peru, and the
Philippines), found that only 36 percent of respondents were satisfied that the Bank was effective in
promoting a sustained reduction in rural poverty, with the donors even more lukewarm at only 18
percent satisfied. It was against the background of these disappointing ratings on rural poverty by
staff and stakeholders that this Phase III investigation was initiated.

3. The evaluation addressed five questions, with a predominant analytical focus on the last one:'

(1) What should the revised strategy say about the kinds of investment and the policy
conditions, needed to deliver equitable and sustainable agricultural productivity growth?

The literature and lessons of experience suggest that the updated strategy, Reaching The
Rural Poor, should signal that:

e Growth is good for poverty and rural growth contributes strongly to reducing rural
poverty and moderately to reducing urban poverty

e The spatial dimensions of rural poverty are important and sectoral analysis should
particularly address vulnerability, inequality, and asset distribution

e Research, infrastructure, and education should be priority areas

e Focusing on institutional strengthening, including decentralization, is particularly
important

e Increasing agricultural productivity remains fundamental

e (Casting program and project rationales within a framework of promoting opportunity,
facilitating empowerment, and enhancing security would help to clarify the logical
connections in poverty interventions

e There are no blanket solutions and, therefore, country-specific analysis is essential.

1. Management notes that this evaluation focuses predominantly on the direct, project-based approach to rural poverty
reduction. It is unlikely that the World Bank can assist most countries in substantially reducing rural poverty only by directly
reaching the rural poor through Bank-supported projects. While analytically much more difficult, the evaluation does not
address the often more powerful indirect effects. Through its economic and sector work, policy dialogue, and lending, the
Bank has worked to assist countries to address policy distortions negatively affecting sustainable rural development, such as
excessive tariffs on imports, taxation of agricultural exports, distorting agricultural subsidies, and financial repression. These
policy changes by client countries have contributed to rural poverty reduction.
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(2) What is known about changes in the volume, profile, and performance of rural
lending and about the reasons for those changes?

The share of Bank lending to the rural sector has declined from about 30 percent in 1978-81 to
about 17 percent in the early to mid-1990s, with a recent peak of 21 percent in 1997, down to
10 percent in 2000. This decline is substantially greater than the decline in either the aggregate
share of agriculture in GDP (gross domestic product) or in the rural sector’s share of the poor.
The reasons for the decline in Bank rural lending appear to include economic and sector work
(ESW) that is low in volume and insufficiently convincing, modest project performance levels,
weak Bank incentives for poverty alleviation results, increasing pressure on Country Directors
to achieve results at low cost and low risk (whereas rural projects have high cost and quite high
risk), comfort about global food production, and weak borrower demand (itself associated with
some of the above factors). Rural project performance has been variable. It was significantly
below the Bank average for the first third of the decade, parallel to the Bank average for the
second third of the decade, and below the Bank average for the last third.

(3) To what extent is the Bank lending to the rural poor?

The data show weak targeting of the rural portfolio to the poorest countries or regions within
countries. Sectorally allocable rural commitments per rural poor person are substantially
lower in poor countries and regions than in less-poor countries and regions. In recent years
there has been no increase in the share of rural Poverty Targeted Interventions (PTIs) with
specific mechanisms for targeting the poor, policy reform that corrects distortions detrimental
to the poor, or a reorientation of public expenditure toward services for the poor. While it
must be acknowledged that the Bank’s program of assistance to the rural poor extends
beyond the rural portfolio—because it includes sector work, policy dialogue, and lending that
indirectly affects rural populations—the impact of these broader initiatives is not now being
measured and may be negative as well as positive. In the absence of a more comprehensive
metric, the rural strategy should at least pay close attention to the orientation of lending that is
explicitly directed at rural populations.’

(4) Was the original Vision to Action strategy appropriate, and was it applied? In
particular, what did the Vision to Action program achieve with its 15 focus countries?

OED’s 1999 study Rural Development: From Vision to Action? found the strategy to have
strengths in its substantive content, analysis of past rural development performance, proposals
for improvements, and realism (by not calling for increased funding). However, the study
also found weaknesses in impact, awareness of the strategy, lack of clarity of main messages,
and diffuse accountability. This study confirms those findings. In the PAD review undertaken
by this study, the quality of poverty analysis in relation to the four Vision to Action goals—
poverty reduction; widely shared growth; household, national, and global food security; and
sustainable natural resource management—was found to be satisfactory in only 36 percent of

2. Management agrees that the design of the overall Bank assistance program—including ESW, policy dialogue, and lending, in
the context of the country’s own poverty reduction program and support from other development partners—is the most
important element in effectively helping countries reduce poverty, notably rural poverty. Therefore, measuring the geographic
destination of a subset of Bank projects, excluding other Bank lending, other forms of Bank assistance, and support from
development partners, is not likely to be a good measure of the effectiveness of Bank assistance in helping countries reduce
rural poverty. For example, the bulk of IDA assistance to South Asia goes to support rural poverty reduction, a fact that is not
picked up in the report. Additionally, recipients of Bank lending must be able to effectively use it if poverty reduction is to be
achieved, a factor that is not taken into account in looking just at the geographic distribution of lending.
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post-strategy PADs. The weakest of the four areas were poverty reduction and food security.
Attention to poverty reduction was found to be improving, but not attention to food security.

Overall, program performance in the 15 focus countries can be rated only modest. The rural
strategy in a sample of 11 of these 15 countries was rated somewhat higher than in non-focus
countries, although the increase in expenditure under the Strategic Compact—funded areas
(ESW, project preparation, and supervision) was actually lower than in non-focus countries.
Since Vision to Action, the volume of rural lending to the focus countries rose marginally
compared to a slight fall for the same countries across all sectors over the same period. The
performance of rural lending to the focus countries was only marginally better than the all-
rural average. However, institutional development impact rose substantially.

(5) How well does the sequence of poverty diagnosis, strategy, and design function in the
development of relevant and effective rural poverty interventions?

Rural poverty analysis remains quite weak, although it has improved since the pre-strategy
period. At the country program level, CASs are generally good as overview strategic
documents, albeit still not strong on many aspects related to rural poverty. However, the
baton is often dropped in moving to the lending program and the PAD. Weaknesses in PADs
include limited discussion of livelihoods and vulnerability, lack of attention to food security,
absence of analysis of gainers and losers, and lack of measurable poverty-related performance
indicators. There appears to be a dearth of clear and brief rural strategy statements lying in
the important intermediate sector strategy zone between CASs and PADs.

Earlier OED Findings

4. The Phase I study recommended:

. Development of a Quality Enhancement Action Plan by the Rural Sector Board

. Exploration of revisions to the budget-coding system

. Publicizing examples of good practice and drawing rural family attention to them

. Taking special steps to involve Country Directors in revising the strategy, including eliciting

their support for the Rural Scorecard
. Conducting a new survey of staff competency and review of training requirements.

Action was taken in all these areas except in the coding changes, where only minor adjustments were
made. Phase Il recommended:

. Consulting stakeholders outside the Bank in the process of updating the strategy
. Preparation of Regional Action Plans
. Improving the linkage between the five strategic principles in Vision to Action and the

overarching goal of poverty reduction

Emphasizing in the updated strategy the multifaceted nature of rural livelihoods
. Clarification of the links to urban development

Improving the coding system.

Apart from the coding system changes, these recommendations appear to have been largely adopted
for the ongoing strategy update. The outcome is not yet evident as the strategy is still being
developed. The recommendations outlined below build on those of the Phase I and II studies.
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5. The findings of this study are largely consistent with the earlier OED study Poverty
Reduction in the 1990s (2000), which found, with reservations, that “poverty concerns and the
strategy for poverty reduction have entered the mainstream of the Bank’s country assistance work.” It
also concluded that the Bank had found it difficult to move from the generalities of the 1990 Bank
strategy toward CASs that address specific social and structural constraints; that many Poverty
Assessments did not convincingly address macro linkages to poverty or sectoral issues, particularly
the prominent role of land policy, food policy, and rural development in poverty reduction; but that
the strategy remained highly relevant if combined with a focus on rural development and a system of
well-designed safety nets. It noted that the evaluation had been made difficult by lack of evaluation
relating to social outcomes and that a credible framework for measuring poverty results was needed.

Recommendations

» Recommendation: Broaden poverty analysis at the country level aimed at improving the rural
focus in Poverty Reduction Strategy Papers (PRSPs), but avoid allowing this to dissipate the
strategy or the support for action. Focus on a limited number of prioritized rural thematic areas,
regions and countries, and analytical entry points, and avoid being spread too thinly. In
particular, do not neglect agricultural productivity.

6. The report suggests broader, more spatially differentiated, analysis of rural poverty. This calls
for understanding the impact on the poor of location and local context; who the poor are and why they
are poor; the diversity of income sources; the links between coping strategies and location, history, and
the policy and institutional environment; and the impact of household asset holdings, infrastructure and
services on the poor. Broader analysis does not have to lead to a diffuse Bank rural strategy, however.
Limited resources, past problems with performance, weaknesses in some analytical areas, and concerns
that the past strategy did not deliver enough action suggests that the rural family should give priority to
a limited number of thematic areas but be ready to adjust these depending on findings from country
analysis. The strategy should focus support in three dimensions, although not blindly or exclusively.
First, it should focus thematically/sub-sectorally, with lead candidates being rural institutions,
agricultural productivity, and rural infrastructure, with institutions being a potential centerpiece. Second,
it should focus on priority Regions and focus countries; the poverty data point toward Sub-Saharan
Africa and South Asia, where the share of rural poor is high. Third, it should focus on the most
promising entry points: the borrower’s PRSP and complementary Bank country rural strategy papers.

» Recommendation: Building on recent Rural Development Department (RDV) portfolio findings,
develop a phased work program to improve the poverty focus and impact of ESW, rural strategy
work and project interventions that draw on best practice reviews, case studies, and pilot testing
of methodological and process innovations.

7. OED’s Phase I study found that effective rural development work was closely correlated with
the quality of related analytical work, particularly the focus on rural poverty. The OED poverty study
found that, notwithstanding a substantial mainstreaming of the 1990 poverty reduction strategy and
the importance given to this in the Bank’s Operational Directive on Poverty Reduction (OD 4.15),
many Poverty Assessments still did not convincingly address macro linkages to poverty or sectoral
issues. The study found the same linkage problem and that the baton was sometimes dropped at the
next level down, when passing from sector work to project work. Logical frameworks and project
rationales need to be improved by wider use of framework elements, such as the WDR opportunity,
empowerment, security framework, and by operationalizing poverty analysis that accommodates
spatial differentiation at the country and local level. Guidance and best practice examples are needed
for Task Managers to improve the poverty focus of ESW, the diagnosis, development of strategy, and
design elements of PADs, and the links between the two. Early evaluation of the rural element of the
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rapidly increasing number of PRSPs will be needed to maintain relevance of methodologies and to
feed into learning events. Some revisiting of the logframe structure and guidelines may be warranted.

» Recommendation: The Rural Board should selectively develop internal and global rural
partnerships with the aim of increasing efficacy and enhancing efficiency of Bank and global
rural poverty impact. Supported by these partnerships, the Rural Board should develop a
phased rural staff training and information systems program, improve poverty-related
methodologies, and provide selected support to priority country interventions. These directions
should be signaled in the new strategy and supported in staffing composition.

8. At the global level, external partnerships should be formed by the Rural Board/RDV with a
limited number of other agencies, exploiting comparative advantages and leading to a collaborative
program of poverty-related analysis and training linked to country Comprehensive Development
Framework (CDF) and PRSP processes. The form of partnership—from less demanding programmatic
collaboration to more demanding full institutional partnership—would need to be justified, defined, and
agreed. The limited budget now available to the Bank rural network will make additional work on rural
poverty very difficult unless more resource sharing with partners and greater use of trust funds is
sought. But for balanced partnership such trust funds need to be matched by internal Bank resources.
Partnerships would enable increased support for selected studies that would feed into PRSPs at the
country program level and would contribute to gradually building a more comprehensive global picture
on the poverty effectiveness and efficiency of rural interventions. Within the Bank, selective alliances
should be developed with PREM, and other sector boards, to provide analytical and training support
particularly related to rural spatial issues at country level and with respect to broader skills development.
These internal partnerships should be an obligation on all Bank units dealing with rural poverty. The
Rural Sector Board has made a start in some of these areas.

9. Weaknesses in poverty work lie in many of the areas that the WDR 2000/2001 found to be of
most concern to the poor: food security, sources of livelihoods, and household vulnerability.
Widespread weaknesses were also found in poverty monitoring. Some of the weaknesses appear to be
due to lack of operational methodologies, others to weaknesses in skills. Workshops and training
modules in these areas—designed by rural Thematic Groups in collaboration with PREM, other
sector boards, and external partners, and sharing out designated topic areas—could help to address the
most important of these knowledge areas. Improved knowledge and skills should particularly cover
understanding spatial and temporal aspects of rural poverty, analysis of gainers and losers in policy
and institutional reform, poverty monitoring, incorporating equity impacts into economic analysis,
and, most important, clarifying the links between policies and poverty. At the policy level, this study
underscored the difficulty of weighing the poverty impact of direct pro-poor projects (predominantly
investment projects) against indirect pro-poor projects (predominantly policy or institutional reform).
There is a need for interactive training to advance rural family understanding of the poverty impacts
of different policy and institutional reforms. There may be a case for having a rural poverty specialist
in RDV, or an equivalent adjustment in collective responsibilities, mainly to manage the poverty-
oriented component of the methodology, skills development, and operational support program and to
develop and coordinate outside alliances and partnerships.



The Future

10. Finally, with respect to the future, internal changes within the Bank may have a profound
impact on the way the rural family addresses rural poverty. It is too early to evaluate the impact of
programmatic lending, but it presents both opportunities and risks for the achievement of rural
poverty objectives. The revised strategy needs to help the rural family seize the opportunities.
Programmatic lending could improve rural spatial analysis leading to better cross-sectoral rural
poverty design, address overarching institutional and policy constraints, support better national
poverty monitoring, and improve donor coordination. Some preliminary guidance is warranted in the
new rural strategy on two questions. First what changes in support from the Rural Board would be
introduced to guide the rural aspects of the shift to programmatic lending? Second, how would the
rural family ensure that the analysis of sources of livelihood, vulnerability, security within a broader
spatial framework, and beneficiary participation be addressed in both small and large projects?



1. Background, Purpose, and Methodology

1.1 About 75 percent of the world’s poor live in rural areas, and the majority will continue to live
in rural areas until about 2035. Furthermore, only about one-third of these poor live in what the
Consultative Group for International Agricultural Research (CGIAR) defines as favored agricultural
lands, the remainder living in technologically challenging areas. Rural development, therefore, is
highly relevant for poverty alleviation. Poverty in rural areas and the interventions to reduce it are
complex. An agricultural innovation has different impacts on small farmers who are net buyers of
food, on those who are net sellers, on landless laborers, on rural non-farm laborers, and on the urban
poor, and many households have several of these characteristics. Clearly, the Bank’s overarching
poverty reduction objective and the international development goal of halving the number of people
living on less than $1 a day by 2015 cannot be achieved without substantial progress on rural poverty.

1.2 This study poses five questions: (i) What kinds of investment, under what policy conditions,
deliver equitable and sustainable agricultural productivity growth? (ii) What do we know about changes
in the volume, profile, and performance of rural lending and the reasons for those changes? (iii) To what
extent is the Bank lending to the rural poor? (iv) Was the Bank’s original Vision to Action strategy
appropriate, and was it applied? In particular, what did the subsequent program achieve with the
strategy’s 15 focus countries? (v) How well does the sequence of poverty diagnosis, strategy, and design
function in the development of relevant and effective rural poverty interventions?'

Changing Rural Operating Environment

1.3 The environment within which the updated strategy will operate is changing, and can be
expected to change further, although these changes will not happen automatically and will be influenced
by national and global policies and by such exogenous influences as global technology and financial
flows and perhaps, in due course, by climate change. The combined effects of global and national trends
can be expected to bring about major changes in rural space over the next two decades. The share of
agriculture in developing countries can be expected to decline from 20 to 40 percent of GDP (gross
domestic product) to 10 to 20 percent, and rural population will decline to less than 50 percent of the
total (except in Africa). Commercialization of food production will increase. Demand for livestock and
horticultural products will rise as incomes rise. Policy will likely emphasize cheap food supplies to
urban areas, and the net taxation of agriculture that has been characteristic of low-income countries will
decline. Liberalization will bring both the opportunity of new export markets and the threats of
increased competition. Early adoption of new technologies, including biotechnology, and investing in
rural infrastructure, will offer competitive advantage with a risk of widening the technological gap
between rich and poor countries. The extent to which countries can capture, and capture early, the
advantages of the information revolution is likely to have a significant impact on outcomes. Most rural
income will be non-agricultural, although much of it will be still linked to agriculture. Demographic
changes related to economic growth and migration, and HIV/AIDs will have a significant impact.

1.4 Within the Bank the most important changes in the rural operating environment to be addressed
by the revised strategy and by the Rural Sector Board are the emerging process changes within the Bank

1. Management notes that this evaluation focuses predominantly on the direct, project-based approach to rural poverty
reduction. It is unlikely that the World Bank can assist most countries in substantially reducing rural poverty only by directly
reaching the rural poor through Bank-supported projects. While analytically much more difficult, the evaluation does not
address the often more powerful indirect effects. Through its economic and sector work, policy dialogue, and lending, the
Bank has worked to assist countries to address policy distortions negatively affecting sustainable rural development, such as
excessive tariffs on imports, taxation of agricultural exports, distorting agricultural subsidies, and financial repression. These
policy changes by client countries have contributed to rural poverty reduction.



itself and the change from a focus on rural sectors to one on rural space. With respect to the process
changes, the main shifts are in the Poverty Reduction Strategy Papers (PRSPs) and the related Poverty
Reduction Strategy Credits (PRSCs) and in the move toward programmatic lending. The emergence of
PRSPs will call for some shift of focus by the rural family (the Bank’s Rural Board, Rural Development
Department, Rural Sector Units, and Thematic Groups) away from the Country Assistance Strategy and
toward the PRSP as the primary vehicle for strategic influence and partnership. It will call for greater
attention to the rural and spatial analysis feeding these PRSPs and the appropriate skills to apply these
new approaches. With respect to the broadening of the focus into “rural space,” the challenge will be to
accommodate this in analysis and partnerships to improve rural poverty alleviation results while
maintaining sufficient focus on improving performance and efficiency in the traditional areas of direct
rural family accountability—including agricultural productivity.

Study Components

1.5 The study was based on a review of documentary evidence.” The main components were:

e Analysis of the Bank, Operations Evaluation Department (OED), and Quality Assurance
Group (QAG) databases on performance ratings and other variables related to rural poverty.

o A review of QAG findings related to the quality of rural economic and sector work (ESW)
and changes in volume of resources for such work.

e A review of a sample of 32 Country Assistance Strategies (CASs) to assess the extent to
which rural poverty is addressed in country-level strategic planning. Countries were selected
by a stratified, purposive process with substantial coverage of countries with large numbers
of poor and a good regional spread, particularly in Africa.

o A review of a sample of 72 appraisal documents (Project Appraisal Documents, or PADs, and
Staff Appraisal Reports, or SARs) covering rural projects within those same countries to
assess the extent to which rural poverty is addressed in project preparation and appraisal,
including attention to relevance, efficacy, efficiency, sustainability, and institutional
development. To pick up trends, the review covered two periods—the pre-strategy period and
the post-strategy period. The projects were selected only from the Agriculture plus Natural
Resource Management, Rural Roads, and Rural Water Supply and Sanitation group
(commonly referred to as Agriculture+3) rather than from all projects in “rural space,”
because these are the projects lying largely within the responsibility of the Rural Board and
where there have been particular concerns about past performance.

e A review of recent OED project performance assessments.

A review of the performance of lending to the 15 Vision to Action focus countries.

e A selective literature review focused mainly on sources of growth, equity issues, growth in
Total Factor Productivity, non-farm income sources, process and institutional literature, and
lessons of experience, including World Development Report findings.

The most difficult analytical issue in a study of this type is to appropriately weigh a predominantly
direct poverty intervention with short-term, relatively narrow impact (addressing poverty largely
through investment with modest policy and local institutional reform) against a predominantly indirect
intervention with longer-term impact (addressing poverty largely through policy and higher-level
institutional reform). Moreover, activities often combine these elements. Many direct interventions are
designed as first phase or pilot projects with potential for scaling up, and direct investment interventions
often have a significant policy component. In reviewing PADs, the evaluators accommodated this range.

2. The original concept paper proposed a broader study, but a subsequent decision limited the study to a desk review to
deliver findings in time for the Vision to Action update.



2.  Lessons From the Literature and Development Experience

2.1 The recent empirical literature reaffirms the basic premise of past development paradigms that
growth is critically important for poverty reduction (Dollar and Kraay 2000). At the same time, there is
compelling evidence that inequality also matters significantly: both for growth, through the effects of
unequal initial distribution of assets (Deininger and Olinto 2000), and for determining the distribution of
the fruits of growth and, hence, for poverty reduction (Ravallion 2001). There are three broad areas of
the literature with surprisingly few linkages between them: the macro-level growth/equity literature, the
sectoral level rural-focused literature, and the process literature, addressing such matters as spatial
analysis and livelihoods approaches. Overlaid on these is a loose hierarchy starting with overall growth
impacts on poverty, and passing through inequality impacts, rural growth impacts, agriculture impacts,
and into the institutional processes. This review follows approximately that gradation.

Growth Reduces Poverty

2.2 Perhaps the most contentious of the growth/equity literature findings is Dollar and Kraay
(2000) who find that the income of the bottom fifth of the population rises one for one with overall
growth, that the effect of growth on the income of the poor is no different in poor countries than rich,
that the incomes of the poor do not fall more than proportionately during economic crises, that the
poverty-growth relationship has not changed in recent years, and that policy-induced growth is as
good for the poor as it is for the overall economy. This would seem to argue for designing
interventions largely for growth and letting rural poverty alleviation take care of itself.

Inequality Affects the Growth-Poverty Link

2.3 However, Ravallion (2001) suggests that growth considerations alone are not enough, and
argues that distribution-neutral growth will raise incomes of the wealthy more than the poor, that the
selection of countries and aggregated form of many analyses confounds the measurement of poverty,
and that aggregate data ignore the “churning” effect of populations moving into and out of poverty.
Ravallion (1997) also suggests that inequality diminishes the effects of growth on poverty both through
distortionary interventions and through the poor receiving a lower share of incremental income.

2.4 Reviewing the individual country experiences, Sarris (2001) concludes that while the role of
agriculture in poverty reduction has been important for labor-abundant economies like India and China,
much depends on initial conditions, including the share of agriculture in employment, land distribution
(Deininger and Squire 1998), labor supply, improvements in education, health, and roads, and an elastic
demand for the incremental production. Ravallion and Datt (1999) confirms the strongly adverse
impacts of asset inequality, and not income inequality, in growth for China. A cross-country analysis
also shows that an unequal initial distribution of assets (rather than income) has a significantly negative
impact on both the overall growth rate and the effectiveness of education (Deininger and Olinto 2000).

Rural Growth Reduces Rural Poverty

2.5 The role of agriculture in economic development has long been recognized. Timmer (1995)
summarizes the three sets of linkages between growth in the agriculture sector and growth in the non-
agriculture sector. First, agriculture fuels the non-agriculture sector with labor and capital. Second,
interactions between the two sectors occur through forward and backward linkages. Third, efficiency
gains in the rural economy generate increased demand for non-agricultural goods, reduction in urban
bias leads to more efficient use of physical capital, and profitability of agriculture spurs demand for



investments in education, which aids labor productivity. Large multipliers have been found in
agriculture (Delgado et al. 1998), with the backward multipliers significantly larger than forward
multipliers. This suggests that agriculture has an important role to play in promoting overall growth,
not just rural growth.

2.6 Much of the work on the sectoral composition of growth uses data from India. The most
significant findings are from Ravallion and Datt (1996), who show that rural growth contributes to
poverty reduction in both urban and rural areas, but that rural poverty reduction is not sensitive to
urban growth, therefore, targeting the rural poor is particularly productive. In further work, Datt and
Ravallion (1998) explored regional variations and found that across-state differences in rural poverty
were associated with differences in yield growth rate and that these agricultural productivity gains
were transmitted to the poor through wage and price effects. Thorbecke and Jung (1996) provide
similar conclusions for Indonesia.

2.7 A recent review of the evidence from China and India (Lele, Gandhi, and Gautam 2001)
confirms the importance of rural development, and agriculture in particular, in poverty reduction.
Both countries experienced declines in poverty, and the trends over time and across areas show a high
correlation between agricultural performance and poverty reduction. Off-farm employment and the
non-farm sector have also been important. The literature, while mostly suggesting a strong role for
rural development (IFAD 2001; Maxwell, Urey, and Ashley 2001) and agriculture (Lipton and
Ravallion 1993, Sarris 2001, Timmer 1995) for poverty alleviation, does not suggest blind rural
advocacy. Rather, it suggests the need for careful analysis of the physical and economic variables of a
country to determine appropriate design.

Agriculture and Poverty Reduction

2.8 Explanations of agricultural growth usually focus on Total Factor Productivity (TFP) (Mundlak
2000; Fan, Zhang, and Zhang 2000; Fan, Hazell, and Thorat 1999). The major determinants of which
are generally found to be education, research, and infrastructure. Significantly, several studies have
found the rate of growth of TFP in agriculture to be greater than the rate of growth of TFP in industry
(Sarris 2001, for example). While these results are informative, the constraints to raising productivity
are specific to individual circumstances. This is reflected by De Janvry and Sadoulet (2000), who show
that shares of direct and indirect effects on poverty reduction from agriculture TFP growth are very
different in different institutional and economic settings. In some further analysis of the Indian data,
Ravallion and Datt (1999) find a positive impact of farm yields, development expenditures, and non-
farm (urban and rural) output on poverty alleviation. Most important, they note that while the impact of
agricultural productivity does not vary by state, it is unambiguously good for rural poverty. While about
two-thirds of people living in rural areas inhabit technologically challenging areas, recent work by
Hazell and Fan (1999) suggests that dryland lending may be more promising than previously thought.
They found that, in India, the growth of Total Factor Productivity slowed in irrigated areas since 1990.
It remained largely unchanged in the high-potential areas, but accelerated considerably in the low-
potential rain-fed areas—approaching the figure for the high-potential rain-fed areas where productivity
levels appear to have reached a plateau.

Urban/Rural Linkages, Employment, and Non-farm Income

2.9 De Janvry and Sadoulet (2000) review the regional performance on rural poverty for Latin
America. Their analysis highlights the importance of focus on rural development, which has been
negligible in recent years, for the structure of overall poverty. While rural poverty has declined in
recent decades, this has largely been due to migration—transforming a rural poverty problem into an



urban one. De Janvry and Sadoulet note the importance of identifying the asset (physical, natural,
human, institutional, and social) to identify what the poor do and how they can be best assisted. They
note that the poorest are highly dependent on agricultural labor. The literature demonstrates that rural
development is more than just agriculture (see Maxwell, Urey, and Ashley 2001 for a review of the
evolving thinking on rural development). Rural non-farm income has become a subject of increasing
investigation. Reardon et al. (1998) report that average non-farm income shares in total rural income
is 42 percent in Africa, 40 percent in Latin America, and 32 percent in Asia. A number of studies find
that the poorer rural households have fewer alternative sources of income.

Agricultural Productivity, Technology, and Land Policy

2.10  With respect to agricultural productivity, some researchers have warned that, with the growth
of indirect process-type community activities and increasing cross-sectoral focus, there is a danger of
neglecting directly productive investment needs such as agricultural technology and rural infrastructure.
IFAD (2001) in particular flags these concerns about agricultural productivity and calls for radical
changes in research incentives, organization, and management, and in the relationship between private
and public sectors in research. With respect to technology, since social returns to research are
substantially higher than returns to private investors, and since in agriculture it is particularly difficult
for private investors to realize returns (Huffman and Evenson 1993), there is a strong case for public
investment, including global public investment. On the issue of biotechnology in relation to the poor,
IFAD (2001) argues convincingly that because many plants and animals in marginal areas—where
many of the poor live—have been selected for hardiness in a resource-poor environment, yield
improvements are less likely from traditional within-species crossing. Introduced genes may be
relatively more important in these marginal areas than for areas with higher potential. However, since
research is currently focused predominantly on the world’s rich, to impact on the poor will require a
reorganization and revival of public research. Offering some hope for the future is the impressive anti-
poverty record of the Green Revolution. IFAD calls for refocusing attention back to yield and, in
particular, to improving conversion efficiency—difficult within the range of genetic material available
in less-favored areas, much easier and faster with the insertion of genetic material. For the poor, speed is
important. As noted also by IFAD (2001), land reform is back on the agenda as an important option.
However, there are some uncertainties in this area. The potential of land reform to deliver poverty
reduction on a significant global scale is not entirely clear. While there are circumstances where the
potential of land reform to address poverty is clear under some circumstances, questions about potential
efficacy and efficiency call for careful analysis. Important considerations are the capacity of the poor to
cope with agricultural risk, the probability of the poor being rationed out of demand-based land
redistribution programs, and a supply of land arising from farmers wanting to exit the sector.

Policy, Institutional Development, and Scaling Up

2.11  OED’s 1996 study, Reforming Agriculture: The World Bank Goes to Market, found
substantial unfinished business in a number of areas, much of which is still valid. The report found
that Bank practice was consistent with a belief that once market liberalization had been achieved, de
Jjure, competition would quickly develop. Recent OED project assessments still find weaknesses in
this area.® The report also found unfinished business in the integration of the supply of agricultural

3. For example, associated with the Bank-funded Pakistan Northern Resources Management Project, input supply was
privatized which resulted in marginal and remote areas no longer receiving inputs as the private sector inevitably focused on
the easier marketing options first. In such a case, while it is appropriate to adhere to the growth-oriented objective of
privatization of input supplies, some transition measures for disadvantaged areas should have been considered. In another
case, OED found significant unfinished business in Ghana in the important area of quality seed supply.



equipment and inputs into world markets, in addressing how well local agricultural commodity and
input markets operate, and in dealing with licensing and other legal aspects of agricultural marketing.

2.12  The Bank’s Operational Directive on Poverty Reduction (OD 4.15) emphasizes the importance
of institutions. Public sector management and private sector development are going to be central to
progress on rural poverty alleviation given the particular weaknesses of these aspects in rural areas.
Gerrard (2000), drawing on the New Institutional Economics, notes that past institutional strengthening
in the rural sector generally failed because it did not adequately accommodate the “rules of the game”
elements. He calls for getting beyond the dichotomy between public and private sector and being open
to the diversity of organizational forms now evolving. He characterizes four institutional reform
strategies with different impacts on subsectors in agriculture and rural development. Liberalization
strategies tend to be associated with marketing, rural finance, and land policy. Restructuring
government strategies tend to be associated with research and extension. Decentralization strategies tend
to be associated with rural roads, irrigation, and water. Community-based management strategies tend to
be associated with rangelands and forestry. The need in the future is to link institutional reform
strategies more appropriately with the nature of the goods or services to be addressed and to give more
attention to the physical attributes of the system, the motivations and capacities of the actors, and the
rules that govern interactions.

2.13  Decentralization has been an increasing area of attention in the institutional literature. Goldman
(1998) finds considerable promise for decentralization in increasing attention to local institutions, which
had been neglected in integrated rural development interventions, in making projects more flexible, in
increasing information flows, and in enhancing transparency. He finds less promise for decentralization
in reinforcing central government commitment to rural development, in broadening project focus
beyond agriculture, in tackling problems of complexity, and in facilitating scaling up. OED findings
from project assessments show some success with community empowerment, more modest
achievement in sustainable decentralization to local government, and limited tackling of the redirection
of central government support within a decentralization framework.

2.14  Scaling up of community development interventions is also an emerging focus in the
literature and an increasing concern of development agencies. The North East Brazil Rural
Development Program, for example, has financed more than 30,000 subprojects and an estimated 93
percent of program resources now reach communities, compared to only 40 percent under the original
NRDP and 20 percent under the previous integrated rural development programs. The challenge of
multiplying scarce local facilitating capacity can be met in some cases by local government
partnerships with other actors—as OED has observed in rural projects in Ghana.

Findings of the 2000/2001 World Development Report

2.15  The WDR outlines a framework for action that calls for promoting opportunity, facilitating
empowerment, and enhancing security, with actions at local, national, and global levels. With respect
to opportunity, the WDR notes that the cross-country macroeconomic evidence does not suggest that
the benefits of reform bypass poor people. However, it notes that in any particular country there can
be winners and losers, and the losers can include the poor. In general, market reforms were found to
have helped agriculture. The WDR notes that land reform has returned to the policy agenda in the
past decade and that public action is critical to ensuring secure access to land for poor people. The
role of initial literacy is stressed. With respect to empowerment, the WDR stresses making state
institutions more accountable and responsive to poor people, strengthening the participation of the
poor in political processes and local decision-making, removing social barriers, and building social
capital at a number of levels. Macro institutions can provide an environment in which micro
institutions flourish. With respect to security, the WDR discusses the importance of reducing poor



people’s vulnerability to shocks. It notes that the technology for reducing risk in agriculture is less
available in poor areas. The report reminds us that market liberalization, which can boost prices to the
benefit of small farmers, can hurt the urban poor and the landless rural poor as net food buyers. It also
notes that movement in and out of poverty is the norm for the vast majority of households in many
countries. With respect to international aid, the WDR finds that, to be most effective at reducing
poverty, aid must be well targeted. It suggests that if all aid money were allocated on the basis of high
poverty rates and reasonably effective policies and institutions, the number of people lifted out of
poverty each year could be almost doubled.

Processes

2.16  The literature and donor and Bank experience is increasingly addressing the process issues,
such as the need for analysis of the spatial dimensions of poverty—who are the poor, where are the
poor, what are their opportunities and vulnerabilities and how can programs be designed to empower
the poor and to be inclusive. Evans (2000b) proposes increased attention to the spatial dimensions of
poverty analysis and improved understanding of the roles and capacities of the different levels of
public institutions. Ellis (2000) outlines the broad livelihoods approach being adopted by DFID
accommodating multi-sectoral linkages, including non-farm income sources. He notes that if a new
paradigm of rural development is to emerge, then it will be one in which agriculture takes its place
alongside a host of other potential rural and non-rural activities.

Summary

2.17  The literature ranges from the macro to the micro on the economic axis and from the
theoretical to the practical on the lessons of experience axis. Because the macro and theoretical have
at least as much impact on poverty as the micro and the practical, this report selectively touches on
the full range. The literature and lessons of experience suggest that the rural strategy update should
accommodate the following:

There are no blanket solutions, so country-specific analysis is essential.

e  Growth is good for poverty.

Rural growth contributes strongly to reducing rural poverty but also contributes to reducing
urban poverty.

e Agriculture, in most poor countries, is still the only sector that can offer sufficient scale to
substantially affect poverty and reach the poorest, who are often in marginal areas.

e Research, infrastructure, and education should be given particular attention because they can
have significant poverty impacts.

e Focusing on institutional strengthening, including decentralization, is particularly important
for both performance and linkages in the sector.

o Sectoral analysis should particularly characterize inequality and asset distribution. The spatial
dimensions of rural poverty—in particular, understanding the impact of location and local
context, and the links between coping strategies and the policy and institutional environment,
are important as one shifts toward a broader rural perspective.

o Increasing agricultural productivity remains fundamental.

Casting program and project rationales within a framework of promoting opportunity,
facilitating empowerment, and enhancing security would help to clarify the logical
connections in poverty interventions.



3. Changes in Rural Lending Profiles and Performance

3.1 Portfolio performance is more important than lending volume, but this section discusses
lending volume first since it provides a backdrop on the shape of the portfolio. To the extent that the
data allow, the section reviews four forms of support for rural development from broad to narrow:
overall donor lending for agriculture (data on donor lending to rural space is not available); Bank
lending to rural space; Bank lending for what is defined as rural lending within the Bank coding
system,* which covers agriculture lending plus natural resource management, rural roads, and rural
water supply and sanitation—commonly referred to as Ag+3; and, finally, Bank agriculture lending.

32 Donor Agriculture Lending. Globally, the real value of net aid disbursed to agriculture in the
late 1990s is estimated at only 35 percent of the level in the late 1980s (IFAD 2001). Whether this
decline has been matched by compensatory increases in lending into rural areas not classified as
agriculture is not known due to inadequate data, but it is probably part of the story.’

33 Bank Lending to Rural Space. A Rural Development Department (RDV) study of 500 proj-
ects with commitments during fiscal 1999-2000 finds that what the Bank defines as rural (Ag+3)
represents only about one-third of projects with “components in rural space” ¢ Approximately 60 per-
cent of the remainder cover education; health, nutrition, and population; and social protection. Bank
lending in rural space in fiscal 2000 is estimated at 27 percent of total Bank lending (Table A23). How-
ever, if the unallocable portion of lending is left out, the total allocable rural space lending as a percent-
age of the total allocable lending appears to be close to 50 percent, although there are considerable diffi-
culties in determining allocation. Unfortunately, the lending volume trends for rural space projects are
not known because only two years of data are available. RDV should assign a high priority to reassess-
ing the rural space data back into earlier years to better understand the true trend in rural space lending.
The RDV portfolio study found significant differences between regions in both the percentage of total
lending to rural space and the share of agriculture plus natural resource management lending within that
total rural space lending. With respect to lending in rural space, SAR was the highest at about 45
percent followed in order by MNA, AFR, EAP, ECA, and LCR the lowest at about 15 percent. With
respect to the share of agriculture plus natural resource management lending in total rural space lending,
MNA was the highest at about 67 percent followed in order by EAP, LCR, ECA, SAR, with AFR the
lowest at about 27 percent. This suggests a significant focus on social services rural lending (i.e., non-
agriculture) relative to the more productivity-oriented agriculture lending in the two regions with the
largest percentage of rural poor in the total population—South Asia and Africa—arguably risky for rural
growth if sustained over a long period.

4. OED recommended in the Phase I study that this coding system be redesigned. In its present form it remains a serious
constraint to understanding where lending is going. It is also highly inefficient for the institution, leading to numerous studies in
many parts of the Bank revisiting past PADs trying to pull out incidence and volumes of lending for subcomponents.

5. Notwithstanding low donor support in the rural area, a number of DAC development agencies are undertaking or planning
evaluations concerned with poverty reduction including Canada, Japan, Norway, Sweden, Asian Development Bank, and
Inter-American Development Bank, with the United Kingdom planning one for 2002.

6. The RDV portfolio review studies referred to in this report, while not formally published, are summarized in the new rural
strategy paper: “Reaching The Rural Poor” World Bank, 2002. To estimate the total funding for rural locations, RDV identified
three types of projects: (i) Rural Emphasis with High Accuracy of Estimation with either specific rural components or specific
rural indicators; (ii) Rural Emphasis with Moderate Accuracy of Estimation with no conclusive indicator enabling
apportionment, where either rural share of population or agriculture share of GDP was used; (iii) National Projects with no
specific information on rural share where, again, rural share of population or agriculture share of GDP was used.



34 Bank Rural (Agriculture+3) Lending. While there is uncertainty about trends in Bank
lending to rural space, Bank rural lending’ has clearly fallen significantly, albeit with wide fluctuations
over time. Figures 1 and 2 indicate the annual changes and the trend lines in commitments of both total
Bank and rural lending. In fiscal 2000 it slipped below 12 percent of lending for the first time for many
decades, down from a peak of 21 percent in 1997 and fluctuating levels for the earlier two-thirds of the
1990s between 12 and 20 percent.

3.5 Bank Agriculture Lending. Trends in

agriculture lending have been similar to those in rural Table 1. Current Rural Lending

lending, but at a somewhat lower level. Agriculture Lending Avg. Share of
lending has fallen below 9 percent of total F ‘(’3;00 T(ff/tj"
commitments (Table 1). While it has fluctuated billion) §
considerably, taking the trend line, IDA lending for Rural Space (USS$ billion) 49 2
agriculture has fallen by about 50 percent from 1985to . (Ag+3) (US$ billion) 24 11
the present and IBRD lending has fallen somewhat Agriculture (US$ billion) 20 9

less—by about 40 percent.® While rural lending needs
to be justified on its growth and poverty performance,
because performance matters and influences lending
decisions, it is noteworthy that the fall in rural lending by the Bank has been much greater than the
decline in the share of agriculture in GDP.” As a percentage of GDP, agriculture for the low-income
countries fell only from 32 percent in 1985 to 27 percent in 1999, and for middle-income countries,
from 14 percent in 1985 to 10 percent in 1999. As of mid-June agriculture lending for fiscal 2001
appears likely to reach about the same level as the fiscal 1999-2000 average.

Source: World Bank data and RDV

3.6 Bank Agriculture Lending for Technology. Declines in research and extension lending, in
aggregate about 50 percent over 10 years, are shown in Figures A1 and A2. The decline for
agricultural extension seems to be partly attributable to the abandonment of an unsatisfactory model,
but without a substitution on a sufficient scale. This raises some questions about lesson-learning
capacity, innovation capacity, and attention in ESW to scaling up. It has sometimes been argued that
agricultural credit lending is declining also (see Table A3). However, in this case, although OED
project performance assessments and the department’s recent review of IDA have found widespread
concerns about the limited availability of credit in rural areas, there is evidence from work by RDV
that, at least over the period 1994 to 1999, a significant amount of rural finance has taken place under
other coding categories.

7. Throughout the report the terminology used is as follows. “Agriculture” = all the subsectors classified as Agriculture in
the Bank’s coding system, i.e., Ag. Credit, Ag. Extension, Ag. Adjustment, Agro-Industry, Fisheries and Aquaculture,
Forestry, Irrigation and Drainage, Livestock, Other Agriculture, and Research. “Rural” = what is commonly termed within
the Bank “Ag +3” which is the above list plus Natural Resource Management, Rural Roads, and Rural Water Supply and
Sanitation. “Rural space” = all projects which have direct activities relevant to rural people including all Bank-coded rural
(Ag+3) projects plus all other projects having direct financial allocation to rural areas including education, health, social
protection, energy, and power. This “rural space” grouping does not formally exist within the Bank coding system, but
important recent work by RDV has classified the 1999 and 2000 cohorts into this category by inspection.

8. The Bank’s Quality Assurance Group (QAG) notes in its “Annual Report on Portfolio Performance” for fiscal 2000:
“Some sectors that are important for poverty reduction such as Agriculture, Urban and Water and Sanitation have declined
significantly; this trend warrants further investigation.”

9. OED’s recent review of IDA notes that, “Relative decreases in rural or agricultural lending over other sectors cannot be
assumed a priori to be a bad thing.... However, given that most of the world’s poor will continue to live in rural areas well
into the 21st century, and that agriculture accounts for a sizable share of poor countries” GDP, lack of consensus regarding
rural development strategies among development partners and the reduced priority of agriculture in aid programs is a cause
for concern” (OED 2001b)
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Is Bank Rural Lending Going to the Poorest?"

3.7 Globally. Analysis of 40 countries with good data (Table A21 and Figure A4) shows that,
overall, Bank rural lending commitment per poor rural person (below the country rural poverty line)
ranges from about $1 to about $20 average per annum from 1994 to 2000—the upper end being
particularly sensitive to which countries are included. Higher levels of rural lending per rural poor
person are found mainly in the richer countries and lower levels in the poorer countries. While there
may be valid reasons for high levels of lending per poor person in less-poor countries (for example,
absorptive capacity, policy reform status, IBRD lending, and the fact that not all lending is even
intended to be directly poverty focused), the extent of the rural lending spread seems sufficient to be
inconsistent with an institutional objective to give priority to the poor.

3.8 China and India. For the two most populous countries, housing a significant proportion of the
world’s poor, India and China, the allocable rural portfolio distribution by sub-national units (states in
India and provinces in China) was analyzed (see Figures A7 to A10). In both countries, while the level
of allocable lending varies widely across administrative units, the trends show a weak but positive
relationship between Bank rural commitments and the total number of rural poor. This suggests that the
Bank’s in-country programs, to the extent that these two countries can be representative, appear to be
somewhat targeted at the poorest regions, but the relationship is weak. Over the 1982-2000 period in
India, allocable Bank commitments (by state) per rural poor person for the four poorest states was about
$13, while for the four least-poor states it was about five times higher at $65." The Bank lending picture
for these two countries is reflected in global aid. IFAD (2001) noted that “the low shares of world aid
and low aid per person.... in India and China are striking in view of their large shares of the world’s
extreme poor... together with their relatively good reputations for using aid to reduce poverty.” Both the
global and country-level findings are based on the Agriculture+3 definition of “rural.” It is possible that
the relationship between lending volume and poverty would be stronger using the broader “rural space”
definition, but the coding system does not currently enable this and the recent RDV study categorization
is over too short a period. However, the fact that aggregate Bank lending also exhibits less lending per
poor person in the poorer countries suggests that this is a more general phenomenon.

3.9 The correlation of project performance with the allocation of current lending was also
reviewed to test the hypothesis that this may also be a factor. In China, there have been relatively few
unsatisfactory commitments, so the analysis does not reveal much. Interestingly, however, in India,
the current Bank strategy of engaging only “reform-minded” states does not seem to be rewarding
good past implementation performance. In the three states with a significantly greater proportion of
satisfactory to unsatisfactory outcomes in terms of commitments, the Bank has no lending program.'

10. Management agrees that the design of the overall Bank assistance program—including ESW, policy dialogue, and lending,
in the context of the country’s own poverty reduction program and support from other development partners—is the most
important element in effectively helping countries reduce poverty, notably rural poverty. Therefore, measuring the geographic
destination of a subset of Bank projects, excluding other Bank lending, other forms of Bank assistance, and support from
development partners, is not likely to be a good measure of the effectiveness of Bank assistance in helping countries reduce
rural poverty. For example, the bulk of IDA assistance to South Asia goes to support rural poverty reduction, a fact that is not
picked up in the report. Additionally, recipients of Bank lending must be able to effectively use it if poverty reduction is to be
achieved, a factor that is not taken into account in looking just at the geographic distribution of lending.

11. In Ghana, while no allocation of Bank lending by region is available, OED found that expenditure by the Ministry of
Food and Agriculture as a whole in the poorest three regions was significantly lower per rural person than in the seven less-
poor regions.

12. The issue of the extent to which, in India, there should be a focus on well-performing states on the policy front versus a
focus on high poverty-level states has been addressed recently by OED. The 2000 Country Assistance Evaluation for India
(World Bank 2001) concluded that, while emphasis on policy reform should be maintained, it should be complemented with
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3.10  Poverty Targeted Interventions (PTI). Direct targeting at the project level may not be a
better route to poverty alleviation than broader growth approaches, however. To identify the more
direct and poverty-targeted interventions, the Bank embarked on the PTI labeling."”> With respect to
the overall lending program, the PTI status was reviewed in Evans 2000a (which identified some
problems with the PTI system). With respect to the rural sector program, the data show that the
amount of rural lending targeted at the poor has not changed much over the past decade. Rural
lending classified as poverty targeted exhibits an inverted U-shaped curve that grows in the early
1990s, then flattens out in the mid 1990s, and falls in the late 1990s, reaching its lowest level for 10
years in 2000. On average over that period, rural PTI projects have represented 28 percent of total PTI
projects, and rural PTI projects have averaged 43 percent of all rural projects.

Why Has Agriculture Lending Declined?

3.11 It is not possible to provide hard evidence on the relative importance of the factors
contributing to the decline in rural lending. It is, in any case, driven by borrower preference over
which the Bank has variable but often limited influence. Moreover, as noted above, performance is
more important than volume, with the latter arguably being partly dependent on the former over the
medium term. The most plausible explanations—but warranting further analytical exploration—
include the following:

¢ Changing incentives for Country Directors faced with pressure to lend at low cost, who find

rural lending low performance and high cost, and may not see scale of poverty performance

as a substantial element in the incentive framework.

Limited sectoral analytical work.

An appropriate response for the less-poor countries as the share of agriculture declines.

Some shifting of rural lending under other labels.

Reduced demand from borrowers who, faced with less immediate urgency on food supplies,

find social sectors easier to justify.

e A decline in some traditional lending areas such as large-scale irrigation and drainage,
agricultural credit lending to large borrowers such as China, Brazil, India, and Mexico, and
support for public marketing and input supply parastatals.

e Lack of analytical methodologies within the Bank that adequately capture poverty impact,
which might raise the comparative social returns to rural and agriculture investment.

3.12 A possible explanation for the apparent decline in rural (Ag +3) lending is that it has simply
shifted to, or been subsumed by, other labels more broadly within rural space, for example, in the
education, health, and social sectors (EHS). But the limited data available do not seem to support this.
The project coding data related to the whole of “rural space” (see footnote 7 for definition) are
inadequate to get a full picture over time, and only fiscal 1999 and fiscal 2000 projects have been
reclassified by RDV to identify “rural space” projects, so no trend can be assessed. But an OED
analysis of the trends in the EHS sectors shows that taking the two regions of most poverty concern,
in Africa in the 1990s, the rural IDA trend is definitely negative, while the trend for EHS is flat. In
South Asia, in the 1990s, rural IDA lending is negative, but EHS is only very slightly positive.

a more proactive and intensive dialogue with the less-progressive states aimed at enhancing the initial conditions for poverty
reduction.

13. DFID has developed a useful broader Policy Information Marker System (PIMS) covering policy aims and policy
objectives (worth a review by the Bank). It replaced an earlier Direct Assistance to Poor People marker in order to
accommodate indirect as well as direct means of assistance to the poor, which was the focus of the earlier system.



Figure 1. Bank IBRD and IDA
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Figure 2. Rural (Ag+3) IBRD and IDA
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The Performance of Rural Projects Based on OED and QAG Assessments

3.13

Turning to the more important issue of performance, rural* lending has often had

performance problems (see Figures 3 and 4, Table 2, and Tables A15, A16, and A17), but not
Table 2. Recent Rural Portfolio Quality (1999-2000)

inevitably. There appear to have been
three periods over the past decade,
the first third of the decade, when
rural outcome ratings were below
overall Bank performance, the
second third of the decade, when they
were similar to overall Bank ratings,
and the last third of the decade, when
they slipped again. However,
performance ratings for rural projects
on a commitment basis are better than
performance ratings on a project
basis, indicating that larger projects
get better ratings. Problem projects in
the rural sector declined from 20
percent at the start of fiscal 1997 to
14 percent in June 2000 compared to
17 percent for the Bank-wide
average. However, adding all the
leading performance indicators
together, over the decade 1990-2000,
the Aggregate Project Performance
Indicator® used by OED shows

FY00 Rural Other Bank

At risk 17% 14%
Pro-activity 94% 82%
Realism 70% 81%

CY99 Rural Other Bank
Quality at entry 100% 85%

Quality of supervision 89% 81%

OED Ratings Rural Other Bank

Exit year 1999 2000 1999 2000
Outcome 63%/76% 67%/81% 74%/84% 79%/72%
Sustainability 46%154% 54%/70% 56%/70% 77%I72%
Institutional 33%/40%  44%/59% | 41%/56% 52%/57%
development

Disconnect 15 19 4 9

a. Percentage by number of projects and commitment is separated by a

slash.

Quality at Entry and Quality of Supervision %= satisfactory and above.
Quality at Entry for CY00 not complete yet. Quality of Supervision CYO0O for

Agric. =90%

Source: OED, QAG

14. Rural in this section refers to the so-called “Ag+3” definition of agriculture plus natural resource management plus rural

roads plus rural water supply and sanitation.

15. This index aggregates outcome, sustainability, and institutional development impact.
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agriculture (the figure is not available for rural) to be consistently close to, although never quite at,
the bottom of the sectoral ranking.

3.14  QAG finds some recent improvements in the agriculture portfolio in its 2000 Report on
Portfolio Performance. The percentage of Projects at Risk in agriculture has fallen over the past 4 fiscal
years to 17 percent. Commitment at Risk has fallen to 14 percent. Realism has leveled out over the past
3 years at about 72 percent. Proactivity has gone up to 96 percent, higher than most other sectors. The
Disbursement Ratio in agriculture has remained steady over recent years at about 20 percent.

3.15  OED Project Performance Assessments and studies have found the following common
weaknesses:

e  Weak progress on institutional development, including over-optimism on the rate at which
institutional development can progress, including, for example, pushing specialized technical
agencies into broad multisectoral approaches for which they were not designed, for example,
India’s West Bengal Forestry Project.

o The need to look more broadly beyond the narrow sectoral issues, for example, as evidenced
in the 2000 OED Forest Policy Study.

e Readily predictable implementation issues, often related simply to unrealistic scheduling and
procurement planning or lack of realism about policy ownership and lack of political realism
about reforms, for example, Kenya’s Second Agricultural Sector Management Project.

e Lack of financial sustainability due to unrealistic forecasts of counterpart funding capacity
and weakness in cost recovery strategy, as in the Burkina Faso Agricultural Services Project
and Ghana National Agricultural Research Project.

e Failure to appreciate that the process of reform is as important as the substance of reform, for
example, the comparison between Albania Agricultural Sector Adjustment Credit, a generally
good experience, and Ukraine Agricultural Adjustment Loan, a more problematic experience.

Figure 3. Rural and Other Outcome Figure 4. Rural and Other Qutcome by
Project
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Performance of Vision to Action and the 15 Focus Countries

Vision to Action Achievements

3.16  OED’s June 1999 report Rural Development: From Vision to Action?, while outlining several
strengths, identified five main problems with the Bank’s rural strategy. First, the multiple matrices for
subsectors and regions clouded the main messages and diffused accountability. Second, the definition of
goals and actions were muddled, and not all the specified actions were linked to indicators that could be
monitored. Third, the absence of benchmarks would make monitoring difficult. Fourth, the rationale for
the focus countries was not identified. Fifth, the participatory process of preparing the strategy was less
successful in engaging persons outside the rural family, particularly Country Directors.

3.17  Three major outcomes were posed in the final paragraphs of Vision to Action. The first of
these—being seen as a leader in the fight to reduce rural poverty—had arguably been largely
achieved even at the time of Vision to Action. While the Bank has much to learn from other partners
and stakeholders, its substantial presence in international forums on this topic would support rating
this achievement as satisfactory. The second outcome—progress toward freer world agricultural
trade—was hugely ambitious given the constrained position of the Bank in this arena. More realistic
would be to judge this on a narrower criterion such as whether the Bank effectively and efficiently
used its skills to address world agricultural trade issues for the benefit of the Bank’s clients. However,
performance on this is still difficult to assess due to lack of data, so a rating is not attempted. The
Bank has certainly given support in the past, sponsoring a number of conferences, workshops, and
papers related to global trade, and appears to be doing more work in this area now, but budget
constraints have limited this type of activity. Given the substantial poverty payoff from freer world
trade, it is questionable whether the Bank has been sufficiently active in this area. The third
outcome—helping the rural under-performers to change their ways—is difficult to evaluate since the
under-performers were not identified. Following a request by management when Vision to Action was
being finalized for focus countries, the under-performers, apart from those who happened to end up in
the focus group list, were not, in fact, given special treatment. We therefore consider it fair to evaluate
the third outcome on the basis of the 15 focus group countries. This is covered in the next section.

3.18  There were a number of thematic areas of concentration indicated in Vision to Action. However,
few were stated in actionable and measurable terms making it difficult to formally evaluate them.
Nevertheless, based on OED audits and Implementation Completion Report reviews, it is clear that
some progress was made. Areas of achievement in Vision to Action-stated areas of thematic focus
include community development processes and decentralization (e.g. India Sodic Lands Reclamation
Project and, more generally, the increased use of such techniques as Participatory Rural Appraisal and
Beneficiary Assessment); watershed management—both in the technology and social areas (e.g. India
Watersheds Projects); reform of public research systems and increasing farmer’s voice in research (e.g.
Ghana); policy reforms involving privatization of public input supply and marketing activities (e.g.
privatization of many Africa parastatals); and, arguably, some success with microfinance—although the
scale is still modest. Weaker areas include the integration of food and nutrition policy into sector
strategies (found in this study to be still a weak area in the PADs); facilitating public/private dialogue in
agribusiness (with some exceptions in ECA); finding efficient and sustainable pluralistic systems of
extension (e.g. the weaknesses of the Training and Visit system became clear but effective and efficient
pluralistic alternatives are still elusive); and support for pastoral systems (an area that has declined
significantly and where many poor live). Also, there has been only modest progress in shifting to the
proposed “broad rural focus”—a theme being emphasized again in the early work on the strategy
update—now characterized as a shift toward “rural space.”
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The 15 Focus Countries

3.19  No measurable indicators were set at the time for the 15 focus countries and there is not yet
sufficient evidence of outcomes from closed projects arising from work done during that period.
Overall, achievements with these 15 countries were only modest. With respect to ESW attention,
since ESW is not classified in the database by sector, it is not possible to be sure how rural ESW has
changed for these countries. Both number and cost of fota/ ESW for these countries did not follow the
downward trend of the whole Bank average—a trend that started about 1995. However, as of 1999,
the increase in expenditure for the rural sector under the Strategic Compact for a sample of 11 of
these projects (which funded areas of ESW, project preparation, and supervision) was actually lower
than the increase in non-focus countries. Nevertheless, the rural strategy in the same sample was
rated, by OED, as somewhat higher than in non-focus countries.

3.20  With respect to lending volume and performance, these 15 countries did not fare much better
than the average. Since Vision to Action, the volume of rural lending to these countries rose
marginally by 8 percent in nominal terms in the 1997-2000 period compared to 1993-96 (see Tables
A18 and A19). This compares with a very slight fall of 3 percent for those countries across all sectors
over the same period. The most noticeable declines in lending volume were in Morocco, India, and
Madagascar. The most noticeable increases were in Bangladesh, Brazil, Guatemala, and Ukraine. The
quality of rural lending for the 15 countries was marginally better than the all-rural average. Over the
same periods, the percentage by commitment of satisfactory outcome in rural projects for these
countries rose slightly from 77 percent to 78 percent. This compares with a fall from 77 percent to 75
percent for all rural projects, but a rise from 75 percent to 81 percent for all sectors. The percentage of
projects rated “likely” for sustainability rose from 50 percent to 63 percent (compared to 48 percent to
58 percent for all rural projects). However, the institutional development impact rose sharply from 33
percent “substantial” rating to 60 percent (compared to 34 percent to 48 percent for all rural).

321  With respect to PAD quality ratings, 29 projects from the focus countries were selected in the
sample, covering all but two of the focus countries. The ratings given for the main poverty analysis ele-
ments were very marginally better than those of the rest of the sample. Consistent with findings reported
later, however, that strategic work is not carried through well into PADs, the OED Phase I study had
earlier found the overall rural development strategy for these focus countries was rated more highly than
the non-focus countries and more than two-thirds had recently produced a sector strategy paper,
compared to less than one-half of non-focus countries.
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4. From Sector Analysis to Project Design

4.1 The methodology involved a review of data and QAG findings on ESW, and a review of the
poverty focus in a sample of 32 CASs and 72 PADs. The CAS review format was designed to assess
the extent to which the CAS addressed overall poverty issues and rural poverty, the focus on social
provisions and safety nets, the employment and asset accumulation focus and poverty monitoring (see
Table A12). The PAD review assessed three main aspects (see Tables Al to Al1): (i) Poverty
Analysis: the extent to which a sound poverty analysis was conducted for, during, or prior to the
preparation of the project; (ii) Project Focus and Strategy: the extent to which the project targeted
poverty, the extent to which the project was derived from the poverty analysis or relevant CAS or
ESW analysis, and the extent to which it was consistent with Vision to Action and appropriate in the
context of the country and other sector interventions; (iii) Project Design: the extent to which the
project design was internally sound and had appropriate arrangements for institutional development,
management, governance, and sustainability. To assess the extent to which there was translation of
PAD poverty analysis into implementation, 15 of the most recent project assessments were examined.
The following sections summarize the main findings.

Rural ESW Has Declined—Quality Is Below Bank Average

4.2 A contributing reason for declining rural lending and probably a reason for weak performance
on project-level poverty analysis, may be the modest and declining spending on rural ESW and some
quality problems in the area of poverty analysis. The data show that expenditure on rural ESW from
fiscal 1990 to 1999 declined by about 30 percent in real terms (using two-year averages) from about
$6.5 million in constant fiscal 2000 dollars in 1990/91 to about $4.6 million in 1999/2000.'° This
compares with about a 25 percent decline for the Bank as a whole. Significantly for poverty, by far
the highest percentage decline was in Africa (65 percent). The cost of rural ESW as a percentage of
lending completion cost has fallen by about 30 percent over the 1990-99 period. This study analyzed
the QAG data for rural projects in calendar year 1998 and 1999 and found that the quality of rural
ESW was lower than the Bank-wide average: 64 percent satisfactory or better for rural against 74
percent for the Bank-wide average.

4.3 While QAG did not comment separately by sector on poverty treatment, with respect to the
Bank-wide ESW sample across all sectors, QAG notes: “the overall rating on poverty sensitivity has
to be seen as rather disturbing in the context of mainstreaming of this central Bank agenda.” QAG
recommended that sector boards provide leadership on how to bring an appropriate sensitivity to
poverty-related issues into the mainstream of ESW analysis. These QAG findings are very similar to
some of the findings of this OED study.

CASs Are Strong on Broad Poverty Diagnosis but Less Strong on Rural Poverty

4.4 The review found (Table A12) that CASs generally do well in the diagnosis of poverty and
setting strategic direction at the broader level, but they do less well with respect to rural poverty.
Overall, about 80 percent of the CASs were rated relevant to broad poverty conditions in the country,
but only about two-thirds were relevant to rural poverty conditions. The strongest areas were the
degree of correspondence with the 1990 poverty reduction strategy and the fit between the policies
and instruments chosen and the challenge of reducing poverty. The weakest areas were the treatments

16. Over fiscal years 1999 and 2000, 35 ESW tasks were completed in each year; of these about two-thirds were
Agricultural Sector Reviews (ASRs), which are more in-depth, longer-term analyses, and about one-third were Rural
Development Strategies (RDSs), which focus on more current sectoral status.
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of poverty monitoring and evaluation issues, and of new-generation issues such as social exclusion
and asset ownership. Nearly all CASs included some analysis of vulnerability or risk, but only about
one-third adequately linked this analysis to a strategy for mitigating vulnerability. Nearly all CASs
viewed broad-based economic growth as the most important of the three strategic prongs (broad-
based labor-intensive growth, human capital development, and social safety nets) but only about one-
third addressed distributional or equity issues satisfactorily. The CASs also performed quite poorly in
articulating actions that might positively affect the accumulation of assets by the poor.

All CASs State Poverty Reduction as a Primary Objective—Few PADs Do

4.5 There appears to be a disparity between the poverty objectives in the CASs and those in the
PADs, the CASs have stronger objectives. Surprisingly, only 19 percent of the pre-strategy sample
and 17 percent of the post-strategy PAD sample noted poverty reduction explicitly as a primary
objective. In the post-strategy period, poverty is mentioned as an objective at some level, primary or
secondary, in only about half the PADs."” This contrasts with the CASs, where 100 percent state
poverty reduction as the primary objective. One indicator of the poverty focus intention of a project is
whether it is labeled a Poverty Targeted Intervention (PTI) or a Poverty Focused (PF) operation (see
Table A2)." In the sample selected, about 20 percent appeared either not suited to the label or
warranted the label but were not given it. Outcome ratings for rural projects with a PTI label have
fluctuated widely, but over the period 1990-2000 the with-PTI projects have been marginally below
the without-PTI projects on outcome rating and have been lower on sustainability but somewhat
higher on institutional development impact.

Lack of Strategic Frameworks for Rural Poverty Reduction Has Implications for the CDF

4.6 In more than half the projects there is no clear indication of a substantial contribution of ESW
in project preparation. Often the projects do not present a strategic framework for poverty reduction
or explain how the proposed intervention fits with the overall (Bank or borrower) poverty reduction
strategy. The RDV portfolio review concluded that, in most cases, it was not possible to trace the
development of the project strategy from the diagnosis. Of significance for a programmatic approach
and for the Comprehensive Development Framework (CDF) is that explicit links to other donor’s
projects, while improved, are still only evident in about half the cases, and links to national or state
projects are evident in only about one-third. However, a majority of the appraisal documents in both
periods indicate the existence of a national or sectoral plan or strategy document (64 percent pre-
strategy and 69 percent post-strategy). Moreover, there has been an increase in the extent to which
individual project objectives and strategy are linked to either the CAS or the relevant ESW. But this is

17. Interestingly, a recent SIDA evaluation, Poverty Reduction, Sustainability and Learning—An Evaluability Assessment
of Seven Area Development Projects (SIDA 2000), offers findings strikingly similar to this study: “none of the projects can
be considered to have poverty reduction as a main and clearly stated objective.... the poverty focus of the projects is
vague.... and links between objectives and means are unclear and unspecified.... Different versions of implicit “trickle
down” thinking predominate as a substitute for more specific and critical analysis of the mediating links between project
activities, outputs and outcomes.”

18. A project is supposed to be designated a PTI if it has a specific mechanism for targeting the poor and/or if the proportion
of poor people among its beneficiaries is significantly larger than the proportion of the poor in the total population. For
adjustment operations a project is supposed to be classified as poverty focused if the reform program corrects distortions that
are detrimental to the poor or the program involves a reorientation of public expenditures toward social or infrastructure
services the poor. Evans 2000a found that 40 percent of staff felt strongly that the PTI tag was not an effective instrument
for tracking the Bank’s progress on poverty. The criteria were considered to be too broad to be meaningful. (Recently, with
the new coding system, the PTI flag has been dropped.)
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not surprising since for many of the earlier projects there was no CAS, although ESW levels were
then higher. However, these links still appear to be somewhat superficial.

Quality of Poverty Analysis in PADs Is Improved But Still Weak

4.7 In order to meet the Bank’s overriding goal of poverty reduction, individual project analysis,
or associated analysis which informs the project design, needs to be able to show who the poor are,
why they are poor, and what the project design will do about it. While PADs may not need to contain
a detailed poverty analysis if it is available elsewhere, it is reasonable to expect that they draw upon
such analyses and present some discussion of the nature and extent of rural poverty to provide a
context and basis for management and peer review. The overall quality of the poverty analysis and
conclusions in appraisal documents has improved from about one-third satisfactory in the pre-strategy
period, but it remains at an unacceptably low level of about half satisfactory in the PADs in the post-
strategy period.”” The quality of poverty analysis in relation to the four Vision to Action goals—
poverty reduction, widely shared growth, and household, national, and global food security—was
satisfactory in only 36 percent of post-strategy PADs, an improvement from 11 percent in the pre-
strategy period.

4.8 RDYV recently completed an important piece of work on poverty as part of their Rural Poverty
Review. They reviewed 92 PADs including 33 “other rural” PADs that lay in rural space outside the
traditional rural grouping. The sample was from FY99 to FY00. Overall they found poverty diagnosis
aspects were largely not taken into account in 55 percent of PADs, pro-poor strategy aspects were
largely not taken into account in 20 percent, and pro-poor design was largely not taken into account in
16 percent. Moreover, they found all of these three aspects taken into account in none. Sectorally, the
best performance was in social protection projects, the next best in environment, followed by
agriculture, and then—with lower ratings—education, health, and transport. Based on what has been
observed in the better poverty-focused projects, portfolios, and strategies, Box 1 offers some of the most
important elements of a sound poverty-oriented diagnosis, strategy, and design. RDV is currently doing
further work to identify best practice.

19. The RDV portfolio review found that, under current operational practice, it is not possible to assess the quality of
poverty diagnosis from the PAD because that analysis may be elsewhere. It found that poverty diagnosis was largely absent
from about two-thirds of PADs. There are some significant differences between the OED findings and the RDV findings,
with the RDV findings rating performance lower than OED. Sample and methodology differences are part of the explanation
but the following three reasons almost certainly contribute: (i) the OED review was more forgiving in accepting the
existence of poverty analysis outside the PAD; (ii) in a number of cases OED reviewers found it difficult to rate the linkages
with strategy and design following a weak poverty analysis since the one is the basis for the others; (iii) OED accepted
projects that were substantially growth-oriented as having somewhat different poverty analysis needs and may have been
more forgiving on these in terms of their more indirect poverty focus.
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Box 1. A PAD Can Adequately Reflect a Rural Poverty Strategy

The 1997 Ecuador Indigenous and Afro-Ecuadorian Peoples Development Project does a good job in poverty
analysis, strategy, and design largely through the following:

It has a clear poverty-related objectives statement.

It links well to the CAS and provides a clear rationale.

It clearly identifies who the poor are, which communities will be covered, and why they are poor.

It builds on existing institutional capacity.

It carefully specifies the institutional mechanisms for support and the linkages with grassroots
organizations.

It has a strong focus on investments as well as processes.

It supports asset accumulation through the regularization of land rights.

It reviews alternatives from a poverty perspective.

It does not avoid economic analysis and uses the economic analysis to define the parameters of sound
subprojects.

10. It adopts widespread stakeholder participation, including a participatory planning program.

11. It has a frank outline of the implementation risks, especially capacity and political change risks.

12. It has measurable output indicators.

A e e

O 0=

Project Design Has Shifted Toward More Balance Between Growth and Targeting

4.9 Applying the WDR classification, a majority of projects seek to promote opportunity (54
percent pre-strategy and 53 percent post-strategy). The proportion facilitating empowerment has
increased (17 to 33 percent), and the proportion enhancing security, while the lowest category, has
increased (11 to 22 percent). The results show

the continued focus on rural growth-oriented

policies—viewed as both promoting Table 3. The Shift Toward Balance

opportunity and broad-based, labor-intensive

growth. Over time, the balance between Focus Pre's(.f/fjtegy POSt'(so}:)ategy
growth and targeting has shifted somewhat. ,
. . Exclusively on growth 39 11
Exclusive focus on the extremes, either on o . .
. . R Primarily growth with targeting 22 50
growth or on targeting, has declined in favor o o
Primarily targeting with growth 33 36
of a more balanced approach (see Table 3), _ _
Exclusively targeting 6 3

perhaps partly reflecting elements of the wider
debate on the impacts of growth and
inequality found in the literature. (The RDV portfolio review found a somewhat larger share of projects
exclusively targeting.) With respect to the merits of this shift, the balance between growth and targeting
in relation to the development objectives of the project was assessed by OED evaluators to have been
appropriate in more than two-thirds of the projects in the pre-strategy period, increasing to nearly all of
them in the post-strategy period. There has been a significant increase in targeting institutions and
processes.”” About half the projects address poverty mainly through targeting locations. Very few

20. A number of PAD reviews (and some CAS reviews) found implicit targeting decisions that were not evident within the
PAD. Does this matter? Yes it does, first, because it may be depriving management and peer reviewers of information and,
second, because it may reflect an inadequate poverty alleviation strategy. In the Ghana Second Community Water and
Sanitation project, the Brong Ahafo, Ashanti, Upper East, and Upper West regions were selected. But the PAD gives little
rationale beyond noting that the rural and small-town communities in these regions “depend on agriculture or trading
activities for subsistence, and are mostly below the poverty line.” It also does not mention under the target population
section the fact that the first two regions were supported under the previous project and the second two were not and
whether the previous project experience had any bearing on the selection. Poverty data for Ghana show that, ranking the 10
regions by percent of poor from best to worst, Upper West and Upper East rank 10 and 9, but Brong Ahafo and Ashanti rank
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projects specifically target people or households (less than 20 percent). This may be appropriate given
the social and mechanism difficulties that a number of donors and NGOs have had with such fine
targeting.

Issues of Most Concern to the Poor—Nutrition, Livelihoods, and Vulnerability—Are the
Weakest Areas of Focus and Analysis in CASs and PADs

4.10  With respect to the WDR focus area of enhancing security, the emphasis in the past was low,
and it remains low. The proportion of recent projects that contain any discussion of the sources of
vulnerability is 30 percent and of livelihoods 24 percent. With respect to the provision of social
services, the services most widely covered were education (84 percent), health (81 percent), and water
supply (66 percent). Only 34 percent of the CASs addressed nutrition. Given the importance of
nutrition in poverty alleviation, this would seem to be an area warranting greater attention. This was
found to be a weak area in PADs also. The RDV review of investments in rural space found less than
one-half of one percent of rural space lending commitments in their 1999-2000 sample classified as
food security and gave surprisingly low attention to marginal areas.?' This is of concern given that
marginal areas are home to about one billion people and that a substantial share of the rural poor live
in such areas.

Social Impact Analysis of Policy Reform and Investment Is Largely Absent

4.11  None of the PADs, including those with policy reform content, included any significant
analysis of gainers and losers. While this may be more often relevant at the country or sector strategy
level than in PADs, several projects had a clear potential for creating losers, but it was not addressed in
the PAD. For example, some projects supported the phasing out of line agency functions and the
restructuring, or preparing for privatization, of parastatals, yet the documents rarely addressed the short-
term risk for the poor or how it might be ameliorated, neither did they refer to other documents that did.

Gender Is Covered More Widely Now, But Questions About Quality Remain

4.12  The 1999 OED study Rural Development: From Vision to Action? found that only 41 percent
of staff were satisfied that the design of rural development projects addressed women’s participation
effectively. The current review finds that there has been approximately a doubling to about 75 percent
in the mention of gender as a distributional dimension of poverty in the post-strategy period compared
to the period before. Obviously, this cannot be attributed solely to the gender focus in Vision to Action
given the increasing overall Bank focus on gender over that period, but the strategy probably helped
to give a more rural slant to this issue. However, based on OED’s 2000 Gender Study there remain
questions about the quality of this gender work.

5 and 3. There may well be fully satisfactory reasons for the selection, indeed, one reason is probably that other donors and
NGOs are supporting other regions. But a PAD should be explicit about targeting rationale.

21. In this respect it is worth recalling that OED’s study Reforming Agriculture: The World Bank Goes To Market (World
Bank 1996), found that 44 out of 50 reviewed agriculture sector adjustment operations included no measures to cope with
reduced food security that may result from reform actions. The report noted that achievement of national food security is by far
the most important element in reducing poverty and should therefore rank high among the Bank’s goals in setting up
agricultural reform programs.
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Monitoring, Objectives Statements, and Risk Treatment Can Be Improved

4.13  CASs were weak with respect to poverty monitoring and performance indicators. Only a little
more than half had clear, monitorable benchmarks relating to poverty outcomes. This aspect of
poverty monitoring was not found to be mitigated when carried through to the PAD. Only half had
clearly stated objectives that could be specifically related to project outputs, and only a third had
measurable, time-bound indicators. (Over a third were judged not likely to fully realize their
objectives). Attention to institutional development objectives has remained high. Empowerment and
community participation have also increased in importance as the driving elements in institutional
development. An increasing number of projects are adequately reflecting risks, up from a low of 28
percent to 58 percent. However, of substantial significance for performance and risk, more than half
of the projects contained critical assumptions that reviewers considered could jeopardize the project
outcome. The RDV portfolio review found that more than half of all projects have indicators that are
difficult to measure, and 28 percent have no poverty-related performance indicators, and even in the
better cases indicators are less than satisfactory (see Box 2). The implementation arrangements for
monitoring and evaluation (M&E), although improved, remain an important shortcoming.

Box 2. A Promising Case on Indicators, But Still Falling Short

Even in a better-practice CAS—the Uganda 1997 CAS—which appropriately identified new poverty-focused
investments in five priority areas, the setting of indicators can really only be assessed as partially satisfactory.
At the time of the CAS most of the indicator levels were still to be set at a later date, although some were
defined by fype. For example, the roads targets set were institutional development targets, that is, input targets
rather than outcome targets; the target for agricultural research and extension was defined simply as an Action
Plan; and the targeted support for the north indicated the indicator type (poverty monitoring by household) but
did not specify the baseline or target level. While it may be appropriate to leave some of the indicator-setting to
more detailed later work, such lack of specificity makes it difficult to evaluate the achievements of a CAS.

Smaller Projects Are Better for Poverty Analysis, But Bigger Projects Have Better Outcome
Ratings—Is This Relevant to Programmatic Lending?

4.14  Overall quality of poverty analysis in relation to the four Vision to Action goals was found to
be better in smaller projects. Institutional and empowerment issues get more attention, and overall
poverty analysis is relatively better. Smaller projects do better at presenting a rural poverty profile
and have improved on this more over time than larger projects. For example, 54 percent of small
projects, compared with only 6 percent of large projects, discuss sources of vulnerability. They do
better at the analysis of livelihoods and enhancing security and have somewhat greater emphasis on
targeting institutions and considerably more emphasis on empowering people’s participation.
Interestingly, it is not the case that the small projects are primarily poverty-targeted projects and large
projects are primarily growth projects. Small projects are about 50 percent primarily or exclusively
growth-oriented and about 50 percent primarily or exclusively targeted. This finding on smaller
projects performing better on poverty analysis is consistent with other studies by OED* and with
recent RDV findings. There may be implications here for the trend toward programmatic lending
since such lending seems likely to result in larger projects. However, it is difficult to compare

22. In reviewing water projects the OED study “Bridging Troubled Waters—Assessing the Water Resources Strategy Since
1993” (OED 2001) found that smaller projects (in dollar terms) had a sharper poverty focus; that IDA projects were more
likely to target poverty; that beneficiary costs of poverty-focused projects were higher than others; and that projects
involving partnerships with other donors were likely to be more poverty focused. It also found that there had been an
impressive doubling of the use of participatory methods to address social development concerns between the 1988-93
period and the 1994-99 period.
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programmatic lending with traditional investment lending, and the issue is more complex because the
study also found that larger rural projects tend to have better outcome ratings (see Table A16). Over
the 1997-2000 period, the percentage of satisfactory outcomes in projects below the size of $50
million was 54 percent whereas the percentage of satisfactory outcome ratings for projects above $50
million was 72 percent and over $100 million was 79 percent. We return to the issue of programmatic
lending in Section 5.

4.15  Analysis was also done to see whether cofinanced projects did better on poverty criteria
because some studies have found that partnerships helped (although partnerships are not necessarily
the same as cofinancing since cofinanciers have different levels of substantive involvement). The
hypothesis was not strongly supported by the review conducted for this study, but a weak association
was found. Nevertheless, placed alongside the quite strong relationships on partnerships found in
other studies, partnerships should remain an important consideration for the future strategy.

PADs with Weak Poverty Analyses Tend to Yield Projects with Weak Poverty Focus

4.16  Some operational staff have argued that even if the PAD is weak on poverty diagnosis and
design, what matters is what actually happens during implementation. This issue has been examined
across 15 project performance assessments OED carried out within the past two years. We conclude
that, while weak poverty diagnosis in a PAD does not preclude a significant poverty impact, a PAD
with strong poverty diagnosis has a much better chance of doing so. The implementation of 12 out of
15 projects was found to reflect fairly closely the poverty analysis in the PAD, either strong or weak,
and the implementation of 3 was found to have some poverty focus even with limited poverty focus in
the PAD. For example, the Bangladesh Third Fisheries Project PAD addressed poverty analysis and
poverty strategy reasonably well and later performed quite well on that score, whereas the Bangladesh
Second Small-Scale Flood Control, Drainage, and Irrigation Project did not address poverty well in
the PAD and did not have any particular pro-poor focus in implementation.”? A number of extension
projects, Kenya, Turkey, and Ghana for example, have exhibited no strong pro-poor focus in the
appraisal documents and have not shifted significantly in a pro-poor direction during implementation.
While a larger sample and country and project case studies would be needed to be sure of this finding,
those cases where a weaker PAD has been followed by stronger poverty performance during
implementation may be those where there is already some level of established poverty focus in the
country institutions and processes which carries the project along with it. In other words, strong
institutions and existing pro-poor processes may override a weak project design. This may have
implications for programmatic lending and PRSCs.

23. The Region argues that this project was aimed at enhancing the livelihoods of the entire population in the area and, by its
nature, could not be targeted toward the poor. OED, while agreeing that this project had broad growth objectives, thinks that
improved poverty criteria in subproject selection, better initial needs assessment with beneficiary involvement, and more
attention to potential negative fisheries impacts on the poorest were design elements that could still have improved poverty
impact even within a broad, growth-focused, project.
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5.  Sharpening the Focus on Rural Poverty and Revising the
Sector Strategy Paper

5.1 There have been considerable achievements in Bank support for the rural sector over the past
10 to 15 years. Policy distortions, exchange rate overvaluation, import tariffs, export taxes, inefficient
parastatal marketing regimes and finance corporations, and a number of other policy distortions have
been addressed by borrowers with Bank support. In many countries, social and infrastructure services
have improved. Participation through community development has become the norm rather than the
exception, replacing the earlier top-down Integrated Rural Development Projects—a holdover from
central planning. Institutional reform has increasingly been tackled. These changes have contributed
to declines in the incidence of poverty in many rural areas. Nevertheless, much remains to be done,
particularly to reach the poorer rural households.

5.2 The literature offers convincing arguments for the poverty benefits of rural investment under
the circumstances of the majority of the Bank’s low-income borrowers. Beyond the reality that about
75 percent of the poor are in rural areas, rural growth contributes to poverty reduction in both rural
and urban areas. The impact on growth from investment in rural infrastructure, agricultural
technology, and education has been shown to be consistently high and to have significant poverty
impacts. Beneficial interactions between the agriculture and non-agriculture sector have been shown
to operate through forward and backward linkages in output and input markets. Although non-farm
and non-rural income is increasingly important, the poorer rural households have less opportunity for
capturing those income sources than the less poor, therefore, agriculture remains very important for
the poor even with increasing non-farm opportunities. Four particular areas have been emerging
recently from the lessons of experience in the literature: first, the need to increase attention to non-
farm income sources and broader local economic development; second, somewhat as a counterpoint
to the first, the importance of maintaining focus on agricultural productivity; third, the need to
broaden diagnostic approaches to address spatial and cross-sectoral issues; and fourth, the need to
increase focus on strengthening local rural institutions and mechanisms of downward accountability.
Finally, the literature suggests that, notwithstanding the generally positive poverty impacts of rural
investment in lower-income countries, due to differences arising from initial country conditions and
locally unique institutional profiles, country-specific analysis is essential.

53 Against this background, as noted earlier, we find from the earlier phases of this study in
1999 and 2000 that borrower stakeholders, Bank rural staff, and other donors rate the Bank’s
achievement in the area of rural poverty lower than almost any other aspect* of rural development
project design. Clearly, for an institution that has poverty alleviation as its primary goal, and for a
sector which sustains the majority of the poor, something is not right.

54 The data show a declining trend in the share of Bank lending to the rural (Agriculture+3)
sector since 1978. Possible reasons for the decline that warrant further study include the low volume
of ESW and insufficiently convincing sector analysis, modest project performance levels, weak Bank
incentives for poverty alleviation results, increasing pressure on Country Directors to achieve lending
volume at low cost and low risk, lack of immediate urgency for food production, and weak borrower

24. Other design aspects included policy framework; environment; stakeholder participation; private sector development;
women’s participation (one of two aspects that scored lower); economic analysis; risk; lessons of experience; implementing
capacity; lending instruments; program lending; monitoring; impact evaluation (the lowest rated); quality control; overall
satisfaction; and comparisons with earlier years.
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demand. With respect to the direction of lending, the largest share of Bank rural lending on a per rural
capita basis goes to the less poor countries and the less-poor regions within countries.

5.5 With respect to lending quality, we find generally weak rural poverty analysis, although
improved since the pre-strategy period. At the country program level, CASs are generally good as
overview strategic documents. However, as found by the 2000 OED Poverty Study—that the Bank
had found it difficult to move from the 1990 strategy toward CASs addressing social constraints—so
this study finds the baton is often dropped in moving from CAS to PAD. Only 36 percent of PADs
were rated satisfactory or better on poverty analysis in relation to the four Vision to Action goals.
Only about half the PADs provided an adequate poverty context, and only a quarter adequately
discussed sources of livelihoods and a third adequately discussed sources vulnerability. None
included an analysis of gainers and losers. Only about a third contained measurable poverty-related
performance indicators.

5.6 Looking at project assessment findings to see whether weak PADs matter much, the study
finds that, while weak poverty diagnosis in a PAD does not preclude a significant poverty impact in
implementation, a PAD with strong poverty diagnosis has a much better chance of doing so. The
study concludes that there is a need for the updated strategy and future Rural Sector Board support to
focus particularly on four areas related to rural poverty. First, there is a need to focus and prioritize
the revised strategy, thematically, regionally, and with respect to point of focus, on PRSPs. Second,
there is a need to improve poverty analysis through enhanced methodologies. Third, there is a need to
improve analytical and design skills and support. Fourth, there is a need to improve effectiveness and
efficiency through external and internal partnerships exploiting comparative advantage. This section
expands on these after recapitulating the earlier OED findings.

5.7 The recommendations that follow from the analysis presented in this report build on those of
the first two studies and the earlier OED Poverty Study and should be seen as a part of a package with
those recommendations. Since the study reviewed PADs in the narrower (Agriculture+3) rural
category as opposed to broader “rural space,” the recommendations apply particularly to the rural
family and those activities overseen by the Rural Board. This narrower rural category is the direct
responsibility of the rural family and also has had weak past performance. However, the overall
findings, including the CAS and literature review, do support the broader “rural space” focus. In that
respect the recommendations apply more broadly to the Bank as a whole and to other sectoral boards
whose direct responsibilities lie across portions of “rural space.”

Focusing and Prioritizing the Revised Strategy

» Recommendation: Broaden poverty analysis at the country level aimed at improving the rural
focus in PRSPs, but avoid allowing this to dissipate the strategy or the support for action. Focus
on a limited number of prioritized rural thematic areas, regions and countries, and analytical
entry point, and avoid being spread too thinly. In particular, do not neglect agricultural
productivity.

5.8 The evidence suggests that the original Vision to Action strategy was short on action, that
performance of rural projects, while improved, is still relatively weak, and that focus on rural poverty
could be sharpened. These findings, set alongside the decline in rural lending and the interaction
between performance and budget, suggest the need for focus and prioritization in the revised strategy.
The need outlined in this report for broader, more spatially differentiated analysis of rural poverty and
for increasing cross-sectoral connections at the country level—more open-ended in terms of country
outcome—should not be allowed to lead to a diffuse Bank rural support strategy. With red