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Private Sector Financing Programme: Funding model and
implementation arrangements

I.
1.

I1.

Introduction

IFAD's ambitious vision for private sector engagement in IFAD13 aims to create
win-win partnerships between the private sector and small-scale producers in rural
communities. Leveraging its established partnerships and field presence, IFAD will
enable, catalyse and assemble private sector investments that empower
small-scale producers through improved livelihoods, more resilient enterprises and
job opportunities, while ensuring profitable investments that deliver positive social
and environmental impacts. Leveraging its expertise in rural development, IFAD
will collaborate effectively with micro, small and medium-sized enterprises and
financial intermediaries to provide tailored solutions that address local needs in
rural areas and strengthen rural-urban linkages. With its deep understanding of
rural challenges and extensive partnerships, IFAD will maximize its impact through
the Private Sector Financing Programme (PSFP) by bridging the gap between the
private sector and rural communities.

Building on the progress and capacities developed during IFAD11 and IFAD12 and
the lessons learned from other development partners (see section V), IFAD will
expand the PSFP to increase private investments that deliver greater impact on
priority issues, without putting further pressure on increasingly indebted
governments.

This annex describes the proposed PSFP implementation modalities to deliver on
the ambition to scale the PSFP’s impact. It does not cover the full range of IFAD’s
private sector engagement, which will also remain a strong focus within IFAD’s
sovereign operations and other facilities and programmes supported by
supplementary resources.

PSFP positioning and comparative advantage

The PSFP has three specific objectives: (i) job creation and economic inclusion of
youth; (ii) women’s empowerment; and (iii) the promotion of climate adaptation
and mitigation efforts to achieve greater resilience among small-scale producers
and the rural poor. These objectives translate into a commitment to devoting

50 per cent of PSFP resources to gender-sensitive investments, 30 per cent to
youth-sensitive investments and 50 per cent to investments that promote
climate-resilient agriculture, adaptation and mitigation.

The PSFP was designed in 2020 to leverage IFAD’s comparative advantage and
complement the work of other development partners. The programme has the
following unique features:

(i)  An exclusive focus on the rural poor and small-scale producers, using the
origination capabilities fostered by IFAD’s US$20 billion active portfolio
(including cofinancing) and credible targeting strategies in each operation.
This builds on IFAD’s strong capability in targeting small-scale producers and
the rural poor, women and other underserved groups such as youth and
Indigenous Peoples and successfully building public-private partnerships. This
allows the PSFP to effectively originate and reach market segments that other
actors cannot in a cost-effective manner.

(i) Thus far, the PSFP strategy has been built on high risk appetite while using
effective ways to de-risk, including IFAD’s own technical expertise and
sovereign investments. PSFP solutions are tailored to the target group: ticket
sizes will most often be smaller than those of other international financial
institutions (IFIs), and their focus is exclusively on small-scale producers and
the rural poor. IFAD’s robust network of partners in rural areas and existing
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expertise, combined with de-risking through sovereign investments, are key
ingredients for the PSFP to deliver small and high-risk tickets while remaining
commercially viable to attract private investors and ensure financial
sustainability.

(iii) The PSFP value proposition to its donors and investors is high impact,
combined with cost recovery plus, potentially, a relatively low return. The
PSFP model therefore represents an important shift, situated between the
grant-based model, which is often used to cater to the needs of small-scale
producers but is not financially sustainable, and the relatively high
double-digit returns expected by commercial or impact investors, which
small-scale producers and agricultural small and medium-sized enterprises
(agri-SMEs) cannot deliver. IFAD is well positioned to engage in the private
sector investment space given its mandate and raison d’étre, which are about
delivering development impact to the poorest and most vulnerable rural
people.

(iv) The PSFP strategy is built on the requirement of additionality and
complementarity with IFAD’s public sector investments and those of other
partners. Projects must be aligned with countries' strategic goals and public
sector efforts. Complementarity between public and private sector efforts is
also required of each PSFP project to avoid fragmentation, with the ultimate
goal of maximizing impact. This complementarity also means that PSFP
projects will benefit from de-risking activities delivered through IFAD’s
sovereign programme and wide range of thematic programmes. The PSFP
also seeks to leverage the work of other development partners for the
delivery of technical assistance to enhance synergies and optimize the use of
donor resources. It will also leverage IFAD’s solid in-house technical expertise
to promote innovative concepts such as nature-based solutions, resilience
measurement, precision agriculture, etc. and bring them to scale globally.

(v) The PSFP particularly engages with projects and partnering entities that:
(i) are committed to improving small-scale producers’ livelihoods in food
systems; (ii) are female- and youth-owned and operated; (iii) offer innovative
business models that rely on digital or other technologies geared to creating
income and job opportunities for more small-scale producers and inclusive
value chains in a cost-effective manner; and (iv) strongly support climate-
resilient approaches. All investees must have robust development objectives
aligned with PSFP priorities and provide accessible, affordable services to
PSFP’s targeted end beneficiaries as part of their core business. In many
cases, especially during the recipient due diligence and negotiation stages,
the PSFP strives for and successfully creates incentives for profit-oriented
private sector entities to commit to development targets they would not
ordinarily meet in their normal course of business.

Box 1
How PSFP serves corporate priorities vis-a-vis youth, gender and climate

Thus far, the PSFP has invested in six operations in which some 60 per cent of the expected beneficiaries are
women. In terms of youth targeting, about 35 per cent of the beneficiaries are expected to be youth. Furthermore,
three of these operations have climate change as a major theme.

The sharp gender, youth and climate focus of each investment is ensured throughout the project cycle from design
to supervision. Targeting strategies for each non-sovereign private section operation (NSO) are agreed upon with
the recipient, and targets are included in the legal agreements and closely monitored during implementation. Each
NSO has a results framework against which development outcomes are also measured. As all PSFP projects are
managed by a project development team (PDT), during due diligence, the PDT will assess the capacity of the
project and private sector recipient to collect core indicator data. The indicators are identified in coordination with
the private sector recipient and monitored through supervision meetings and annual supervision reports.

During due diligence, an expert from IFAD’s Environment, Climate, Gender and Social Inclusion Division (ECG) is
also responsible for verifying that the project meets the requirements of IFAD’s Social, Environmental and Climate
Assessment Procedures (SECAP), assessing potential risks and existing recipient practices in environmental,
social and climate risk management, and that it responds to the above-stated targeting priorities. The expert also
provides technical support in these areas during project implementation. This includes reviewing the adequacy of
the recipient’'s environmental and social management system and assessing its capacity to manage the
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environmental, social and climate impacts that could be generated by the NSO. Through the envisaged monitoring
process, IFAD engages with recipients to ensure that product development and strategies are aligned with the
needs of intended beneficiaries such as smallholders, women, and youth and that results are achieved on the
ground. For this, IFAD relies on both its dedicated private sector team and field offices.

It should also be noted that appropriate social targeting is also integrated as a “must” in the independent Quality
Assurance Group’s (QAG’s) reviews of all projects supported by the PSFP, which each and every investment
proposal must undergo twice: by a first-level committee before pipeline entry, and by a second-level committee
before an investment proposal is eventually sent to the Executive Board for final approval. The current advisory
committee, comprising donors to the PSFP, also exercises oversight of the pipeline and provides guidance on the
alignment of proposed projects with PSFP objectives.

Proposed PSFP funding model

During IFAD13, the aim of the PSFP is to deliver greater impact through job
creation and the economic inclusion of youth, women’s empowerment and the
promotion of climate adaptation and mitigation efforts to achieve greater resilience
among small-scale producers and the rural poor. This ambition requires scaled-up
predictable resources for the PSFP, which in turn requires a new funding model
that, in contrast to the current one, is not totally reliant on supplementary
resources. Management has explored several options (i.e. continuing with
supplementary resources only, reliance on core only, a mix of funding sources) and
concluded that a suitable approach will entail a mix of supplementary resources,
core contributions from the non-country grant envelope and borrowing. This
strategy also builds on lessons learned from other IFIs, as summarized in

section V.

In IFAD13, PSFP funding will be sourced and channelled from: (i) concessional
funds (i.e. mobilized supplementary funds®!), primarily grants from donors, which
are held off the IFAD balance sheet; (ii) non-country grant resources (core
contributions), which are held on the IFAD balance sheet; and (iii) borrowed
resources, also held on the IFAD balance sheet. The rationale for having IFAD
grants and borrowing is to ensure predictability and scale that supplementary-
funded resources alone will not allow. The proposed funding model for the PSFP will
entail:

Off-balance sheet funds

The Private Sector Trust Fund (PSTF) is an off-balance sheet entity fully managed
by IFAD and thus far funded mainly by supplementary resources from donors. 102
While it will not be the only host of dedicated resources to deliver the PSFP
projects, its central role will continue in IFAD13. The concessional PSTF resources
(mobilized supplementary resources) will be used to meet the demand for
high-impact products with higher risk and could follow specific donor deployment
priorities. These are expected to support interventions notably in countries with the
highest needs (i.e. in fragile contexts and/or debt distress). PSTF resources can
also be used on a demand basis for blending with IFAD’s borrowed resources.

On-balance sheet funds

IFAD’s borrowed resources (US$90million over the 3-year IFAD13 period) will
provide the bulk of funds for lower-risk positions and increase the volume of NSOs,
where IFAD’s borrowed resources could be blended with concessional resources, if
necessary. This has the benefit of leveraging IFAD’s balance sheet to provide the
PSFP with greater and predictable resources to deliver impact at a greater scale,
which resources from supplementary sources cannot deliver. The risk appetite for
the use of these borrowed resources will be commensurate with the overall
portfolio risk profile of the IFAD-rated entity. Furthermore, core grant resources of

11 Thus far, the PSFP has secured contributions of US$39.3 million from Germany, Luxembourg, Finland, and the
European Commission, and discussions are under way with other partners for additional contributions.

102 |FAD also provided US$25 million to the PSTF from the non-country-grant envelope under its COVID-19 response.
These resources served as seed capital for the programme.
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up to US$18 million over the 3-year IFAD13 period will constitute a blending
support envelope, supplying funds for blending!%3® with IFAD’s borrowed
resources. This grant allocation is meant to ensure a minimum predictability of
grant resources to complement other funds, as the timing of supplementary
resources can be unpredictable. The full amount of the non-country grant will be
used to provide blended finance for investments in low-income countries (LICs)
and lower-middle-income countries (LMICs), as well as countries affected by
fragility.

PSFP projects are impactful and at the same time commercially viable. As borrowed
capital entails repayment obligations and interest servicing, its use requires a
prudent approach to deployment. When necessary, grant resources will be utilized
for the blending or credit enhancement of operations financed by borrowed
resources and allow the deployment of a portfolio to LICs, LMICs and countries
affected by fragility, along with upper-middle-income countries, and broaden PSFP
investments along the risk-return continuum. In essence, a portfolio approach will
be adopted with regard to the programme’s operations.

As stated above, a portion of PSFP projects will require the use of grant resources
to blend or credit-enhance the borrowed resources. De-risking investments, a form
of blending also known as “credit enhancement” (or credit protection), is
improvement of the credit profile of a financial transaction through the use of
different techniques. It involves a higher risk appetite capital (such as grant
resources) absorbing a portion of the credit exposure of a lower risk appetite
capital (such as borrowed resources). This is already practised in other
development finance institutions’ (DFIs’) blended finance operations and
commonplace in private sector financial markets. Operationalization can be internal
to the investment (e.g. subordination) or external to the investment (e.g. wrapped
exposures). Specific guidelines, including the explanation of how credit
enhancement will work, will be developed for the PSFP by the fourth quarter (Q4)
of 2024.

The rationale for scaling up the PSFP programme of work (PoW) reflects the
promising impact and leverage achieved by the programme thanks to the IFAD11
seed funding of US$25 million. Indeed, these resources, along with other donor
contributions, were used to fund six NSOs with expected cofinancing of
US$140.7 million and should benefit 403,000 direct and 1.4 million indirect
beneficiaries, 60 per cent of whom are expected to be women and 35 per cent
youth.!%4 The unique features of PSFP instruments, such as subordinated debt,
allow for private sector leverage that a sovereign loan to a government cannot
deliver. This is a major part of the rationale for a larger PSFP.

With the proposed amounts of IFAD13 resources, the PSFP is expected to catalyse
up to US$540 million in the private sector PoW through the use of blended finance
and innovative financial structures entailing a cofinancing ratio of 1:5. Such a ratio
is achievable in light of IFAD’s own experience and that of other IFIs. The outreach
is expected to be about 5.9 million beneficiaries.

103 Blending options include: (i) de-risking investments, i.e. directly funding loans for high-risk transactions through credit
enhancement; (ii) subsidizing the pricing for high-risk transactions to ensure positive risk-adjusted return on capital; (iii)
providing direct grants in addition to loans funded by borrowed resources; (iv) providing capped foreign exchange
depreciation cover; and (v) covering foreign exchange hedging costs.

104 The six NSOs through the PSFP that were approved by the Executive Board are in Cambodia, Madagascar,
Mozambique, Nigeria, Plurinational State of Bolivia and Uganda.
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Figure 1
PSFP’s proposed funding model for IFAD13
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PSFP flow of funds

Assets funded by the borrowed resources of approximately US$90 million will be
held on IFAD’s balance sheet, and deployment will primarily target moderate-risk
transactions. The specific risk appetite will be defined as part of the above-stated
guidelines that IFAD will develop.

The non-country grant contribution (core contribution) of up to US$18 million will
also be held on the balance sheet, constituting a blending support envelope. When
appropriate, grant resources will be sourced from this envelope for blending or
credit protection of borrowing-financed assets.

The PSTF will continue to serve as the dedicated platform for channelling
supplementary resources from donors to the PSFP, and as such will remain an
off-balance sheet entity, holding higher-risk assets funded by grants and returnable
contributions. PSTF resources can also be used for blending with IFAD’s borrowed
resources on a demand basis. The deployment of donor funds will follow specific
donors' mandates (with different risk appetite spectrums). As the PSTF is an
off-balance sheet entity, assets held in it have a limited impact on IFAD’s credit
rating.

The guiding principle of resource deployment will remain prioritization of the
countries that need it most while ensuring universality. However, the actual
distribution of the entire PSFP PoW by country income category will vary,
depending on a number of factors, including but not limited to the amount of
supplementary resources raised at the PSTF level and the need for credit
enhancement. Deployment is envisaged to generally match the sources of funds
and achieve a balanced portfolio approach in terms of development rationale, the
demands and needs of targeted countries and the risk profile constraints of the
IFAD-rated entity. Borrowed resources will be deployed only on non-concessional
terms to ensure financial sustainability; however, the blending with concessional
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funds (pursuant to the Enhanced Blended Concessional Finance Principles to ensure
discipline) will allow the utilization of part of those funds in higher-risk contexts.

Figure 2
PSFP’s proposed deployment for IFAD13
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IV. Implementation modalities of PSFP

A. PSFP’s financial instruments

18. In line with the Framework for IFAD non-Sovereign Private Sector Operations and
Establishment of a Private Sector Trust Fund, %> the PSFP financial offering to
private sector recipients involves three main financial instruments:

()

(ii)

Debt instruments, including working capital and long-term loans to eligible
agri-SMEs, cooperatives and selected agri-focused value chain actors for
capital expenditures (i.e. investment); lines of credit and loans to financial
intermediaries, rural and agricultural banks, microfinance institutions,
commercial banks, investment funds and other types of institutions targeting
small-scale producers and agri-SMEs.

Risk mitigation, including risk-sharing facilities and guarantees. Small-scale
producers may require pre-harvest financing to purchase fertilizer and other
inputs, and local banks are unwilling to offer financing due to the high risk. A
risk-sharing facility is an agreement into which IFAD would enter - typically
with a financial intermediary - to encourage it to lend to small-scale
producers and agri-SMEs or certain subgroups such as women and youth or
for climate mitigation purposes. IFAD would share the risk by committing to
cover a portion of any losses incurred on an asset or portfolio of eligible
assets. IFAD could also extend a guarantee to local financial intermediaries
willing to take on the risk if offered the appropriate incentives. The guarantee

s EB 2020/129/R.11/Rev.1.
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is a pledge made to the financial intermediary that a certain percentage of
the loan amount will be covered in the event of default.

(iii) Equity instruments provide long-term growth capital to private enterprises
involved in agricultural value chains where equity is needed to add to the
capital base of these agri-SMEs, so that they can access more debt funding
and increase investment in their operations and fixed assets.

In terms of strategic deployment of these instruments, IFAD has adopted a gradual
approach, starting with simple instruments and prioritized indirect lending early on.
So far, senior and subordinated debt instruments have been deployed in the six
PSFP investments approved by the Executive Board, along with an equity
investment in the Agribusiness Capital (ABC) Fund in 2020. Over the IFAD13
replenishment cycle, in addition to senior and subordinated debt, risk mitigation
instruments - notably risk-sharing facilities and guarantees - are envisaged to
enter more prominently into deployment, while the deployment of equity
instruments will not be pursued unless there is a real opportunity for impact and
leverage.

PSFP delivery process

Based on the lessons learned, IFAD has invested significantly in recent years to
build capacity to deliver NSOs funded by the PSFP. The investment team charged
with leading the deployment of PSFP resources is hosted in IFAD’s Private Sector
Advisory and Implementation Unit (PAI), created in 2020 to coordinate and lead
delivery of the PSFP along with other private-sector-focused initiatives. The PAI
currently includes dedicated investment professionals with varied experiences, both
from other DFIs and the private sector (African Development Bank [AfDB],
Inter-American Development Bank, Oikocredit, East African Development Bank,
Deutsche Bank). For the delivery of individual investments, PAI is working hand in
hand with the Programme Management Department, supported by an entire
ecosystem - especially but not limited to IFAD’s Office of Enterprise Risk
Management (RMO), Financial Controller’s Division (FCD), ECG and the Office of
the General Counsel (LEG).

A series of policies, guidelines and templates has also been developed. They
include:

e Framework for non-Sovereign Private Sector Operations and Establishment of
a Private Sector Trust Fund;

¢ Non-sovereign operations design guidelines (Q1 2021);
e Credit risk guidelines for non-sovereign operations (Q3 2021);

e Legal templates for NSOs: Loan agreement, term sheet, letter of information,
legal due diligence checklist, mandate letter, non-disclosure agreement
(Q4 2021, ongoing);

e Non-sovereignh operations quality assurance tool (Q3 2021);
¢ Non-sovereigh operations impact framework (Q4 2022);
e Procurement guidelines for non-sovereign operations (Q3 2020);

e SECAP review note and Environment and Social Management Plan (ESMP)
matrix for non-sovereign operations (Q4 2020); and

e IFAD’s Policy on Disclosure of Documents for Non-Sovereign Private Sector
Operationst? (Q4 2022).

106 EB 2022/136/R.5.
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The internal review process for PSFP interventions entails two stages: %7

(i) The concept note stage, in which the project and recipient are already
succinctly described, including expected impacts and risks, but still without
very explicit analysis of the recipient’s own data and field visit. The concept
note stage ends with discussion of the project concept note in the Operational
Strategy and Policy Guidance Committee (OSC) under the guidance of QAG,
after which the Vice-President approves formal pipeline entry of the PSFP
intervention;

(ii) The appraisal or due diligence stage, which entails meticulous analysis of the
proposed intervention from all angles (complementarity with programme of
loans and grants, financial aspects, risks, environmental, social and
governance, additionality, impact), including a detailed analysis of the
recipient’s own data during a due diligence mission. This stage ends with
discussion of the project appraisal report in the Investment Resource
Committee (IRC), after which the Vice-President approves submission of the
PSFP intervention for final approval by the Executive Board.

In parallel with the project concept note and the project appraisal report,
independent reports from RMO and ECG are brought forward to the respective
committee meetings (OSC and IRC). During the final steps of project appraisal,
LEG performs an independent legal due diligence review (in which local legal
counsel is also included), and the FCD financial crimes unit conducts a very
detailed integrity check on the recipient and its key personnel and stakeholders.

In terms of risk, PSFP investments are subject to a rigorous risk assessment to
evaluate the potential risks involved. Although credit risk is the main type of
financial risk, depending on the nature of the proposal, other risks will be
considered when dealing with recipients, including governance, operational,
integrity, financial management, fiduciary and commercial risks, as well as the
financing instrument requested.

RMO, with the support of FCD, is responsible for implementing and monitoring the
risk rating system. This is the internal credit risk scoring tool, which includes
sector-specific scorecards and combines internal and external data sources, models
and financial templates. Risk assessment is the basis for measuring the risks of
individual NSOs and IFAD’s overall PSFP portfolio. Risk ratings determine the
amount of exposure and the pricing or yield of PSFP interventions, guide the
development of a suitable structure and supervision process, determine loss given
default and the probability of default, and facilitate risk migration analysis.

Treatment of blended finance operations

In order to ensure rigour in the use of blended finance activities, since 2020 IFAD
follows the Enhanced Blended Concessional Finance Principles for DFI Private
Sector Operations of the DFI Working Group on Blended Concessional Finance for
Private Sector Projects (the “DFI BF principles”). These principles!®® are:

(i) Rationale for using blended concessional finance: DFI support for the
private sector should make a contribution that is beyond what is available, or
that is otherwise absent from the market, and should not crowd out the
private sector. Blended concessional finance should address market failures.

(ii) Crowding-in and minimum concessionality: DFI support for the private
sector should, to the extent possible, contribute to catalyzing market

197 RMO is currently reviewing the process to strengthen it further and ensure alignment with the proposed new funding
model.

DFI Working Group on Blended Concessional Finance for Private Sector Projects: Joint Report 2018 (English). 1%

Washington, D.C.: World Bank Group.
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development and the mobilization of private sector resources and minimize
the use of concessional resources.

(iil) Commercial sustainability: DFI support for the private sector and the
impact achieved by each operation should aim to be sustainable. DFI support
must contribute towards the commercial viability of their clients. Level of
concessionality in a sector should be revisited over time.

(iv)Reinforcing markets: DFI support for the private sector should be
structured to effectively and efficiently address market failures, and minimize
the risk of disrupting or unduly distorting markets or crowding out private
finance, including new entrants.

(v) Promoting high standards: DFI private sector operations should seek to
promote adherence to high standards of conduct in their clients, including in
the areas of corporate governance, environmental impact, social inclusion,
transparency, integrity, and disclosure.

PSFP projects (NSOs) entailing the use of blended finance are subject to an
additional independent review by the Financial Operations Department to ensure
adherence to the above principles. This independent assessment is submitted to
the various committees (OSC, IRC) and included in the final documentation to the
Executive Board to show clearly how the operation complies with the DFI BF
principles, including the calculation of minimum concessionality. In the context of
the proposed PSFP funding reform, IFAD will review its current NSO processes - for
example, those related to the governance of blending non-concessional and
concessional resources. This review will be conducted utilizing best multilateral
development banks’ practices to determine whether additional governance
measures are warranted. The result of this assessment and any proposed changes
will be reflected in the guidelines that IFAD will develop.

PSFP governance
Governance of the PSFP currently involves the following bodies:

The advisory committee provides strategic guidance and general feedback on the
PSFP pipeline and programme activities. The committee’s members are
donors and contributors providing financial support to the PSFP, including
representatives from IFAD.

The OSC and IRC review individual transaction features. QAG performs an arm’s
length review.

The Executive Board approves PSFP project and funding proposals.

Lessons learned

Most IFIs have developed programmes to engage directly with the private sector.
The lessons learned by these institutions are relevant to IFAD, as it seeks to ramp
up its PSFP and other forms of engagement with the private sector. Selected
lessons are described below and reflected in IFAD’s proposed approach described
above.

International Development Association (IDA) - Private Sector Window
(PSW).199 As part of the Eighteenth Replenishment of IDA (IDA18), a PSW of
US$2.5 billion (out of a total IDA18 envelope of US$75 billion) was created to
mobilize private sector investments. The creation of the PSW reflected the
importance of leveraging the private sector to achieve the Sustainable
Development Goals and IDA18 objectives, including the creation of better, more

109 The World Bank Group’s Experience with the IDA Private Sector Window: An Early-Stage
Assessment.
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inclusive employment opportunities. While implementation was slow at first, with
only one project approved in 2017, utilization of the facility has increased with a
now aggregate US$3.19 billion committed (as of April 2023) in support of private
sector financing in IDA-eligible countries. Two years into implementation, there
was increased demand for the Blended Finance Facility, Risk Mitigation Facility,
Local Currency Facility and the MIGA Guarantee Facility,!° prompting IDA to
allocate larger amounts to these four facilities.

Lessons learned from the IDA PSW experience to date include:

(i) The impact of PSW and capacity to deliver require flexible eligibility criteria
for use of the PSW resources, proven capacity in executing agencies to
leverage existing programmes and client relationships in the areas targeted
by the PSW, the availability of a pipeline of suitable projects for PSW funding,
project gestation periods in different sectors and the availability of requisite
staff training and communication, as well as relevant approval processes.
Implementation requires, among other things, creating governance
structures, developing product and staff rules and guidelines and educating
staff on the use of the different products across several facilities.

(i) The PSW can deliver successful interventions, even in challenging contexts.
An evaluation of the PSW shows that its participation enabled the
International Finance Corporation (IFC) and MIGA to support high-risk
projects in markets and sectors beyond what would have been feasible
without it. IDA, IFC and MIGA, for example, have helped turn a barely
functioning telecom sector in Afghanistan around after decades of conflict.

(iii) Financial sector projects have the greatest potential for use, accounting for
almost two thirds of approvals since the launch of the PSW IDA18. Yet,
manufacturing, agribusiness and services accounted for 8 per cent,
suggesting limited coverage of these sectors.

(iv) The midterm review of the PSW highlighted the potentially large number of
small projects (typical for fragile and conflict-affected situations and
low-income IDA countries) and pointed to greater use of programmatic
platforms both to increase efficiency and control costs.

African Development Bank. Over the past decade, approvals of NSOs have
increased significantly, helping to enhance the AfDB’s financial position and
portfolio diversification. The private sector portfolio supports the Bank’s efforts to
achieve its overarching objective of spurring sustainable economic development
and social progress through transformative projects and programmes.!i! Key
driving forces for successful implementation have included strong corporate
commitment and internal specialized capacity hosted in a dedicated department, as
well as streamlined internal review processes for NSOs. In order to de-risk its
growing NSO exposure in fragile situations, already in 2015 AfDB had created the
Private Sector Facility (PSF) as part of its African Development Fund.!*? The PSF
has been funded by ADF-replenishing donors from ADF-13 to ADF-15, for a total of
US$645 million, equivalent to approximately 4 per cent of total replenishments
during ADF-13 to ADF-15. A further allocation to the PSF was reportedly requested
in ADF-16. The PSF is deployed to mitigate the risks and thereby reduce the
exposure of NSOs in fragile situations and can cover up to 50 per cent of the risk
assumed by AfDB in these transactions. The US$645 million of the PSF mobilized to
date mitigates the risks of an approximately US$1.8 billion AfDB NSO portfolio.

10 MIGA = Multilateral Investment Guarantee Agency.

11 Sixteenth General Replenishment of the Resources of the ADF (ADF-16) Second Replenishment Meeting, 5-7 July
2022.

12 African Development Fund.
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Key lessons learned from AfDB’s experience are:

(i) Projects should be guided by clear eligibility criteria and prudential risk
parameters;

(i) Both moderate and high-risk-rated projects should be covered with a clear
risk appetite, with accompanying governance to avoid moral hazard;

(iii) An active continuous portfolio review should be conducted to mitigate the risk
of project losses; and

(iv) For de-risking and the preservation of its credit rating (AAA), AfDB requires
credit enhancement via the PSF for its NSOs in LICs or LMICs.

Asian Development Bank (ADB). ADB has introduced the Private Sector Window
(PSW) on a pilot basis during the Asian Development Fund’s Thirteenth
Replenishment!!3 to help expand private sector operations in group A countries and
a wider range of sectors, including new ones, and non-traditional energy
infrastructure.''* During the recent midterm review!!> of the PSW, future
application of the window to NSOs in group B countries was also discussed. The
PSW provides for five blending modalities: (i) co-investment grants, in the form of
direct grants or funded participation, with ADB loans or other loans; (ii) viability
gap funding; (iii) capped foreign exchange depreciation cover; (iv) cover for
foreign exchange hedging costs; and (v) credit guarantees and risk-sharing, which
may be for first or partial loss cover.

Key lessons learned are:

(i) Appropriate independent governance for a blending facility can be organized
internally in the case of ADB PSW through an independent Blended Finance
Committee. The committee takes rigorous steps in its decision-making
process to safeguard the allocation and deployment of PSW resources to
ensure they are being utilized only for transactions that meet the PSW
eligibility criteria; and

(i) Despite the extension to group B countries that was discussed, the
instrument will remain almost entirely focused on supporting NSOs in LICs
and LMICs.

International Finance Corporation. IFC has been the leading development
finance institution focusing exclusively on private sector development, including
through blended finance. A recent study covering the period 2006-2013 showed
that IFC committed 39 investment transactions using blended finance, three
quarters of which were through local financial intermediaries, where every dollar of
concessional finance to financial intermediaries leveraged more than US$13.8 of
investment on the ground, including US$9 of IFC investment that would not have
occurred without such risk mitigation support. In particular, in 2013, the Global
Agriculture and Food Security Program (GAFSP) Private Sector Window was created
as the first blended finance investment vehicle targeting the food and agriculture
development space. With such a new concept, donors agreed to let IFC manage the
programme, building upon its in-house industry expertise and processes (and
compensating IFC with management fees of 8 per cent on the US$300 million
investment facility). One condition imposed, however, was that IFC would have to
invest a comparable 1:1 ratio with GAFSP de-risking funds. The GAFSP portion was
typically a subordinated tranche but could also be a lower interest rate tranche or
tranche with a longer grace period and longer repayment tenor. One result of

113 For the four-year period 2021-2024.

14 ADB Pilot Private Sector Window to Promote Private Sector Operations in Group A Countries
(Supplementary Note).

115 ADF 13 (2021-2024), Midterm review: pilot private sector window, March 2023.
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requiring co-investment by IFC, even with minimal de-risking by GAFSP, was that
the investment had to meet IFC investment criteria. A reform process called

GAFSP/BIFT 2.0 is under way that could also allow other DFIs, like IFAD, to use the
resources for blending purposes.!1®

Key lessons learned from IFC work include:

(i) Blended finance can make a difference in moving a project forward and
scaling up climate finance;

(ii) Blended finance approaches should not be attempted lightly - discipline and
strategic deployment are critical; and

(iii) Application of blended balance sheet finance to NSOs in the agricultural and
food space is feasible.

116 Decision Note for the GAFSP’s Business Investment Financing Track (BIFT), with Technical Note for Re-Tooling the
GAFSP with a revised Intervention Model for the BIFT, 15 March 2023.
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IFAD’s updated approach to engagement in fragile
situations

I.

Fragile situations: Setting the scene for this updated
approach

This annex describes IFAD’s updated operational approach to working in
fragile situations, providing practical guidance for organizational programming
and practice in such contexts. The approach builds on: (i) the IFAD13 Business
Model and Financing Framework paper presented to the second session of the
IFAD13 Consultation; (ii) IFAD's paper for the Executive Board, Addressing fragility
through a focus on rural livelihoods: a reflection on IFAD’s role; (iii) internal report
of the cross-departmental working group on IFAD’s interventions in
conflict-affected situations; (iv) lessons to strengthen IFAD’s approach to fragility,
as contained in the Report of the Consultation on the Twelfth Replenishment of
IFAD’s Resources; (v) IFAD’s Special Programme for Countries with Fragile
Situations; and (vi) IFAD’s Strategy for Engagement in Countries with Fragile
Situations. The approach also reflects best practices from IFAD’s partners in the
United Nations, World Bank and other multilateral development banks (MDBs)!”
and is informed by the lessons from IFAD-funded programmes and the experience
of staff in fragile situations, as also detailed in the May 2023 paper for the
Executive Board.

Working to promote rural people’s resilience and sustainable pathways out of
poverty in fragile contexts has been part of IFAD’s core business since its creation
over 40 years ago in response to the food crises of the early 1970s. This is because
fragility as defined below is present in different forms in many rural areas where
IFAD operates, is often closely linked with poverty and food insecurity and can be a
significant obstacle to sustainable progress out of poverty. Moreover, different
aspects of fragility can also result in rural people’s increased vulnerability to
different types of shocks - often in gendered ways or ways that reproduce and
intensify existing social inequalities and patterns of exclusion. The distinct
challenges of fragility have become more evident in recent years, causing many
development actors to pay more attention to fragility as a contextual factor that
can bear upon their mandates, including but not limited to the food security and
rural development domains.

Box 1
IFAD’s definition of fragility

“...a condition of high vulnerability to natural and man-made shocks, often associated with an elevated risk of
violence and conflict. Weak governance structures along with low-capacity institutions are a common driver and
consequence of fragile situations. Fragile situations typically provide a weaker enabling environment for inclusive
and sustainable rural transformation and are characterized by protracted and/or periodic crises, often with
implications for smallholder agriculture and food security.” IFAD Strategy for Engagement in Countries with Fragile
Situations (2016).

Poverty is increasingly concentrated in fragile situations. Poverty is already
becoming more concentrated in fragile situations, and the trend is growing
exponentially. According to recent reports, approximatively 48 per cent of the rural
poor lived in contexts defined as fragile or conflict-affected by the World Bank in
2019. By 2030, this figure is expected to increase to at least 66 per cent.'18

117 ynited Nations and World Bank, 2018. Pathways for Peace: Inclusive Approaches to Preventing
Violent Conflict.

World Bank, 2020. World Bank Group Strateqy for Fragility, Conflict, and Violence 2020-2025.

118 See footnote 15.
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The factors contributing to fragility are complex, multidimensional and
often mutually reinforcing. The dimensions of fragility are economic,
environmental and climate, political and institutional, security, and social.!!® The
dimensions of particular operational relevance to IFAD are: (i) institutional;

(ii) environmental and climate; and (iii) social.

. In relation to the institutional dimension (systems, rules and
organizations, both formal and informal), when institutions are fragile and
dysfunctional, people are acutely vulnerable to both man-made and natural
shocks, which can include: (i) economic shocks, such as food and fertilizer
price hikes stemming from the war in Ukraine; (ii) severe weather events -
storms, droughts, floods; and (iii) natural hazards - such as animal diseases,
locust plagues, pandemics and earthquakes. Weak institutions in fragile
situations make it much harder to tackle structural conditions that lead to
poverty and food insecurity, such as lack of investment in human and
physical capital and the failure to deliver needed services to rural
communities.

. In relation to the environmental and climate dimension, the associated
risks impact rural livelihoods and food systems, fuelling vulnerability.
According to the International Network on Conflict and Fragility (INCAF)
Common Position on Climate Change, Biodiversity and Environmental
Fragility, “Climate change, biodiversity loss and environmental degradation
fuel fragility and in turn, fragility makes it hard to adapt to climate change,
reduce and manage climate-related risks, and cope with the impacts of
biodiversity loss and environmental degradation.”*?° Climate change is
recognized as an exacerbator, or threat multiplier, particularly when there are
pre-existing stresses on natural resources, common in fragile situations.!?!

o In relation to social issues, acute social inequalities and exclusion are
factors of fragility in their own right, as they may lead to violence and
undermine the legitimacy or capabilities of public institutions. In
many of the rural areas where IFAD operates, social inequalities and
exclusion most often have gendered features, as they more frequently
adversely affect poor rural women and girls. People with disabilities and
Indigenous Peoples are often adversely affected by social inequalities and
exclusion as well. Inequalities are also a vulnerability factor in the presence
of other dimensions of fragility, such as institutional fragility and high
exposure to climate shocks. Droughts, floods and storms, for example, kill
more women than men due to structural gender inequalities.!?2

Fragility and conflict often sit on a continuum. While there are always
exceptions, as a rule, more fragile situations are more likely to experience crisis
and conflict. Conflict often ensues when there are deep-rooted grievances and high
levels of political, social and economic exclusion, and when relationships and
mechanisms for dispelling tensions between elite actors without violence (dialogue,
justice systems, elections) have broken down or were never built. Conflict drives
further fragility, as new grievances are generated and formal and informal
institutions become even weaker, leading to cycles of conflict and fragility. As
poverty, insecurity, criminality, loss of resilience and weak institutions become
entrenched, helping countries escape these cycles has become a critical challenge
to international development, as seen most recently in Sudan.

119 OECD, 2022. States of Fragility 2022. States of Fragqility.

INCAF, 2022. Available here.'?°
1211EAD, 2022. IFAD Briefing Note - Climate and Conflict: What Does the Evidence Show?
122 yN women, 2017. Facts and Figures: Humanitarian Action. Closing the Gender Gap in
Humanitarian Action.
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Box 2
Climate and conflict

There is a growing consensus that climate change increases the likelihood of conflict, acting as a threat multiplier,
especially where its effects are combined with land tenure issues, weather-sensitive economic activities, weak
institutions and fragile governance, poverty, and inequality. Evidence points to a link between climate change and
low-intensity violence, rather than international armed conflict. The Intergovernmental Panel on Climate Change
(IPCC) notes that “agriculturally dependent and politically excluded groups are especially vulnerable to drought
associated conflict risk,” emphasizing that “climate variability and extremes are associated with more prolonged
conflict through food price spikes, food and water insecurity, loss of income and loss of livelihoods” (IPCC cited in
IFAD Briefing Note).

The impact of climate finance in mitigating conflict cannot be gauged due to lack of data; however, the more fragile a
country is, the less climate finance it receives. Measuring funding per capita, the most fragile situations received just
US$2.10 per capita compared to US$10.80 per capita in fragile situations and US$161.70 per capita in non-fragile
situations (including the small island developing states). Climate finance needs to be better targeted to fragile
situations, and multilateral organizations can play a role in helping states with fragile and conflict-affected situations
(FCS) obtain access to climate finance and integrate fragility and conflict analysis into climate finance projects to
ensure that climate responses take full account of the fragile context and are conflict-sensitive. Likewise, it is
important to ensure that development efforts in fragile contexts are climate-proof.

From: IFAD. ‘IFAD Briefing Note - Climate and Conflict: What Does the Evidence Show?’ Rome: IFAD,
November 2022. Available here.

A growing understanding of the complex challenges of fragility has led to a
recognition that business-as-usual approaches - applying the same
policies, programmes and practices used in stable contexts — do not work
to address fragility. The multiple challenges associated with working in fragile
situations have precipitated a move away from the strict delineation and
sequencing of humanitarian, development and peace responses of the donor
community. The humanitarian- development-peace (HDP) nexus was
affirmed at the World Humanitarian Summit in 2016 in recognition of the need for
a combination of short- and long-term approaches to address such contexts. These
approaches need to engage multiple actors working simultaneously towards
collective outcomes and, wherever feasible, reinforcing the capacities and resilience
at national and local levels.123

IFAD has decades of experience in fragile contexts, guided by dedicated tools
- some focused on specific dimensions or stages of fragility, such as crisis and
recovery. In 2006, the Fund adopted a Policy on Crisis Prevention and Recovery,
followed by Guidelines for Disaster Early Recovery. In 2016, IFAD adopted a
Strategy for Engagement in Countries with Fragile Situations following a
corporate-level evaluation that recommended that the Fund develop an
overarching policy on fragility, including a new definition, that spells out the
principles for IFAD’s approach to engagement in fragile situations.?* To support
the implementation of this strategy, a Special Programme for Countries with Fragile
Situations was designed in 2019. IFAD also has a 2022 strategy for small island
developing states as a group of countries with shared elements of fragility.

As elaborated in the May 2023 paper for the IFAD Executive Board on IFAD’s
experience in fragile contexts,?> IFAD’s experience in fragile settings shows that
achieving positive results in these contexts is possible but requires investment in
fragility assessments and fragility-adapted supervision, tailored financial

122 OCHA, 2017. New Way of Working.

24 |0E. 2015. Corporate Level Evaluation on IFAD’s Engagement in Fragile and Conflict-affected
States and Situations.

125 |FAD, 2023. Addressing fragility through a focus on rural livelihoods: a reflection on IFAD’s role (EB 2023/138/R.2).
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management oversight and procurement and institution-strengthening, particularly
in crisis situations and low-security conditions. Simple designs, effective
partnerships and the use of flexible alternative delivery mechanisms, where
needed, have also been found to be key factors in the effective delivery of
programmes in fragile contexts.

Concerning partnerships in particular, a

recent subregional evaluation of the Elements of simple design.
Fund’s work in the Sahell2¢ has i. Limited geographic scope (1 to 2
underscored the importance of IFAD regions/states).

ii. Project components focused on small-scale
or community-based infrastructure and
human and social capital building.

working closely with governments and
other agencies and making full use of

existi_ng institutional _Structu_res, when ii. A phased approach, starting where possible
functional and effective, while in more secure areas, with pilots and start-
identifying alternative delivery options, up packages/tool kits.

including the involvement of grassroots iv. Limited partnerships with credible local
organizations, when needed. The \ Eg\r/:[/r-l\(/earije procurement and limited funds
evaluation also found that IFAD’s T .

experience shows that local natural

resource user groups are often important for addressing fragility with respect to
natural resources and strengthening sustainable management, and that producers’
and community-based organizations are critical to building resilience in fragile
situations.

The subregional evaluation also found that achieving efficiency gains in fragile
contexts is challenging but possible. Efficiency ratings from country programmes in
Burkina Faso, Chad, Mali, Mauritania, Niger and Nigeria were higher than for the
rest of the West and Central Africa (WCA) portfolio and comparable to the entire
IFAD portfolio. Among the reasons for this finding are that IFAD intensified its
supervision and implementation support to counterbalance the challenges of the
limited institutional capacities usually found in fragile contexts. Over time, project
staff and country teams learned to improve local financial and procurement
procedures, leading to accelerated disbursement, cash flows and less time for
project procurement. However, project management costs tended to increase
during implementation, exceeding the cost estimates at design. This was
particularly true for hard-to-reach places, where security measures increased
costs. New shocks and deteriorating fragility situations put additional pressure on
project efficiency.

Current circumstances make it important for IFAD to refresh its
operational approach, based on its experience and that of others in the
international financial institution (IFI) landscape. There is general consensus
in the international community that fragility is becoming more pervasive, with a
growing incidence and confluence of environmental and climate shocks and
stressors, conflict and a growing concentration of extreme poverty in contexts with
a combination of social, environmental and institutional aspects of fragility. For an
institution like IFAD with many years of experience in these settings, these trends
require the strengthening of existing approaches to acknowledge that working in
fragile contexts is increasingly central to its business model. This approach
responds to the need to improve IFAD’s ability to operate in fragile situations as an
increasingly common part of its work. Furthermore, the growing incidence and
recognition of the importance of fragility is also causing new actors, including other
IFIs, to sharpen their focus and tools related to fragility. This offers IFAD new
opportunities to leverage the work of other actors and build partnerships that can
boost its capacity for positive impact in these contexts, while facilitating cost-

126 |OE, 2023. Subregional evaluation of countries with fragile situations in IFAD-WCA. Learning
from experiences of IFAD’s engagement in the G5 Sahel countries and northern Nigeria.
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effectiveness in its work in fragile situations. These considerations are at the root
of the decision to develop this updated approach. The sections that follow outline
the updated approach, focusing on key principles of engagement (section II) and
key features of an updated operational approach (section III). Based on this paper,
and once the fragility unit is in place, detailed guidelines for specific aspects of the
approach will be developed.

II. Key principles of engagement in fragile situations
Box 3

“IFAD has a critical role to play in fragile and conflict-affected states and situations in promoting sustainable inclusive
development and rural transformation. A very large number of people live in severe poverty in such contexts. As the only
multilateral development organization that focuses exclusively on smallholder agriculture development in rural areas, the

Fund has a unique responsibility to support local production and livelihoods systems in fragile situations, and help poor rural

people improve their incomes, nutrition, food security and well-being.” Corporate-level evaluation, IFAD’s engagement in

fragile and conflict-affected states and situations (2015).

12.

13.

14.

Key principles of engagement

IFAD’s work in fragile contexts has implicitly been guided by a several principles of
engagement. This updated operational approach makes them explicit to ensure
alignment across the institution and reflect good practice in the broader
community, including the United Nations system and IFIs, in this domain.

Build the long-term resilience of rural : — : :
people, their livelihoods and their ‘Caisses de résilience” in Burundi, Central

. - - _ . African Republic, Democratic Republic of the
institutions. IFAD-funded programmes in Congo, Liberia and Mali aimed at heightening

fragile contexts should focus on building the community resilience to conflict, institutional
resilience and reducing the vulnerability of _ instability and/or climate change.
the rural poor, their livelihoods and their This approach is based on lessons from past

. — L . evaluations that highlighted the need for a
institutions. This includes reducmg combination of social, technical and financial

vulnerability to natural and man-made community work to produce a real impact on
events and processes, the impacts of the resilience and livelihood of populations
climate change and severe weather events, made vulnerable by recurrent conflicts.
violence and political crisis, disease and
pandemics. Applying this principle requires a deep understanding of the drivers and
sources of vulnerability and the approaches and adaptations (physical, financial,

human resource based)

that can heighten the The_RuraI Sust_ainable Dev_elo_pment _Project in the Semi-arid

resilience of communities Region of Bahia (PSA-Bahia) in Brazil has successfully supported

di L Whil communities in adapting to the impacts of climate change by

and _'nSt'tUt'o_nS_' niie promoting the use of drought-resistant crops, developing early

resilience-building is also warning systems and engaging local communities in the design and

a key objective in stable implementation of the project to ensure that their needs and priorities

contexts, it is critically are addressed. Strengthened local institutions, such as farmers’

. " It in f i organizations and water-user associations, are boosting their capacity
to respond to climate change. Promoting the diversification of income

Important In fraglle d li h p i he di ificati fi

contexts because of the sources and support to microfinance institutions has helped

potential impact on IFAD communities reduce their vulnerability to economic shocks. PSA-

beneficiaries from Bahia ha; focused on pr_omc_)ting social cc_)_hesion by §upporting

ltiole interconnected community-based organizations and traditional conflict resolution

multip . mechanisms. The project's agroecological approach has been

threats and risks - e.g. instrumental in building the capacities and knowledge of agricultural

the need to consider not technicians and farmers, fostering the transition to agroecological food

only resilience to issues systems. This, combined with investments in capacity-building and the

like d ht but rath implementation of innovative actions, has resulted in significant

Ike droug u ra ‘er, poverty reduction and increased production capacity for traditional

drought combined with crops among Indigenous communities like the Kiriri.

political instability, weak

institutions, corruption, criminality and/or violence.

Focus on prevention. IFAD-funded programmes should seek to identify and
address drivers and triggers of fragility that are within their scope of action and
strengthen sustainable institutions and mechanisms to address those drivers. This
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could include interventions to reduce the impact of food, fuel or fertilizer price
hikes, strengthen mechanisms for settling and preventing disputes between
pastoralists and farmers, build capacity for land titling and agreements for
protecting and accessing critical natural resources (forests, water sources, etc.).
IFAD will strengthen its capacity for analysis, monitoring and preparedness to
address these potential drivers or triggers of fragility, notably by strengthening and
honing its current fragility and risk assessment tools - for example, fragility
assessment, integrated country risk matrix (ICRM), integrated project risk matrix
(IPRM) and Social, Environmental and Climate Assessment Procedures (SECAP).

Ensure that IFAD-funded interventions
do no harm. When channelling resources
(including finance, personnel and programme
activities) into fragile situations, there is
always the risk of unintentionally exacerbating
existing or creating new sources of fragility.
For example, resources may (or may be
perceived to) deepen the inequalities between
groups, be captured by illegitimate actors or
elites, encourage or enable unsustainable
resource extraction or undermine informal

In Western Sudan, the IFAD-brokered
tripartite agreement between pastoralists,
settled communities and local native
administration was effective in resolving
conflicts over stock routes, increasing access
to water and land and improving governance
over natural resources.

This has prevented further conflicts from
erupting, having addressed the root causes
of the fragility and social inequalities
impacting sedentary and transhumant
populations.

institutions that underpin livelihoods. The “do
no harm” principle requires IFAD to consider and identify potential harms that may
arise as effects of its engagement and to determine how they might be prevented
or mitigated. The potential for
harm and mitigation efforts
should be carefully monitored,
and approaches adapted as
needed to ensure that the
benefits of

IFAD-funded programmes
clearly outweigh any costs.
This also means that IFAD
should seek to maximize the
potential positive impacts of
its activities on fragility — for
example, by strengthening
local capacity for
peacebuilding, building
sustainable institutions and
delivering benefits to all
communities.

Over the past 40 years, IFAD'’s interventions in Somalia have
helped to heighten communities’ resilience in the face of
increasing vulnerabilities. Despite the suspension, IFAD
continued to support Somalia through the mobilization of
supplementary funds, including climate finance. IFAD’s
efforts, together with those of various stakeholders, focused on
promoting climate-smart farming technologies; sustainable
management of water, watersheds and rangelands; and small
ruminant and livestock development productivity.

Similarly, in Yemen, the 2015 suspension of IFAD's project
portfolio due to the ongoing conflict had dire consequences —
widespread displacement, loss of livelihoods and food
insecurity. The agriculture sector was seriously disrupted,
leaving farmers without access to essential inputs. However,
IFAD's dedication to making a meaningful impact never
wavered. In response to the critical needs of the most
vulnerable population and to ensure resilience and livelihood
strengthening, it reactivated the portfolio. Through initiatives like
the Rural Poor Stimulus Facility, the Crisis Response Initiative
and the Global Agriculture and Food Security Program
(GAFSP), IFAD continued its engagement in Yemen. Notably,
the Protecting Livelihoods and Agriculture Resilience during
COVID-19 (POLAR) programme exemplifies IFAD's
commitment. Operating in Taiz and Lahij — two of the country's
most food-insecure areas — POLAR provided farmers with vital
inputs and training, resulting in an impressive 70 per cent
increase in agricultural returns. This success story meant that
over 1,000 families gained access to essential needs, such as
food, health care and education for their children.

Remain engaged. During
crises and emergencies, IFAD
should seek appropriate ways
to remain engaged and
continue to support
communities. While some staff
may have to withdraw and
normal programme activities may be suspended, whenever possible IFAD should
identify alternative means of supporting rural households and communities,
working with NGOs, the United Nations and local institutions where they can be
effective. By staying engaged, IFAD can work to preserve development gains,
enable continuity and a development focus, protect local government service
delivery and benefits to local populations (particularly women, girls and other
vulnerable groups), enhance local ownership and self-governance and help rural
people leverage opportunities to improve their livelihoods during transitions to
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peace and stability. Remaining engaged may be challenging, and section III offers
some operational approaches to tackle these challenges. It is important to note
IFAD is not a humanitarian organization and is not equipped to respond to
humanitarian needs during crises, whether environmental or man-made
(see figure 1). However, the Fund has an important role to play in recovery and
rebuilding, as evidenced, for instance, during the COVID-19 pandemic and in
recent crises associated with the war in Ukraine and droughts in the Horn of Africa.

Figure 1
Mapping IFAD’s engagement around fragility

All IFAD-funded programmes and interventions in fragile situations should
be informed by a deep understanding of the context and designed, tailored,
implemented, monitored and evaluated to maximize their impact on relevant
dimensions of fragility, insofar as these directly impact the pursuit of rural
resilience and poverty eradication. Without a detailed analysis of the context and
the tailoring of programme activities, there is a risk that IFAD-funded programmes
will either be irrelevant or cause harm and use resources inefficiently. Thus,
addressing fragility will be a core element of IFAD’s operational focus.

Box 4
Theory of change —a summary

Fragility is a key driver of poverty and food insecurity along with climate change and economic shocks. Fragility is
driven by political factors, unresponsive institutions and a lack of resilience in response systems. To reach IFAD’s
goal of overcoming poverty and food insecurity and building the resilience of rural people, at least some of
the drivers of fragility that are nearer to IFAD’s mandate and most directly impact its target group need to be
addressed.

IF IFAD’s work is informed by a deep analysis of the context, AND it uses its projects and interventions to:

. Build resilient institutions, infrastructure and communities;
e  Prevent triggers of crisis where possible;
e Remain engaged and provide appropriate support to communities through periods of fragility; and
. Ensure that its programmes do no harm,
THEN
IFAD-funded projects and other non-lending activities could make a valuable contribution to reducing drivers,
tensions and vulnerabilities associated with fragility, particularly at the local level, with the ultimate goal of reducing
rural poverty and food insecurity and building rural resilience.
Assumptions:
IFAD works in close collaboration and cooperation with others also seeking to address fragility drivers — the United
Nations, IFls, bilateral development partners, governments, civil society and local communities. IFAD has the
resources and capabilities to work effectively in these contexts.
Counterfactual:
If IFAD does not actively use its projects and resources to address fragility, there is a risk that it will unintentionally
exacerbate the situation.
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Key features of IFAD’s updated operational approach

In alignment with the 2019 Special Programme for Countries with Fragile
Situations, IFAD operates through four entry points to promote resilience in
fragile contexts, while at the same time helping to mitigate the social,
environmental and institutional fragility that falls within its mandate. These entry
points are:

(i) Strengthening local institutions and communities for effective local
governance and service delivery;

(ii) Increasing food and nutrition security through enhanced food systems;

(iii) Fostering sustainable natural resource management, including disaster
preparedness and climate adaptation; and

(iv) Boosting women's role in building resilient communities.

Building on the above principles of engagement and these four entry points, IFAD’s
updated operational approach is characterized by the following eight
interconnected and mutually reinforcing features. Detailed guidance on each
of them will be prepared, as needed, with support from the IFAD fragility unit once
it is up and running. These features are:

e An enhanced fragility diagnostic;
e Strengthened risk management approach in fragile situations;
e Improved fragility programming;

e Targeting and inclusion of women, youth, Indigenous Peoples and vulnerable
people (including persons with disabilities and displaced persons);

e Strengthening IFAD’s learning from results using smarter tools;
e Strategic partnerships;

¢ Increased staff expertise and capacity; and

e Stronger operational guidance.

Enhanced fragility diagnostic

While there are often similarities between different countries, every fragility
situation is unique. IFAD country strategies in fragile contexts are already required
to include fragility assessments. However, it was found that the current fragility
analysis does not sufficiently capture the root causes, dimensions and complexity
of fragility and how they affect IFAD’s target groups, as highlighted in the
subregional evaluation of the Independent Office of Evaluation of IFAD (IOE).'?”

Enhanced fragility assessments should identify the range of political/institutional,
social, economic, security and environmental causes and effects of each situation
of fragility, including both deep-seated structural causes and more proximate
factors.'?® They should consider the gender dimensions of each of these factors,
recognizing that fragility is typically strongly gendered in its manifestations. The
analysis should also assess how long the fragile conditions are likely to persist and
whether they will be present in limited geographical jurisdictions within a country,
nationwide, or even regionally. It should identify how other international and
national actors, including government, multilateral and bilateral agencies and civil
society organizations, are attempting to address fragility in a given context, so that

127 See footnote 126.

According to the World Bank, these may include: “risks related to the distribution of power; the political settlement; 2
the human rights situation; women'’s inclusion in peace settlements and political processes; broader governance issues;
land and natural resources; access to basic services; the health of the labour market and how much economic growth is
benefitting the entire population; and broader issues of social cohesion, including perceptions of fairness and inclusion
among groups and regions, as well as between the state and its citizens.” World Bank Group: Strategy for Fragility,

Conflict and Violence, 2020-2025.
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IFAD can build partnerships and synergies with their work, as relevant. Most
importantly, fragility assessments should closely connect fragility to rural people’s

livelihoods and institutions and to

the pathways available to them to The Participatory Small-scale Irrigation Development
it t th Ki th Programme Il in Ethiopia involved consultations and
exit poverty - thus making them engagement with local communities, government experts

actionable for IFAD through country and various stakeholders to collect first-hand knowledge
strategic opportunities programme and deepen understanding of the challenges faced by
(COSOP) and project design. farmers. This_ participatory approach_ helped identify t_he
context-specific challenges and design context-specific
Under this enhanced approach, interventions that ensure social inclusion and address

fragility assessments will continue to drivers of fragility and institutional weakness.

inform IFAD’s country strategies

and, moreover, will be applied in project design, where appropriate. However, the
structure and templates of these assessments will be revisited, and new sources of
data - notably data and analyses produced by other relevant partners - will be
mobilized systematically to enhance the quality and practical relevance of the
diagnostics. The scale and depth of the analysis required will depend on the
complexity of the context. The SECAP already captures the social and
environmental dimensions of fragility and can be utilized to inform fragility
assessments.

Strengthened risk management approach in fragile situations

IFAD should implement a strengthened risk management approach in fragile
situations that more fully acknowledges the higher levels of inherent risk and takes
action to mitigate them. In full alignment with the Enterprise Risk Management
Policy, IFAD should apply a fragility lens to all risk categories. The analysis in
fragile situations should be more granular to adequately inform the ICRM and IPRM
for COSOP and project designs, respectively. The “fragility and security” risk
category in the IPRM taxonomy will need to be broken down and assessed against
the multiple drivers identified in the fragility assessment. These drivers may pose
programme delivery risks associated with political, security, economic and
environmental factors that the programme must be prepared for. In line with
SECAP requirements, any associated Environmental, Social and Climate
Management Frameworks/Environmental, Social and Climate Management Plans!?®
will be revised to adequately reflect risks associated with fragile situations.

Improved fragility programming

IFAD’s improved fragility programming would cover both country strategies and
programmes. COSOPs and country strategy notes (CSNs) will be systematically
built on the revised fragility diagnostic with input from SECAP and the ICRM. The
COSOP/CSN theory of change should identify drivers of fragility and entry
points to address them to support the resilience of IFAD’s target groups -
for example by guiding action to address climate or environmental factors
of fragility, social factors such as acute inequalities and exclusion or
institutional factors such as severe institutional weaknesses or limited
public institution legitimacy. When different dimensions of fragility are present,
their combination may also be reflected in the design of programmatic responses
that simultaneously address climate action and social inclusion or climate action
and local (rural) conflict mitigation.

Box 5
Inclusive Blue Economy Project (I-BE) in Haiti

I-BE in Haiti exemplifies programming by addressing the specific challenges faced by fragile rural coastal
communities, integrating various components such as sustainable economic ecosystems, conservation activities
and nutrition improvement. It focuses on creating alternative livelihoods, supporting local value chains, conserving
natural resources and promoting gender equality and empowerment — all within a sustainable development
framework. The I-BE project emphasizes partnerships with state institutions, the private sector and local elected

1291E£AD, 2021. IFAD’s Social, Environmental and Climate Assessment Procedures.
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officials to ensure the sustainability of investments. By promoting capacity- and resilience-building approaches, it
strengthens support mechanisms and increases the potential for long-term positive impacts on the targeted
communities in Haiti.

IFAD-funded programmes in fragile contexts should focus on one or more of the
four aforementioned entry points (strengthening institutions, building resilient food
systems, supporting sustainable natural resource management and boosting
women'’s roles). Efforts will be directed to ensuring project designs are less
complex and more realistic in regard to local institutional implementation capacity.

IFAD’s investments must be able to adapt swiftly to changes in context. A
fragility-sensitive project design may include: (i) contingency plans; (ii) a
multiphased programmatic approach (MPPA); and/or (iii) a crisis and disaster risk
reduction component. Should a situation deteriorate or change, it will trigger the
activation of a contingency plan, as defined during design (e.g. refocus of the
project on food production and asset protection). In some contexts, an MPPA would
be the preferred choice to ensure long-term engagement for strengthening local
institutions. In other situations, a dedicated crisis and disaster risk reduction
component would enable projects to respond and adapt quickly in crises (e.g.
heavy flooding). Since the component would already be fully designed and costed,
funds could quickly be withdrawn from “unallocated categories” to activate the
component should the need arise. Reallocation of funds from other existing
components or other IFAD-funded projects in the same country could also be
considered, as provided for under the current modalities in the IFAD Policy on
Project Restructuring.'3? In situations where fragility considerations cross national
borders - for example, in the case of pastoralist communities - a regional
approach will be considered (e.g. the Joint Programme for the Sahel in Response
to the Challenges of COVID-19, Conflict and Climate Change [SD3C ]'3! covering
several countries, including Burkina Faso, Chad, Mali, Mauritania, Niger and
Senegal).

Box 6
Sustainable Natural Resources and Livelihoods Programme (SNRLP) in Sudan

SNRLP in Sudan aims to increase the food security, income and resilience of pastoralist, agro-pastoralist and
smallholder crop farmers engaging in joint natural resource governance and management and natural resource-
related businesses in targeted landscapes in nine states. When the conflict in Sudan erupted in mid-April 2023, it
coincided with preparations for the agricultural season. SNRLP prioritized three types of assistance to smallholder
farmers in the five states where the security situation was relatively calm: (i) access to machinery for land
preparation, using soil and water conservation techniques; and (ii) access to improved seed varieties, distributing
seeds provided by the Food and Agriculture Organization of the United Nations (FAO) humanitarian response,
which benefitted over 23,000 farmers in River Nile, Kassala, Gedaref and Sennar States.

In situations where IFAD cannot be present to deliver on its fiduciary
responsibilities or where institutional capacities are extremely weak, third-party
assistance can be sought for monitoring and field verification, financial
management, procurement responsibilities and/or the delivery of technical
assistance (as in the IFAD Yemen portfolio).

Targeting and inclusion of vulnerable people (women, youth, Indigenous
Peoples and persons with disabilities)

Additional emphasis is needed on boosting women’s role in building household and
community resilience, while at the same time prioritizing investments in the
resilience of poor rural women, girls, youth, Indigenous Peoples and persons with
disabilities, given their high vulnerability in many types of fragile situations - e.g.
situations of social violence or limited capacity to prevent or respond to climate
shocks. This includes specific projects (or project components) that
directly target these groups and addressing gender inequality and youth

0 EB 2018/125/R.37/Rev.1.
1 EB 2020/131(R)/R.8/Rev.1.
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exclusion as a specific area of concern in projects and programmes. Results
will be reported through yearly reporting against the indicators included in project
logical frameworks (for both IFAD core indicators and project-specific indicators).

Box 7
Outer Islands Food and Water Project (OIFWP) in Kiribati

OIFWP in Kiribati aims to enhance self-reliance and social capital within supported communities by providing
households with the necessary resources and technical skills to plan and implement community development
interventions. Key focus areas include improving access to clean water and promoting household food production.
The project also addresses the issue of low nutrition awareness through behavioural change and nutrition education
initiatives. Special attention is given to vulnerable groups, especially women and young people aged 15-30. The
project employs a community-driven development approach and an inclusive targeting strategy that involves
households and the entire community while addressing the specific needs and challenges of women and youth.
Notably, as of March 2023, a significant proportion (62 per cent) of island facilitators and community facilitators were
women, as were 8 out of 10 project management unit staff. Furthermore, women held 1,106 leadership positions in
water-user groups, accounting for some 44 per cent of these positions.

Strengthen IFAD’s learning from results using smarter tools

It is important for IFAD to strengthen its learning from operations in fragile
contexts through shorter learning cycles and more frequent assessment and review
by project supervision and implementation support missions. At design, IFAD
should continue working with country partners to ensure that realistic, monitorable
objectives and outcomes are identified to track project progress.

During design and through its support for implementation, IFAD should devote
special efforts to identifying monitoring tools such as geospatial mapping, ICT
beneficiary feedback and remote sensing technologies, which can facilitate
evidence-based decision-making. During implementation, information and
communications technologies for development (ICT4D) and digital monitoring and
evaluation (M&E) systems have the potential to facilitate the management of
operations in fragile contexts, particularly in cases of limited access on the ground
in high-risk locations.

Given the diversity of fragile contexts, the proposed fragility-sensitive approach for
the design process would not be required for every project in fragile situations;
rather, it, or parts of it, should be used as and when the fragility assessment
suggests there is sufficient uncertainty in the context to justify the additional
investment in design. Notwithstanding, enhanced monitoring of context and risk
indicators will be required in every fragile context to permit timely adaptation
should conditions change significantly.

Strategic partnerships

There is scope for IFAD to broaden and deepen strategic partnerships in fragile
situations, contributing to development outcomes around the HDP nexus, in
coordination with the work of sister agencies, the World Food Programme (WFP)
and FAO, other development partners, IFIs, civil society organizations and the
private sector. IFAD’s aim in working at this nexus is to contribute as much as
possible to the positive impact of other actors’ humanitarian and peacebuilding
efforts on local assets, capabilities and systems that serve rural communities and
households by complementing their work with development investments that
strengthen these assets and capabilities. IFAD will also consider working to build a
fragility partnerships community of practice using its unique position as an IFI and
United Nations agency; the aim is to bridge the gap between the MDB Group on
Conflict and Fragility and other United Nations actors, particularly the Rome-based
agencies (RBAs), and others that are focusing on fragility issues linked with rurality
and food systems (in research, for example) to meet common objectives, for
example in relation to smallholder farmers and food security.

Box 8
Institutional and territorial strengthening in post-conflict Colombia project
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The institutional and territorial strengthening in post-conflict Colombia project showcases the integration of ICT4D in
project design by utilizing a mobile phone app for gender and social inclusion training. This approach ensures wider
accessibility, improved monitoring and cost-effectiveness. By tailoring the project to specific beneficiary needs, it
enhances effectiveness and sustainability in addressing Colombia's post-conflict context.

Building on recent and ongoing practices (e.g. the joint regional SD3C programme
in the Sahel, where each of the RBAs is leveraging its comparative advantage to
support government policy and programming capacity, asset building or rebuilding
informed by humanitarian practice and investment in community institutions and
climate-resilient agricultural practices), IFAD can identify additional opportunities
for joint analysis and country approaches. This includes exploring complementary
programming with WFP and FAO in a small group of priority countries with fragile
situations. Partnerships with MDBs and RBAs can promote greater access to
fragility data and analysis to mitigate costs and foster mutual learning. In the
coming months, IFAD will also operationalize its partnership with the United
Nations Peacebuilding Fund and identify a group of countries where resources can
be jointly deployed, focusing on local rural crisis prevention and women'’s
empowerment. IFAD has recently joined the Global Network Against Food Crises
and going forward can explore other key fragility-focused networks and
communities of practice at both the country and global levels, always with a focus
on cost efficiency and strategic prioritization.3?

Going forward, South-South and Triangular Cooperation (SSTC) will also play an
important role for IFAD in the context of a strengthened approach to partnership
for improved practice in fragile contexts. The IFAD South-South and Triangular
Cooperation Strategy 2022-2027 identifies resilience, fragility and employment
among its areas of thematic focus. Operationalizing these areas of focus will entail
seeking ways to promote learning across countries with situations of fragility,
mainstreaming SSTC with a focus on fragility and interregional initiatives, on one
or more of the practical entry points for IFAD’s work in these situations and/or on
how to effectively operationalize one or more of the eight features of this
strengthened approach.

Box 9
How private sector engagement in fragile situations will be enhanced in IFAD13

IFAD actively seeks partnerships with the private sector in fragile situations to address unique challenges and leverage its
expertise. Private sector engagement enables IFAD to mobilize additional resources and innovative approaches to support
economic activities, create livelihood opportunities, build resilience and enhance the well-being of communities in fragile
situations. IFAD’s engagement with the private sector in fragile situations will be enhanced in the following ways in IFAD13:

i. Enhanced fragility diagnostics:

e Incorporation of private sector perspectives, data and expertise in fragility assessments.

e Analysis of the private sector’s role in driving economic activities and addressing fragility.

« Identification of specific challenges, opportunities and viable investments for private sector engagement.

e Utilization of private sector involvement to inform diagnostic tools, methodologies and business conditions.
i Programming:

e Leveraging of private sector expertise, resources and innovation for economic activities and livelihood
opportunities.
Collaboration with the private sector in agricultural value chains, rural enterprises and market-based solutions.
Development of tailored programming to attract investments, foster entrepreneurship and address fragility drivers.
Partnerships for job creation and the targeting of vulnerable groups, particularly women and youth.
Filling of gaps left by weak or collapsed public institutions through private sector engagement.
Strengthening of the social contract, reduction of economic disparities and increased transparency through
partnerships.
e Promotion of open competition, knowledge-sharing and skill-building for inclusive and resilient development.

i Stronger support:

. Creation of mechanisms and platforms for effective private sector engagement and dialogue.
Provision of targeted support and bridge access to finance, particularly for small and local private sector actors.
Fostering of an enabling environment through policy dialogue, regulatory reforms and investment facilitation.
Tapping into remittances, diaspora financing and private sector expertise for additional support.
Leveraging of private sector involvement in service delivery and improvement of coordination with partners.

182 Examples include INCAF, as well as MDBs’ practice exchange forums on fragility and conflict.
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Strategic partnerships:

. Forging of strategic partnerships with private sector actors to leverage resources, knowledge and networks.
Engagement in joint initiatives with the private sector to address fragility and promote sustainable development.
Collaboration on research, innovation and best practices to improve interventions in fragile contexts.
Strengthening of coordination, information-sharing and collective impact with private sector actors.

Seek collaboration with external partners and private sector actors to lower costs and enhance efficiency.

Increased expertise and improved capacity

A fragility unit with specific dedicated fragility expertise will be set up in
the Operational Policy and Results Division (OPR) to support operational
delivery, policy and coordination and the gathering and sharing of knowledge and
lessons across IFAD and with partners along the HDP nexus. Concrete actions
include honing IFAD’s current diagnostic and risk management tools for fragility
situations and developing a realistic cost framework that covers the wide array of
fragile situations for efficient planning and budgeting. The experts will advise
country teams on aspects of design and implementation in fragile situations and
nurture IFAD’s partnerships around the HDP nexus. A community of practice on
fragility led by the unit and comprised of regional focal points can be a source of
advice and support for country teams as part of this enhanced approach. These
roles can be complemented with a pool of external experts - individuals and
institutions - that can be available as needed to support fragility assessments and
provide expertise during design and implementation.

Depending on needs, the unit will support the development of additional training
courses to strengthen fragility-relevant skills in country teams as part of
IFAD’s Operations Academy curriculum. Potential topics could include: (i) MPPA;
(i) fragility assessment; (iii) crisis sensitivity; (iv) financial management and
procurement in fragile situations; and (v) monitoring, evaluation and learning in
fragile situations. The development of these training courses is also expected to
draw on the expertise of other institutions, including other IFIs (including the MDB
network on conflict and fragility, where IFAD is involved in the thematic working
groups) and United Nations agencies. Wherever possible, the Fund will pursue joint
training activities with these institutions.

IFAD will reflect on the experience of this new unit’s initial years of work and
consider the most appropriate and efficient way to ensure that needed capabilities
for effective delivery in fragile contexts are not only developed but maintained over
time. In doing so, it will build on the outcomes of the pilot as well as the
experience of other members of the community (notably the MDB community of
practice) with dedicated teams working on fragility-related challenges and
approaches to deliver on the overall mandate of their respective organizations.

Stronger operational guidance

Strengthened IFAD guidance for financial management. IFAD will continue to
carry out financial management assessment and control throughout the project
cycle based on the risk-based assurance framework for both fragile and non-fragile
contexts. It should deepen this analysis to understand the underlying causes of
fragility and how they impact national and local institutions that provide public
financial management services and fiduciary assurance. A high level of fragility
likely requires acceptance of a higher fiduciary risk appetite and some degree of
flexibility in procedures and processes, as well as the agility to swiftly adapt to
changes. Based on this analysis, financial management approaches tailored to each
country context will be drawn up to provide the best possible support to IFAD’s
target group and its institutions in the country programme. Sometimes, fragile
situations can develop suddenly, and key issues may not have been considered if
the project was designed and launched under non-fragile conditions. In such cases,
IFAD teams will need to conduct rapid assessments to devise appropriate
responses, based on the likely duration of the new circumstances. In situations
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where international staff cannot visit project sites, third-party monitoring would be
engaged.

Box 10
Collaboration with RBAs in joint programming in Afghanistan

Collaboration with RBAs occurs in the joint programming in Afghanistan for the Arghandab Integrated Water
Resources Development Project, leveraging private sector expertise in water resource development. Moreover, the
project collaborates with private companies to develop new water-based businesses, generating employment
opportunities and income for the Afghan population.

Improved IFAD procurement processes. IFAD should adopt robust but
simplified and adapted procurement procedures in fragile situations. The risk
associated with procurement in fragile situations may be substantially higher, for
example when it comes to legal and regulatory frameworks, accountability and
transparency, capability in public procurement and public procurement processes.
As part of its crisis response (COVID-19 and the war in Ukraine), IFAD has
developed guidance for simplified procurement procedures in recognition of the
specific requirements of fragile situations.!33 It provides agile streamlined
procedures to minimize the impact of supply chain disruptions, while ensuring
transparency and accountability in the use of public funds. Procurement must also
consider the “do no harm” principle. A dedicated “do no harm” analysis will be
included in IFAD procurement processes in fragile situations as part of the risk
management approach.

IFAD’s approach for dealing with de facto governments. A core principle of
IFAD’s approach, as noted in section II above, is to stay engaged whenever
possible, particularly during times of crisis. This includes periods in which there is a
“de facto” government. IFAD has revised its internal guidance note on dealing
with a de facto government to offer guidance to country teams and
management on how to manage ongoing programmes and those under design. It
indicates the red lines (i.e. compliance with IFAD policies), as well as how to work
with the United Nations and other development partners in the context of a de
facto government.

Addressing the security risks of staff and partners. Staff and partner security
risks are a particular area of concern for IFAD and especially so in fragile contexts
associated with increased conflict. Some fragile contexts can pose multiple risks -
including interpersonal and criminal violence, sexual violence or the deliberate
targeting of development project assets and personnel. IFAD continues to draw on
advice and technical support from key partners — other IFIs and especially the
United Nations Department for Safety and Security (UNDSS) - regarding staff and
partner security. While decision-making (e.g. around acceptable risks in missions
and field presence) will always remain with IFAD country directors, staff will need
to seek guidance from UNDSS on insecurity and threat levels and the required
mitigation measures. IFAD will ensure that staff have access to and appropriate
training on all the safety and security equipment required for safe operation in the
context.

Operational costs of IFAD’s updated approach to fragility

Implementation of IFAD’s updated approach to fragility will require additional
resources, some of them for one-off costs (e.g. to update operational systems or

133 |FAD, 2023. Simplified Project Procurement Procedures for Fragile and Conflict Affected
Situations: Guidance Note for IFAD Borrowers and IFAD Staff.
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design training modules) and others for increased marginal recurrent costs on top
of the resources currently allocated for activities such as enhanced fragility
assessments. Incremental costs vary widely, depending on context and type of
fragility. Wherever possible, IFAD will share analyses and partner with other
agencies to reduce costs. Notwithstanding, as the Fund already works in fragile
settings, many of these costs are already built into IFAD’s programme budgets;
however, some will need additional investment.

Cost drivers could include the following: (i) enhanced fragility assessments at
COSOP/CSN; (ii) enhanced fragility assessments at design, including institutional
capacity assessments, enhanced IPRM and, depending on the context, additional
security costs in active conflict; (iii) SECAP studies (partial to full ESCMF,
depending on the degree of social and climate fragility); (iv) project supervision,
including third-party monitoring; (v) fragility unit; and (vi) staff training. The
development of strong partnerships is expected to mitigate cost increases in at
least some of these areas, and efficiency and cost-effectiveness considerations can
and should be pursued to guide the definition of specific actions to take under this
updated approach.

The revised fragility assessment will likely require some additional resources. While
a robust analysis and deeper understanding of these costs are needed for IFAD-
specific investments, incremental costs over and above those already covered are
estimated to range from US$15,000 to US$40,000 per COSOP; from US$15,000 to
US$50,000 per project design; from US$25,000 to US$50,000 for SECAP, and from
US$15,000 to US$50,000 for project supervision, depending on the type and
extent of fragility, as well as the availability of data from development partners.
Some of these costs are already built into annual programme budgets. Eighty per
cent of cases fall within the minimum range.

Project design and supervision in fragile situations will also entail incremental costs
in certain situations for contracting additional experts to design project
interventions to address drivers of fragility (i.e. weak institutions, social
inequalities and climate impact). However, the incremental costs will likely vary
widely, as they depend on the context, such as the drivers and extent of fragility.
They will also depend on factors such as cofinancing arrangements. There are
examples where most design and supervision costs have been absorbed by partner
IFIs. In situations where IFAD needs to contract service providers for third-party
monitoring, these costs would also be incremental.

The new fragility unit embedded in OPR in the Programme Management
Department, whose functions are described above, will also have its own costs,
which, at least in the initial years, will be covered by supplementary funds and
secondments (initially for two people), after which the experience will be assessed
to enable IFAD to devise an appropriate way forward to maintain the services and
capabilities enabled by the unit. A community of practice on fragility, led by the
unit and comprised of regional focal points, would be a source of support for
country teams under this enhanced approach. Furthermore, the unit will develop a
more nuanced understanding of costs and additional sources of funding, such as
the Peacebuilding Fund. Based on a better understanding of costs, IFAD will be
better able to resource project costs in fragile contexts.

Leveraging new sources of finance to raise ambition and heighten impact
in fragile situations

In the coming years, IFAD’s ambition to double its impact in a world where poverty
is increasingly concentrated in fragile contexts requires it to aspire to heighten its
impact in these contexts as well. As an assembler of finance, IFAD has the
opportunity to leverage new sources of finance linked to specific dimensions of
fragility, notably limited capacity to withstand climate shocks and high exposure to
such shocks. In addition, sources of finance devoted to humanitarian and
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peacebuilding efforts can be leveraged in situations of clear complementarity with
IFAD’s specific mandate and focus, as demonstrated by IFAD’s existing partnership
with the Peacebuilding Fund. Depending on the context, private financial flows,
including remittances and diaspora investments, can also be leveraged for
synergistic impact, and here, IFAD can take advantage of its hosting of the
Financing Facility for Remittances and the Private Sector Financing Programme’s
convening and investment capabilities. IFAD also has a number of financing
mechanisms financed with supplementary funds that focus on specific aspects of
the consequences of fragility, for example, FARMS - the Facility for Refugees,
Migrants, Forced Displacement and Rural Stability — and the Crisis Response
Initiative, which are also designed to leverage crisis response financing to
complement medium-to- longer-term resilience investments financed through the
IFAD portfolio. Going forward, and guided by its Member States, IFAD may
leverage these experiences to further diversify its financial instruments to
strengthen its capacity to deliver investments across different stages of fragility
within the scope of its mandate. Given the proven utility of grant funds in many
fragile situations, the interest of Member States and other partners in providing
dedicated funds for these purposes and the high probability of future needs, it may
be advantageous for IFAD to establish a more permanent mechanism - a standing
trust fund with specific windows - that could be used to meet these demands when
circumstances permit.

Timeline and initial activities

Implementation of this updated operational approach will begin in 2023 and
continue into IFAD13, beginning with the establishment of the fragility unit.
Establishing this unit will enable progress to be made on the remaining features of
this approach, including:

(i) In close consultation with all relevant departments and divisions, the
development of updated templates and guidelines for fragility assessments
at the COSOP level, scoping opportunities for partnerships to conduct
fragility assessments or leverage data and analytics from others (e.g. the
World Bank, WFP) or conduct joint fragility assessments;

(ii) Development of a new template for fragility assessments at the project
design level;

(iii) Design and coordination of a concise, fit-for-purpose internal cost
assessment agenda to unpack the different incremental costs or savings
associated with operating more effectively in different types of fragile
situations and guide decisions on operational investments and the
strengthening of different aspects of the proposed programmatic approach
(e.g. conflict assessments, contingency budgeting, third-party
implementation and greater use of ICTs for targeting, supervision and
monitoring);

(iv) Mapping and prioritization of key ongoing and potential partnerships
aligned with the IFAD partnership strategy and inspired by the pursuit of
efficiency and cost-effectiveness that can strengthen IFAD’s operational
delivery to promote rural resilience in fragile situations, with clear
recommendations for actions where formalization of partnership in specific
areas (e.g. fragility assessment or joint programming) is needed;

(v) Identification of existing operational staff development tools and
priority gaps to be filled to strengthen the capacity of staff both in the field
and at headquarters to operate in fragile contexts and service programmes
targeting fragile contexts, with a view to launching new training and capacity-
building activities, as appropriate.
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Identification, in close collaboration with all relevant departments, of priority

areas for adapting internal systems and processes as listed above,
especially in procurement, financial management, third-party implementation
and project budget categorization and allocation, and of priority steps to be
taken to address these areas in IFAD13.

49. The following table summarizes the main differences between the current and
updated operational approach.

Table 1

How key elements will be enhanced in IFAD13

Key Elements

Now

IFAD13 enhanced

Principles of
engagement

No specific principles.

Four principles of engagement:
(i) build resilience; (ii) focus on
prevention; (iii) do no harm; and
(iv) remain engaged.

Entry points

Strengthening local

institutions and communities

for effective local

governance and service
delivery.

Increasing food and nutrition
security through enhanced

food systems. .

Fostering sustainable natural
resource management,
including disaster
preparedness and climate
adaptation.

Boosting women's role in
building resilient
communities.

The same entry points are
retained.

Diagnostics

Fragility assessments 3
required for all countries on

the Harmonized List of

Fragile Situations.

Fragility assessments inform
country strategies .
(COSOP/CSN) only in terms

of phasing, risks, goals,
partnerships, financing, and
implementation

arrangements — including

only four questions.

Use of analysis by 3
governments and other
development partners in

fragility assessments. .
Financial management
assessment and control
throughout the project cycle,
based on the risk-based

A comprehensive fragility
assessment that captures the
root causes and complexity of
fragility in situations deemed
fragile.

In-depth analyses of the different
dimensions: political,
institutional, social, economic,
security, and environmental
factors of fragility to be included
in country strategies and project
designs.

Tailored targeting and social
inclusion in fragility
assessments.

Access to fragility data from
partner agencies to conduct
analysis.

Inclusion of less complex
designs, contingency plans,
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Key Elements

Now

IFAD13 enhanced

assurance framework for
both fragile and non-fragile
contexts.

multiphased programming and
crisis and disaster risk reduction
as a (sub)component.

e Deeper analysis of the
underlying causes of fragility and
how they impact relevant
national and local institutions
providing public financial
management services and
fiduciary assurance.

Programming

o Standard design approach.

e Strengthening resilience as
an explicit objective of
country strategies in fragile
situations.

e Focus on selected entry
points with demonstrated
effectiveness in addressing
fragility and building
resilience, institution-
building, food security, and
natural resource
management.

o Fragility-sensitive programming:
Adoption of a flexible adaptive
approach to project design and
implementation in fragile
situations, including less-
complex designs, and
contingency plans.

o Adoption of contingency plans to
respond swiftly to changing
contexts by incorporating crisis
and disaster risk reduction
(sub)components into
programming, plans for worst-
case scenarios and speedy
action.

¢ Implementation of MPPAs to
build the capacity of local
institutions and resilience to
address weak local capacities,
ensure prudent financial
management and procurement
processes and deal with de facto
governments.

o Exploration of opportunities to
collaborate with the private
sector in agriculture, rural
enterprise, and market-based
solutions.

Stronger
support

o Fragility assessments inform
project designs in fragile
situations, including detailed
integrated risk frameworks.

e Use of third-party
implementation in countries
with weak institutions or
government involvement in
conflicts.

o Consideration of project
restructuring and additional
financing for ongoing
projects in response to
crises.

e Creation of a fragility unit with
dedicated experts to support
operational delivery, policy
coordination and knowledge-
sharing.

o Development of specific
operational guidance tailored to
working in fragile situations.

o Effective management of third-
party implementation
arrangements.

e Customized training for staff.
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Key Elements

Now

IFAD13 enhanced

e Use of Faster
Implementation of Project
Start-up instruments to
accelerate project start-up
and improve implementation
readiness.

« Standard procedures for
M&E.

e Standard procurement
procedures.

Improved learning from results,
systematic assessments and the
use of ICT tools.

Expanded use of ICT4D and
digital M&E systems.

Simplified but rigorous adapted
procurement procedures in
fragile situations.

Strategic
partnerships

e A focus on fewer, more
strategic partnerships for a
coordinated and coherent
approach to fragility.

e Engagement with
governments and partners to
build an enabling legal and
policy framework for
sustainable natural resource
management.

HDP nexus: Broadened and
deepened partnerships with
actors in the nexus (WFP, FAO,
IFls, civil society and private
sector).

Promotion of joint planning,
analysis and programming to
address interconnected
challenges.

SSTC will also play a role in
strengthening partnerships for
improved practice.

Strategic partnerships through
networks (GNAFC, INCAF and
MDBSs) and exploration of
cofinancing, joint programming,
and joint advocacy opportunities.

IV. Other organizations’ approaches to fragility

50.

The World Bank’s approach, defined in the World Bank Group’s Strategy for
Fragility, Conflict and Violence 2020-2025, starts with the data showing the

concentration of poverty in fragile situations and notes that preventing and

mitigating fragility, conflict and violence will be key to progress on the Sustainable

Development Goals. It commits to scaling the type and volume of financial support
to fragile contexts and highlights the key role of the private sector. The World Bank
highlights four pillars of its approach:

e Preventing conflict and interpersonal violence - by addressing their drivers,
including climate change, gender inequalities, discrimination, exclusion,
grievances and injustice;

¢ Remaining engaged during conflict and crisis - to preserve development and
build resilience;

e Helping countries transition out of fragility — by building the social contract
and the private sector;

e Mitigating the spillover of fragility, conflict and violence - by dealing with the
cross-border effects.

51. The strategy also includes a series of measures to operationalize the strategy
across four domains:

e Policies, processes and practices - including measures to improve flexibility,
monitoring and working in humanitarian crises;
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e Programming - including better analysis (fragility assessments), linking
programming to analysis, applying conflict filters and peace lenses,
systematizing conflict sensitivity;

e Partnerships - strengthening partnerships with humanitarian actors, other
MDBs, regional organizations and civil society organizations;

e Personnel - including additional staff in FCS, incentives for staff to work in
FCS, enhanced learning and support for staff in FCS.

The African Development Bank (AfDB) employs an approach broadly similar to
that of the World Bank, as defined in the African Development Bank Group’s
Strategy for Addressing Fragility and Building Resilience in Africa 2022-2026. It
starts with a poverty-focused diagnostic similar to that of the World Bank and
highlights fragility as the condition where countries are subject to pressures that
threaten to overwhelm their capacity to manage them, creating the risk of
instability. It notes that such states may be facing deficits in authority, legitimacy
or capacity, and that each situation is unique, requiring distinct responses. The
approach sets out three interconnected priorities:

e Strengthening institutional capacity — focused on core economic and financial
government functions;

e Building resilient societies - through infrastructure investments in energy,
transport, water and sanitation and social and rural infrastructure (the AfDB's
comparative advantage);

e (Catalysing private investment - and job creation, by improving the business
environment, value chains and skills, including those of women and youth.

It also includes six guiding principles for implementation:

e Prevention - use fragility assessments to anticipate risks and identify
opportunities to build resilience;

e Selectivity — prioritize the areas that make the greatest contribution to
resilience and cross-cutting commitments (e.g. on gender, youth and climate
change);

e Patience - provide long-term support and remain engaged during instability;

e Do no harm - ensure conflict sensitivity and environmental and social
safeguards;

e Ownership - work with governments, local and regional parties and non-state
actors;

e Partnerships — with development and humanitarian partners - including the
HDP nexus.

The World Food Programme Strategic Plan 2022-25 highlights WFP’s role in
addressing climate change and meeting acute humanitarian needs in food security
in many fragile situations. FAO published Operationalizing Pathways to Sustaining
Peace in the Context of Agenda 2030 — A how-to guide in 2022. It sets out
commitments to address fragility, ranging from guidance on natural resource
management and strengthening conflict resolution mechanisms to supporting more
inclusive decision-making and maintaining the viability of agricultural livelihoods.
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Terms and conditions of concessional partner loans

[Placeholder - Updated annex will be included in the version of the report submitted to
the Third Session of the IFAD13 Consultation. The only expected change, compared to
the version included in the IFAD13 Business Model and Financial Framework paper
(IFAD13/2/R.2), is the inclusion of the calculated IFAD13 CPL discount rates. Data
required to calculate the final IFAD13 CPL discount rates will be available after

30 September 2023.]

112



Annex VI
IFAD13/3/R.2

Technical note on early encashment of core
replenishment contributions

1.  The mechanism for early encashment of core replenishment contributions was
introduced in IFAD12.

2. Following the amendment of the Agreement Establishing IFAD in February 2021,
the discount or credit generated by early encashment became eligible for the
accrual of contribution votes.*

3. For IFAD13, the mechanism will remain unchanged, as described in this annex.

4, Generally, IFAD’s Member States pay the full nominal amount of their core
replenishment contributions, as set forth in their pledge or an instrument of
contribution, within three years. The schedule typically foresees the following
instalments: year one: 30 per cent of full nominal; year two: 35 per cent of full
nominal; year three: 35 per cent of full nominal amount.

5. Starting from the baseline of IFAD’s standard encashment schedule, and in line
with the practices of other IFIs, Member States will have the option to pay their
pledge based on an accelerated encashment schedule.

6. The discounted amount is equal to the net present value (NPV) of such accelerated
schedule calculated at a discount rate established for the replenishment cycle.

7. Considering the nature of core contributions (i.e. equity), and given that the
proceeds of early encashment will be invested in the liquidity portfolio, the
reference discount rate will be linked to the estimated liquidity portfolio investment
return so as not to endanger IFAD’s financial sustainability. Should the investment
return be a negative rate, for the purpose of this exercise it will be assumed at
zero and no discount will be generated for early encashment of contributions.

8. The IFAD13 discount rate for early encashment of contributions is set at 0.45 per
cent per annum, which represents the estimated yearly investment return on
IFAD’s liquidity portfolio.*®

9. Figure 1 presents an example of an early encashment where the Member State
pays the amount of US$99.53 million, that is the NPV of the full nominal amount of
the pledge of US$100.00 million. The full nominal amount of the core contribution
will be counted towards the replenishment target, and voting rights will be
attributed in relation to the full nominal amount (pledge or instrument of
contribution) used in calculating the discount.

10. Should the Member State pay more than the NPV of the standard encashment
schedule, the Member State will accrue a credit against the difference (i.e. against
the NPV gain). The credit will be allocated first towards the Member State’s
outstanding contribution arrears from previous replenishments, if any. If no
contribution arrears are attributable to the Member State, such amount will be
allocated as an additional core contribution towards the current replenishment
target, and voting rights will be attributed in relation to such credit.

134 Specifically, article 6, section 3(b) of the Agreement Establishing IFAD, as amended, states that “the grant element of
a concessional partner loan and the discount or the credit generated from the early encashment of contributions shall be
considered as “paid contributions” and contributions votes shall be distributed accordingly”.

135 Based on reported investment portfolio absolute return for 2022.
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Figure 1
Early encashment mechanism and timeline based on a sample core pledge of US$100 million and
early encashment of NPV of US$99.53 million in one lump sum in year 1

Year 1 Year 2 Year 3
Standard encashment : . i , ,
: 304 i 35% 35%
schedule (SES) ; ’ ; ' ’
Payments based on SES i J0m E 35m 35m
—

i
Accelerated encashment E 100% \ Discountrate
schedule (AES) | i 0.53% i
! TN ;
Payment on AES (NPV) E 99.45m 30m | 35m i 35m
Actual payment received I 99.45m E E i
Discount i 0.55m i i i
Amount. con.suleretl for Target ' 100m ! : '
and voting rights ' ! ! C
Dec 25 Dec 26 Dec 27

Figure 2 presents an example of an early encashment and a credit. The NPV would
have been US$99.53 million but the Member State pays US$100.00 million. This
generates a credit of US$0.47 million.

Figure 2

Early encashment mechanism and timeline, based on a sample core pledge of US$100 million and
early encashment of US$100 million in one lump sum in year 1

Year1 Year 2 Year 3
Standard encashment i ) ) )
schedule :SES] : 30% 35% 35%
Payments based on SES 30m 35m 35m

Discount
0.53%

Accelerated encashment
schedule (AES)

100%

Payment on AES (NPV) 99.45m 30m 35m 35m
Actual payment received 100m
Credit i 0.55m E
Alnount_ con_sitleretl for Target E 100.55m E
and voting rights i :
Dec 25 Dec 26 Dec 27

The reference discount rate will apply to all IFAD13 core contributions equal to or
above the floor of US$10 million that are encashed in accordance with the
requirements of this technical note. This floor is introduced in recognition of the
very low discount that would result from lower contribution amounts and the high
transaction costs for both IFAD and the Member States independently of the
contribution amount.
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The schedule of encashment of contributions has implications for IFAD’s liquidity
and resource base. Therefore, Member States wishing to avail themselves of the
early encashment option must communicate the exact accelerated schedule when

pledging or, at the latest, when depositing the instrument of contribution. Deposits
of promissory notes or letters of credit will not generate a discount.
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Additional climate contributions

[Placeholder — An updated ACC annex will be included in the version of the report
submitted to the third session of the IFAD13 Consultation, taking into consideration
feedback received through the Member States Interactive Platform on the version posted
following the second session®.]

136 https://webapps.ifad.org/members/repl/13/2/docs/Add-2-Rev-1.pdf.
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Exchange rates for IFAD13

[Placeholder — The IFAD13 exchange rates will be published as an addendum in advance
of the third session, once the reference period of April-September 2023 has ended and
the official IFAD13 exchange rates have been calculated]
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Draft Resolution on the Thirteenth Replenishment of
IFAD’s Resources

[Placeholder]
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Pledging guidelines and Members’ contribution pledges

to IFAD13
I. Overview
1. This annex provides guidance on the pledging process for IFAD13 and records

I1.

Members' contribution pledges. Pledges received are recorded in appendix III of
this annex.

During the IFAD13 period, the Fund shall accept additional contributions from
Member States in the form of core contributions, additional climate contributions
(ACCs), the grant element of concessional partner loans (CPLs) and the discount or
credit generated from early encashment of core contributions. Member States are
also encouraged to provide supplementary funds to support other initiatives within
IFAD’s broader programme of work, but only after maximizing their replenishment
contributions.

Making a pledge

A pledge is the communication of a Member's intention to contribute to IFAD's
replenishment. Pledges may be communicated in writing by an authorized
representative of a Member State or verbally announced at the Fund’s Governing
Council, Executive Board or Replenishment Consultation sessions, or in another
meeting, if withessed and documented by two senior officials of the Fund.

Members are invited to formally announce their IFAD13 pledges at the main
pledging session to be held during the fourth session of the IFAD13 Consultation in
Paris on 14-15 December, or at another time - preferably no later than the last
day of the six-month period following the adoption of the IFAD13 Resolution. Early
pledges are encouraged to help build positive momentum for IFAD13.

For IFAD13, Member States are encouraged to pledge the following contributions to
the Fund:

(i) Core contributions. These yield contribution voting rights and constitute the
majority of the Fund’s resources. Core contributions remain IFAD's preferred
option for replenishment contributions, as they ensure the long-term
sustainability of the Fund and form the core of IFAD's governance. Pledges
for core contributions should be followed by submission of an instrument of
contribution (IOC) or direct cash payment.

(ii) Additional climate contributions. ACCs are established for the first time in
IFAD13 as an additional means of contributing to the Fund’s core resources
but with the assurance that 100 per cent of the funds will be used to support
climate-related investments eligible to be considered climate finance in line
with the multilateral development bank methodology. ACCs shall be made in
accordance with the conditions for contributing and modalities for use of ACCs
provided in the note annexed to the IFAD13 Report.

(iii) Concessional partner loan. A CPL is a loan provided by a Member State or
state-supported institution that includes a grant element for the benefit of the
Fund. For IFAD13, CPLs will be provided in accordance with the terms of the
CPL Framework included in annex V of this report and approved by the
Governing Council. The term "state-supported institution"” includes any state-
owned or state-controlled enterprise or development finance institution of a
Member State with the exception of multilateral institutions. Only the grant
element of the CPL shall be considered a contribution to the replenishment
and therefore eligible for voting rights. The grant element of the CPL will be
calculated using the discount rates determined for IFAD13 in accordance with
the agreed formula and provided in annex V of this report. Member States
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providing CPLs (directly or through a state-supported institution) will be
expected to provide core contributions equal to at least 80 per cent of a
minimum grant contribution benchmark and target a total grant equivalent
contribution (which includes a core contribution and the grant element of the
CPL) to at least their minimum grant contribution benchmark. The minimum
grant contribution benchmark will be equal to 100 per cent of the average
core contribution in local currency of the preceding two replenishment periods
(for IFAD13, it would be the average of IFAD12 and IFAD11 contributions).
Other types of contributions, such as additional climate contributions, do not
count towards meeting the grant contribution benchmark. In accordance with
the CPL Framework, only CPLs of US$20 million or more will be accepted. The
grant component of the CPL yields voting rights in the equivalent amount.
The full amount of funds provided in the form of a CPL are allocated to IFAD's
recipient countries through the performance-based allocation system as part
of IFAD’s core resources.

All donors considering CPLs are kindly requested to discuss the details of such
loans with Management in advance of the pledging session to ensure that the loans
meet the agreed-upon criteria. Additional information on pledging for CPLs is
provided in appendix II of this annex.

Member States are also encouraged to provide supplementary funds and other

kinds of contributions to support IFAD’s broader programme of work, but only after
maximizing their replenishment contributions. These other forms of contribution do
not yield voting rights and will not count towards the IFAD13 replenishment target.

Special contributions. During the replenishment period, the Executive Board may
accept, on behalf of the Fund, contributions to the resources of the Fund from
non-Member States or other sources (special contributions).

Debt Sustainability Framework (DSF). IFAD has established a pre-funded
mechanism under which financing for countries eligible to receive grants is based
on upfront commitments to ensure full reimbursement of all approved DSF projects
up to the end of IFAD11 and to secure upfront financing for new grants. Member
States’ core contributions will be used both to compensate for past DSF and finance
new obligations. For Member States with outstanding DSF compensation under
IFAD10 and IFAD11, such compensation shall be deducted from their IFAD13
contributions, in accordance with the relevant replenishment resolutions.

Denomination of contributions and exchange rates. In line with the IFAD13
Resolution, Member States shall denominate their contributions in: (a) special
drawing rights (SDR); (b) a currency used for the valuation of the SDR; or (c) the
currency of the contributing Member if such currency is freely convertible and the
Member did not experience an inflation rate in excess of 10 per cent per annum on
average in the period from 1 January 2021 to 31 December 2022, as determined
by the Fund.

As for the exchange rate to be applied, the commitments and pledges made shall
be valued on the basis of the average month-end exchange rate of the
International Monetary Fund over the six-month period preceding the adoption of
IFAD13 Resolution (1 April to 30 September 2023) between the currencies to be
converted into United States dollars, rounded to the fourth decimal point. The
exchange rates to be applied in IFAD13 are provided in annex VIII.

New votes. New replenishment votes shall be created in respect of core
contributions, ACCs, the discount or credit generated from early encashment of
core contributions and the grant element of any CPL provided under the Thirteenth
Replenishment, in accordance with the terms of the IFAD13 Resolution. Votes are
allocated only upon payment of contributions.
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Instrument of contribution. Pledges are non-binding and should therefore be
supported by either an IOC or a direct payment in full from a Member State. An
I0C specifies the amount of a Member State’s contribution under the terms and
conditions of the replenishment resolution and is legally binding. The IOC also
specifies the terms of contribution (category of contribution, form of payment,
contingency of contributions, if applicable and number of instalments and
timetable).

The deposit of Member States’ instruments of contribution is important for
triggering the effectiveness of the replenishment. Replenishment effectiveness is
only reached when the aggregate United States dollar equivalent amount of IOCs
deposited with, or payments received by, the Fund represents at least 50 per cent
of the pledges received as of six months after the adoption of the IFAD13
Resolution. The resources under any given replenishment become available for
commitment only when the replenishment becomes effective.

For further information on contributing to the Thirteenth Replenishment of IFAD’s
Resources, contact Ronald Hartman, Director, Global Engagement, Partnership and
Resource Mobilization Division (r.hartman@ifad.org) or IFAD’s replenishment team
(replenishment@ifad.org).
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IFAD13/3/R.2Annex X — Appendix I
Draft pledge letter

Mr President,

I am pleased to inform you that the Government of [name of country] intends to make a
contribution to the Thirteenth Replenishment of IFAD's Resources (IFAD13):

Contribution
The contribution will be (delete if not applicable):

» A core contribution of:
[amount in US$ or other currency]

» An additional climate contribution of:
[amount in US$ or other currency]

Payment

It is our intention to (delete as appropriate) [make a single upfront payment][make
separate upfront payments for each type of contribution][submit an instrument of
contribution confirming the amount of the contributions, the form of payment, and the
number of instalments and timetable.]

Concessional partner loan (delete if not applicable)

The Government of [name of country] also intends to provide a concessional partner
loan in the amount of [US$ or other currency]. Details are provided in the attached CPL
pledging form.

Yours sincerely,
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IFAD13/3/R.2Annex X — Appendix II

Pledging of concessional partner loans

1.

Pledging for concessional partner loans. In order to facilitate the swift and
accurate recording of CPLs, donors intending to make verbal pledges of CPLs are
asked to also complete the pledging form for CPLs (see below).

Donors are encouraged to provide Management with a copy of the completed
pledging form before the meeting in which the pledge is made, especially if a
custom encashment schedule is required. The draft pledging form will remain
strictly confidential until announced by the donor. Donors may also present a copy
of the completed pledging form at the session. Donors and IFAD Management will
need to verify all CPL pledges before the session ends and confirm whether they
are aligned with the CPL Framework. A Member providing a CPL is required to
deposit its IOC for the amount of its core contribution before entering into a CPL
agreement with IFAD.

Donors are asked to announce their CPL pledges following these guidelines and the
sample form for a CPL pledge provided below:

(i) CPL currency: Please indicate the currency of the CPL. IFAD will primarily
accept CPLs in SDR, United States dollar and euro, which match
denomination currency of IFAD's loans. Alternatively, CPLs in other SDR
basket currencies (Japanese yen, British pound and Chinese renminbi) or any
other currencies will be considered, subject to IFAD's assessed ability to swap
those loans into United States dollar or euro. The SDR equivalent will be
based on the reference exchange rate for IFAD13.

(i) CPL amount: Please indicate the total amount of the CPL in the chosen
currency.

(iii) CPL grace period and maturity: There are two possible options for donors.
Donors can select a CPL with: (i) a 5-year grace period and 25-year maturity
(5-25); or (ii) a 10-year grace period and 40-year maturity (10-40).

(iv) CPL coupon/interest rate (in loan currency): Please indicate the CPL
interest rate in loan currency.!3”

(v) CPL drawdown period: Please indicate the number of years over which the
CPL will be drawn down (one, two or three years).

If further assistance is needed in calculating CPL pledges, please contact IFAD's
replenishment team (replenishment@ifad.org).

137 If the CPL coupon rate is higher than the maximum coupon rate specified in the CPL Framework, the donor's grant
contributions will need to include sufficient additional resources beyond the 80 per cent minimum defined by the
Framework to: lower the coupon rate on the CPL; or provide a larger loan size if the maximum CPL rate under the
Framework is negative in the currency of the CPL.
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International Fund for Agricultural Development

IFAD13 pledging form for a

concessional partner loan (CPL)
only to be completed if applicable

1. CPL currency |

Enter currency

2. CPL amount |

Enter amount (in millions)

3. CPL grace period and maturity |

Enter either 5-25 or 10-40

4. CPL coupon/interest rate in CPL
currency*

Enter rate

5. CPL drawdown period in years

Enter 1, 2 or 3 years

* If the CPL coupon rate is higher than the maximum coupon rate specified in the CPL Framework, please indicate the
arrangements made to meet the Framework (e.g. additional grant resources to lower the coupon rate or a larger loan size if
the maximum CPL rate under the Framework is negative in the currency of the CPL). Management will confirm whether the
arrangements are aligned with the CPL Framework.
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Pledges to IFAD13 as at 12 September 2023

1.  The status of pledges received for the Thirteenth Replenishment of IFAD’s
Resources (IFAD13) as at 28 June 2023 is submitted for the information of the
Consultation. The status of IFAD13 pledges will be updated periodically and posted
on the Member States Interactive Platform. It will also be updated at the Governing
Council session in February 2024 to reflect additional pledges announced/received
up to that point.

2. The total United States dollar value of pledges received will be included in the table
once the official IFAD13 exchange rates are available (in October 2023, after the
April-September 2023 reference period).

Table 1
IFAD13 pledges received as at 12 September 2023*
IFAD13 IFAD12

Total Total in Total
Currency of Total in currency pledges in| Currency of currency of  pledges in
Member State pledge of pledge US$** pledge pledge uss
Cambodia usD 1000 000 UsD 600 000 600 000
Cote d’lvoire usD 1000 000 UsD 216 633 216 633
Democratic Republic of the Congo uUsD 500 000 uUsD 500 000 500 000
Niger XOF 100 000 000 XOF 100 000 000 174 356
South Sudan usD 100 000 UsD 50 000 50 000
Tajikistan usD 10 000 UsD 3000 3 000
Total (US$) 1543 989

* |t is recognized that certain pledges in the table may be subject to clearance processes.
** Amounts in US$ will be included for all pledges once the IFAD13 exchange rates have been defined.
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